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PRESIDENT  CARTER'S  SOCIAL  SECURITY  PROPOSALS 


TUESDAY,  IflAY  10,  1977 

House  of  Representatives, 
Subcommittee  on  Social  Security, 

Committee  on  Wats  and  Means, 

Washington^  D.C. 

Tlie  subcommittee  met  10 :09  a.m.,  pursuant  to  notice,  in  the  com- 
mittee hearing  room,  Longworth  House  Office  Building,  Hon.  James 
A.  Burke  (chairman  of  the  subcommittee)  presiding. 

Mr.  Burke.  The  subcommittee  will  come  to  order. 

It  is  our  pleasure  to  welcome  the  Secretary  of  Health,  Education, 
and  Welfare  at  his  first  appearance  before  the  Social  Security  Sub- 
committee. 

I  am  very  pleased  that  the  Carter  administration  has  re<:ognized 
the  need  to  take  action  to  strengthen  the  financing  of  the  social  secu- 
rity system.  The  recommendations  that  they  have  made  are  innovative 
and  somewhat  controversial.  In  my  own  view  I  think  they  are  a  step 
in  the  right  direction,  although  it  is  likely  that  the  amendments  to 
be  enacted  this  year  will  differ  from  them  in  some  detail.  The  important 
thing  is  that  legislation  be  enacted  this  year  to  assure  the  American 
people,  both  the  beneficiaries  and  the  workers  contributing  to  the  social 
security  system,  that  that  system  will  remain  a  strong  and  viable  one. 
The  commitment  that  has  been  made  to  the  generations  that  are  now 
receiving  benefits  and  those  who  will  receive  them  in  the  future  is  too 
clear  and  strong  not  to  be  honored  now  and  in  the  future. 

Without  obligation,  I  have  inserted  at  the  conclusion  of  my  statement 
the  subcommittee  press  releases  concerning  this  series  of  hearings. 

[The  press  releases  follow :] 

[Press  release  of  Thursday,  April  14,  1977] 

Chairman  James  A.  Burke.  (D.  Mass.)  Subcommittee  on  Sociax  Security, 
Committee  on  Wats  and  Means,  Announces  Hearing  on  President  Carter's 
Social  Security  Proposals 

The  Honorable  James  A.  Burke  (D.  Mass.),  Chairman  of  the  Subcommittee 
on  Social  Security.  House  Committee  on  Ways  and  Means,  announced  today 
that  the  Subcommittee  on  Social  Security  will  hold  hearings  to  provide  an  op- 
portunity for  the  Carter  Administration  to  come  forward  with  their  recommen- 
dations for  social  security  financing  and  other  amendments  to  the  system.  These 
hearings  will  begin  at  10  a.m.  on  Tuesday,  May  10th  in  the  Main  Hearing  Room 
of  the  Committee  on  Ways  and  Means  in  the  Longworth  House  Office  Building. 
If  necessary,  the  hearing  of  Administration  witnesses  will  be  continued  on 
Wednesday,  May  11th  in  Room  H-208  in  the  Capitol. 

The  1977  Annual  Report  of  the  Board  of  Trustees  of  the  Old  Age.  Survivors. 
and  Disability  Insurance  Trust  Funds  will  be  available  on  or  before  May  2nd. 
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This  report  will  include  the  most  current  information  on  tlie  financial  status 
of  the  trust  funds — both  short-term  and  long-term — and  will  be  extremely  im- 
portant as  Congress  proceeds  with  action  to  insure  the  stability  of  the  trust 
funds. 

The  following  week,  May  16-20,  1977  the  Subcommittee  will  hold  additional 
hearings  to  receive  testimony  from  Members  of  Congress  and  interested  in- 
dividuals and  organizations.  It  is  expected  that  this  second  week  of  hearings 
will  include  comments  on  the  President's  proposals  as  well  as  testimony  on  a 
broad  range  of  social  security  issues  including  the  disability  insurance  program 
and  the  appeals  process,  equal  treatment  for  men  and  women  under  social  secu- 
rity— particularly  in  view  of  recent  Supreme  Court  decisions — the  earnings  limi- 
tation under  social  security,  international  social  security  agreements  (totaliza- 
tion), coverage  under  social  security,  etc.  The  Administration  witnesses  are  in- 
vited to  testify  on  these  subject  matters  and  should  be  prepared  to  respond  to 
questions  concerning  them.  These  hearings  will  also  begin  at  10  a.m.  each  day 
in  Room  H-20S  of  the  Capitol.  If  necessary,  hearings  for  public  witnesses  will 
be  extended  to  the  week  of  May  23rd.  The  Subcommittee  plans  to  begin  con- 
sidering legislation  in  these  areas  in  mark-up  sessions  immediately  after  com- 
pletion of  public  hearings. 

The  limited  time  available  to  tlae  Committee  for  this  hearing  requires  that  all 
persons  and  organizations  having  a  common  position  exert  the  maximum  effort 
to  designate  one  spokesman  to  represent  their  viewpoint.  It  will  be  necessary 
for  each  witness  to  summarize  his  testimony,  with  the  understanding  that  a 
more  detailed  statement  can  be  submitted  for  review  and  for  inclusion  in  the 
printed  record  of  the  hearing.  If  it  becomes  necessary,  the  Committee  Staff  will 
group  the  witnesses  into  panels  to  expedite  the  hearing  process  further. 

Requests  to  be  heard  must  be  received  no  later  than  the  close  of  business 
Monday,  May  9.  Requests  should  be  addressed  to  John  M.  Martin,  Jr.,  Chief 
Counsel,  Committee  on  Ways  and  Means.  1102  Longworth  House  Office  Building, 
Washington,  D.C.  20515,  telephone:  (202)  225-3625.  Confirmation  of  appearance 
to  those  requesting  to  be  heard  will  be  made  promptly.  If  a  change  in  the  witness 
or  a  cancellation  is  necessary,  please  advise  this  office  immediately. 

The  request  to  be  heard  should  contain  the  following  information : 

(1)  The  name,  address  and  capacity  in  which  the  witness  appears ; 

(2)  A  list  of  any  clients  (or  the  firm  or  association  he  represents)  at  whose 
behest  or  in  whose  employ  the  witness  appears  ; 

(3)  The  precise  aspect  of  the  hearing  to  which  the  witness  will  address 
himself : 

(4)  An  outline  of  the  comments  and  recommendations  the  witness  will  make. 
Persons  scheduled  to  appear  must  submit  50  copies  of  their  pi-epared  statement 

to  the  Committee  office.  Room  1102  Longworth  House  Office  Building,  at  least 
24  hours  in  advance  of  the  appearance.  An  additional  supply  may  be  furnished 
for  distribution  to  the  press  and  public. 

Any  persons  or  organizations  may,  instead  of  appearing  in  person,  file  a 
written  statement  for  inclusion  in  the  printed  record  of  the  heao-ing.  For  this 
purpose,  five  copies  of  the  statement  should  be  submitted  by  the  close  of  busi- 
ness Friday,  May  20,  1977.  Additional  copies  may  be  furnished  for  distribution  to 
the  members  of  the  Committee,  staff,  press,  and  public,  if  submitted  to  the  Com- 
mittee during  the  course  of  the  hearings. 


[Press  release  of  Wednesday,  May  4,  1977] 

Cttatrman  James  A.  Bttrke  (D.-Mars.).  Subcommittee  on  Social  Skcttrity, 
Committee  op  Ways  and  Means,  Annohnces  Confirmation  of  Administra- 
tion Witnesses  on  May  10  and  Postponement  of  Public  Hearing  on  Social 
Security 

The  Honorable  .Tames  A.  Burke  (D.-Mass.).  Chairman  of  the  Subcommittee  on 
Social  Security,  House  Committee  on  Ways  and  Means,  announced  that  public 
hearings  on  social  security  which  were  scheduled  to  begin  on  Monday,  May  16, 
have  been  postponed  until  sometime  this  summer.  The  reason  for  the  postpone- 
ment is  that  the  Committee  on  Ways  and  Means  has  scheduled  full  Committee 
hearings  on  the  President's  energy  proposals  to  begin  on  May  16.  Congressman 
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Al  Ullman  (D.-Ore.),  Chairman  of  the  House  Ways  and  Meaens  Committee  stated 
that  in  order  to  meet  the  time  restraints  imposed  on  the  Congress  for  the  energy 
proposal,  it  is  necessary  for  the  full  Ways  and  Means  Committee  to  begin  hear- 
ings on  May  16. 

Chairman  Burke  emphasized  that  the  hearing  for  the  Administration  to 
testify  on  social  security,  scheduled  for  10  a.m.  on  Tuesday,  May  10  in  the  Main 
Hearing  Room  in  the  Longworth  House  Office  Building,  will  6e  held  on  schedule. 
If  necessary,  the  hearing  of  Administration  witnesses  will  be  continued  on 
Wednesday,  May  11  at  10  a.m.  in  Room  H-208  in  the  Capitol. 

It  is  Congressman  Burke's  intention  to  proceed  with  legislation  in  this  area, 
and  he  indicated  that  public  hearings  on  social  security  will  be  rescheduled  at 
the  earliest  opportunity. 

Mr.  Burke.  Mr.  Secretary,  would  you  please  introduce  your  associ- 
ates at  the  table. 

STATEMENT  OF  HON.  JOSEPH  A.  CALIFANO,  JR.,  SECRETARY  OF 
HEALTH,  EDUCATION,  AND  WELFARE,  ACCOMPANIED  BY  HALE 
CHAMPION,  UNDER  SECRETARY,  AND  JAMES  B.  CARDWELL,  COM- 
MISSIONER OF  SOCIAL  SECURITY 

Secretary  Califano.  I  am  accompanied  by  Hale  Champion,  the 
Under  Secretary  of  the  Department  of  Health,  Education,  and  Wel- 
fare, and  Bruce  Cardwell,  the  Commissioner  of  Social  Security. 

I  appreciate  the  Chair's  opening  remarks.  The  President  and  I  are 
in  total  agreement  that  the  overriding  consideration  is  to  make  certain 
that  the  interests  of  millions  of  Americans  in  the  social  security  sys- 
tem are  protected,  that  the  system  remains  safe  and  is  restored  to  a 
state  of  complete  security  and  safety  and  maximum  viability 
financially. 

If  the  Chair  would  permit  me,  I  would  like  to  submit  my  written 
statement  for  the  record  and  briefly  go  through  these  charts  as  a  means 
of  describing  the  President's  program. 

Mr.  Burke.  If  you  wish  to  summarize,  you  may.  Proceed  as  you  will. 

Without  objection  on  the  part  of  any  member  of  the  committee,  the 
statement  and  accompanying  materials  will  be  made  a  part  of  the 
record. 

Secretary  Califano.  Mr.  Chairman,  members  of  the  committee :  this 
is  a  quick  overview  of  the  social  security  system,  with  which  you  are 
familiar.  This  is  the  old-age  and  survivors  insurance  trust  fund 
which  has  28,600,000  beneficiaries  this  year  and  will  pay  out  about  $73.3 
billion  to  retired  workers  and  their  survivors. 

The  disability  insurance  trust  fund,  which  now  has  4.8  million 
beneficiaries,  and  will  pay  out  about  $11.5  billion  this  year. 

The  hospital  insurance  trust  fund,  and  the  supplemental  medical 
insurance  fund,  which  will  pay  for  hospital  bills  and  for  doctors'  bills. 

Social  security  has  been  financed  on  a  pay-as-you-go  basis.  Ordinar- 
ily each  year's  revenues  are  adequate  to  finance  that  year's  benefits.  As 
you  see,  that  has  not  been  the  case  during  the  recent  recession  and  is 
a  problem  for  the  immediate  short-term  viability  of  the  social  security 
fund. 

There  are  four  separate  trust  funds,  three  of  them  financed  through 
earmarked  payroll  taxes,  one  of  them  financed  through  monthly  pre- 
miums and  general  revenues. 


The  short-term  financing  problems  are  that,  since  1975,  we  have  had 
annual  deficits  in  the  cash  programs,  in  the  DI  and  OASI  trust  fmids. 
If  Ave  do  nothing,  the  disability  insurance  trust  fund  will  be  ex- 
hausted in  1979,  and  the  retirement  and  survivors  trust  fund  will 
be  exhausted  in  1983.  We  need  additional  revenue  to  end  those  deficits 
and  to  maintain  these  trust  funds  at  a  sound  level. 

This  chart  graphically  illustrates  how  rapidly  those  funds  are  being 
depleted  and  how  fast  they  go  into  a  negative  balance. 

In  the  case  of  disability  insurance,  after  1979;  in  the  old-age  and 
survivors,  the  retirement  insurance,  after  1983. 

The  short-term  financing  objectives  were  to  avoid  any  increases  in 
the  present  law  tax  rates  on  the  employee,  not  to  impair  the  economic 
recovery  which  is  underway,  and  to  eliminate  the  annual  deficits  be- 
ginning in  1978. 

The  President  said  he  would  propose  a  plan  that  would  do  that  in 
the  first  year  after  he  took  office,  to  help  reduce  the  long-run  deficit 
and  provide  adequate  trust  fund  reserves  by  the  end  of  his  first  term — 
by  the  second  term,  I  should  say,  if  he  nms  for  a  second  term,  and  to 
fulfill  the  President's  campaign  promises. 

The  short-term  needs  are  for  $117  billion  in  the  old-age  survivors 
and  disability  insurance  trust  funds  above  the  1977  tax  rates. 

There  are  two  taxes  scheduled  to  go  into  effect  in  1979  and  1981  in 
the  hospital  insurance  tax  rate  increases.  By  letting  those  go  into  ef- 
fect, we  reduce  that  need  to  $83  billion.  This  chart  gives  us  a  snapshot 
of  the  President's  proposals  for  dealing  with  that  $83  billion  need. 

One  of  the  first  elements  of  the  President's  proposal  is  to  provide 
a  countercyclical  dip  into  general  revenues  when  the  unemployment 
rate  exceeds  6  percent,  when  we  are,  if  you  will,  in  a  bad  economic 
condition  as  far  as  employment  is  concerned. 

General  revenues  will  be  available  to  supplement  the  social  security 
trust  fund  to  the  extent  that  social  security  taxes  would  have  been 
produced  had  the  unemployment  rate  been  at  6  percent.  This  proposal 
would  be  retroactive  to  1975  because  we  have  been  in  recession  since 
1975.  The  unemployment  rate  has  exceeeded  6  percent  since  that  time. 

That  would  provide  that  portion — the  $14  billion  needed  for  the 
trust  f  imd.  We  would  also  be  able  to  reduce  the  reserve  requirement. 
Traditionally  these  trust  funds  are  regarded  as  reserves  for  con- 
tingencies that  arise  when  the  income  coming  in  from  the  current  tax 
year  is  not  adequate  to  meet  the  payments  due  that  year. 

With  the  countercyclical  device  designed  to  take  care  of  an  ade- 
quate money  going  into  the  fund  to  pay  social  security  benefits,  when 
we  are  in  a  time  of  high  unemployment,  the  actuaries  believe  that  we 
can  reduce  the  reserve  requirements  from  50  percent  to  35  percent. 
That  saves  us  the  need  to  raise  $24  billion. 

A  second  major  element  of  the  Carter  proposal  is  to  place  a  tax  on 
the  employer,  on  his  entire  wage  base.  That  tax  would  go  into  effect, 
one-third  of  the  untaxed  wage  base  being  picked  up  in  1979,  one-third 
in  1980,  one-third  in  1981.  That  would  increase  funds  going  into 
the  system  by  $30  billion  over  this  5-year  period. 

We  also  propose  during  this  time  a  $1,200  increase  in  the  earnings 
base  of  the  employee,  $600  in  1979,  and  $600  in  1981. 

There  would  be  a  shift  of  money  from  the  hospital  insurance  fund 
into  the  disability  insurance  fund  in  the  amount  of  $7  billion.  The 


reason  for  that  is  if  the  Congress  enacts  the  President's  hospital  cost 
containment  program,  it  will  save  the  taxpayers  of  this  country  some 
more  than  $10  billion  over  this  5-year  period. 

We  are  using  $7  billion— it  will  reduce  the  need  for  money  to  pay 
hospital  bills  by  that  amount,  and  we  are  taking  $7  billion  of  that  $10 
billion  and  shifting  it  during  the  5  years. 

Traditionally  the  self-employment  tax,  the  tax  on  the  individual 
American  who  is  self-employed,  when  the  system — when  he  was  first 
covered,  was  designed  to  be  at  li/^  times  the  tax  on  the  employee.  That 
has  slipped  during  recent  years,  and  we  propose  to  restore  that  to  its 
traditional  balance  of  II/2  times.  That  will  give  us  a  billion  dollai-s. 

You  are  all  familiar  with  the  Supreme  Court  decision  in  Goldfarb, 
which  held  that  the  social  security  system,  as  far  as  dependents' 
benefits  was  concerned,  discriminated  against  the  woman  wage  earner 
because  her  surviving  husband  was  subjected  to  procedures  for  prov- 
ing dependent's  benefits  that  she  was  not  subjected  to  as  the  survivor 
of  a  male  wage  earner. 

"Wliat  we  propose  is  that  we  will  examine  the  income  of  the  husband 
and  the  wife,  just  taking  it  off  their  tax  returns,  for  the  3  years  prior 
to  retirement.  Wliichever  is  the  lower  income  will  be  considered  the 
dependent.  That  change  will  give  us  $3  billion  additional. 

The  conventional  approach  to  meeting  financing  need  would  have 
been  to  raise  the  taxes  on  the  lower-income  taxpayer.  We  will  show 
you  what  would  happen  under  that  proposal.  That  is  a  proposal  that 
the  President  rejected  during  the  Presidential  campaign  and  rejects 
in  this  plan  he  is  proposing  to  the  Congress. 

Under  current  law,  you  can  see  that  by  1982  the  tax  rate  will  be 
6,30  percent,  and  the  wage  base,  we  estimate,  will  be  $23,400.  Under 
the  President's  plan,  when  you  get  up  to  1982,  the  tax  rate  remains 
at  the  same  6.30  percent  scheduled  in  present  law  and  the  wage  base  is 
up  to  $24,600. 

Had  we  adopted  the  conventional  way  of  financing  social  security, 
that  tax  rate  would  have  increased  to  6.85  percent,  almost  7  percent, 
and  the  wage  base  to  $31,200. 

This  chart  demonstrates  what  happens  to  two  kinds  of  workers. 
The  average  worker  in  this  country  will  have  no  increase  in  taxes  in 
his  tax  payments  during  he  entire  5  years  of  this  plan.  So  for  mil- 
lions and  millions  of  American  workers  the  increase  is  zero  in  1978, 
zero  in  1979,  1980,  1981,  and  1982.  Had  we  gone  to  a  conventional 
plan  of  financing,  he  would  have  paid  additional  taxes  in  1979,  more 
in  1980,  more  in  1981,  and  more  in  1982. 

For  the  worker  earning  the  maximum  or  more  than  the  maximum 
under  the  Carter  proposal,  the  taxes  of  that  worker  increase  by  a  mod- 
est $36  each  in  1979  and  1980,  and  $76  each  in  1981  and  1982.  Under 
the  conventional  plan  that  worker's  tax  is  increased  by  $230  in  1979 ; 
$256  in  1980 ;  and  a  whopping  $613  in  1981,  and  1982  it's  $663. 

'What  happens  by  placing  the  tax  on  the  employer?  Had  we  adopted 
the  conventional  method  of  financing  social  security,  the  employer's 
tax  would  have  increased  by  these  amounts  during  this  4-year  period 
for  a  total  of  $34.2  billion. 

Under  the  Carter  administration's  proposal,  with  the  countercyclical 
device  for  dipping  into  the  general  revenues  when  unemployment 
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exceeds  6  percent,  even  thoiigli  we  are  taxing  the  entire  wage  base  of 
the  American  employers  for  large  corporations,  the  amount  goes 
down.  It  is  only  $30.4  billion,  $4  billion  less  than  it  would  have  been 
over  that  4-year  period. 

So  much,  briefly,  for  the  short-term  financing  problems. 
There  are  some  long-term  financing  problems  that  the  President 
felt  it  his  responsibility  to  deal  with  at  this  time  because  of  his  con- 
cern for  the  social  security  system  and  as  the  chairman  indicated  in 
his  opening  statement,  be  held  inviolate. 

There  is  a  75-year  projected  deficit  in  the  trustees'  report  of  8.2 
percent  of  payroll.  Add  up  the  payrolls  for  that  75-year  period,  8.2 
percent  deficit  in  terms  of  the  social  security  needs. 

Almost  half  of  that  deficit  is  due  to  a  faulty  method  of  adjusting 
benefits  for  inflation.  That  creates  what  has  come  to  be  called  the 
need  to  "decouple." 

The  rest  of  the  deficit  is  due  to  a  dramatic  shift  in  the  age  of  the 
population  of  this  country.  Today  in  the  United  States  there  are  three 
workers  for  every  retiree.  By  the  year  2030,  there  will  only  be  two 
workers  per  retiree. 

The  President  proposes  to  decouple  to  eliminate  that  faulty  adjust- 
ment. The  adjustment  comes  about,  Mr.  Chairman,  membei-s,  as  many 
of  you  know,  because  the  retiree's  benefits  are  adjusted  by  increases  in 
the  consumer  price  index. 

Just  last  July  1,  under  legislation  passed  by  the  Congress  the 
retiree's  benefits  were  increased  by  5.9  percent.  That  same  consumer 
price  increase  adjustment  is  also  made  to  the  future  benefits  of  an 
active  worker.  It  is  made  even  though  his  wages  are  rising  at  the  same 
time. 

I  will  give  a  simple  example  in  the  next  chart. 

The  result  is  that  the  benefits  for  the  present  worker  are  being 
adjusted,  in  effect,  twice  for  inflation. 

This  chart  illustrates  that.  If  you  take  a  citizen  in  our  country  who 
is  presently  retired  and  was  making  $10,000  at  the  time  he_  retired, 
and  is  receiving  under  the  benefit  formula  40  percent  of  his  active-duty 
pav  for  retirement,  he  is  receiving  $4,000. 

If  there  is  an  adjustment  in  the  year  to  a  6  percent  for  inflation,  the 
proportion  of  pay  to  which  he  is  entitled  becomes  42.4  percent.  His 
pay — his  retired  pay — goes  up  to  $4,240.  The  active-duty  worker  who 
is  making  $10,000  per  year  also  has  the  proportion  of  pay  he  will 
receive  when  he  retires,  adjusted  to  42.4  percent,  and  his  wages  are 
almost  certainly  rising  by  that  rough  6  percent  inflation  to  $10,600 ;  so 
he  becomes  entitled  to  $4,494. 

Wliat  happens,  if  this  double  accounting  for  inflation  is  allowed  to 
continue  for  active-duty  workers,  is  that  by  the  year  2000  many  of  them 
will  be  receiving  much  more  than  100  percent  of  what  they  earned 
while  they  were  actually  working  in  retirement.  Indeed,  for  this 
$4,000  worker,  it  goes  to  159  percent. 

The  President's  decoupling  plan  would  simply — as  he  promised 
during  the  campaign — leave  the  replacement  rate,  the  proportion  of 
pay  tiiat  the  retired  Avorker  is  entitled  to,  at  the  same  level  at  which  it 
is  at  the  time  the  plan  goes  into  effect,  which  would  be  about  45  per- 
cent. He  would  grandfather  in  those  immediately  affected,  even  though 
they  received  additional  benefits,  so  nobody  would  be  hurt.  That  is  a 


commitment  he  made  to  the  American  people  and  is  how  he  proposes 
to  handle  the  decoupling. 

There  is  still  further  action  needed  to  bring  the  cash  benefit  pro- 
grams into  financial  balance  through  at  least  the  year  2000  and  to 
reduce  the  long-term  deficit.  What  we  propose  to  do  to  achieve  that  is 
to  take  the  tax  that  would  have  gone  into  effect,  the  1  percent  tax  on 
employer  and  employee,  each,  in  the  year  2001  and  move  one-quarter 
of  that  tax  to  the  year  1985 — one-quarter  of  1  percent  on  employer  and 
employee  and  three-quarters  of  that  tax  to  the  year  1990,  thus  permit- 
ting substantial  amounts  of  funds  to  be  accumulated  so  that  the  social 
security  beneficiaries  and  those  working  toward  those  benefits  are 
absolutely  assured  of  benefits  through  the  turn  of  this  century. 

Also,  our  intent  is  to  ask  the  1978  Social  Security  Advisory  Coun- 
cil to  recommend  action  to  deal  with  a  small  portion  of  the  long-run 
problem  that  remains. 

This  chart  just  briefly  gives  you  a  sense  of  what  happens,  where  the 
tax  rate  will  take  us,  and  what  the  Carter  plan  will  cost.  I  will  joint 
that  deficit  out  in  a  moment. 

For  the  25-year  period,  to  take  us  to  the  turn  of  the  century,  until 
2002,  the  President's  proposal  begins  with  a  deficit  under  present  law  of 
2.3  percent  of  total  payroll.  The  short-run  financing  plan  I  have 
sketched  will  take  care  of  1.3  percent.  The  decoupling  plan  to  cover 
that  25  years  will  take  care  of  .4  percent,  shifting  that  tax  rate  back 
from  the  year  2011  will  take  care  of  1.1  percent.  At  the  end  of  25  years, 
the  Trust  Funds  will  be  in  a  surplus.  We  will  have  a  surplus  of  0.5 
percent  payroll. 

Over  the  long  run,  the  75-year  period,  the  long-run  deficit,  as  I 
mentioned,  is  8.2  percent.  The  short-term  financing  plan  will  take  care 
of  1.7  percent  of  it.  Decoupling,  so  you  have  a  sense  of  how  important 
it  is,  takes  care  of  4  percent  of  that  8.2  percent.  The  tax  rate  shift  will 
take  care  of  0.6  percent  of  it.  Leaving  us  with  a  deficit  75  years  out  of 
only  1.9  percent,  a  deficit  that  is  acceptable  to  the  actuaries  who  recog- 
nize that  it  is  very  hard  to  project  anything  out  for  that  long  a  period 
of  time,  75  years. 

Nevertheless,  we  would  ask  the  Social  Security  Advisory  Committee, 
when  it  meets,  to  report  on  how  to  eliminate  even  that  small  deficit 
75  years  out. 

Mr.  Chairman,  members  of  the  committee,  we  believe  that  this  plan 
fulfills  the  President's  campaign  promises  completely.  It  restores  the 
social  security  to  a  sound  financial  position.  It  solves  the  short-term 
problem  without  a  tax  rate  increase  on  the  employee.  It  brings  the  cash 
iDcnefit  programs  into  actuarial  balance  through  the  turn  of  the  cen- 
tury. It  decouples  without  hurting  those  individuals  or  lowering  the 
replacement  rate  of  those  workers  at  the  time  of  decoupling.  And  it 
reduces  the  long-term  deficit,  we  think,  to  manageable  proportions 
without  reducing  the  benefits  of  future  retirees. 

[The  prepared  statement  follows :] 

Statement  of  Joseph   A.   Califano,   Jr.,   Secretaet  of  Health,   Education, 

AND  Welfare 

Mr.  Chairman  and  members  of  the  subcommittee,  repeatedly,  during  the  1976 
Presidential  campaign.  President  Carter  promised  the  American  people  that,  if 
elected,  he  would  restore  the  integrity  and  financial  viability  of  the  social  se- 
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cui-ity  system  and  that  he  would  put  social  security  on  a  safe  and  sound  basis 
for  our  disabled  and  senior  citizens  without  increasing  the  tax  rate  for  the  Ameri- 
can worker.  The  President  also  pledged  that  he  would  protect  current  workers, 
assuring  them  benefits  which  represent  the  same  proportion  of  preretirement  pay 
that  today's  retirees  receive,  while  eliminating  an  error  that  causes  a  double 
accounting  for  inflation.  This  morning  it  is  my  privilege  to  testify  before  this 
subcommittee  in  support  of  legislation  that  meticulously  keeps  the  President's 
promise  to  the  American  people. 

As  outlined  in  the  message  sent  by  the  President  to  the  Congress  yesterday 
and  as  detailed  in  the  1977  Annual  Report  submitted  by  the  Board  of  Trustees 
of  the  Social  Security  system,  the  threat  that  trust  funds  will  be  depleted  in 
the  very  near  term  has  increased,  not  abated,  since  the  President  made  his 
campaign  commitments. 

Guaranteeing  confidence  in  the  financial  structure  of  Social  Security  is  one 
of  the  two  or  three  most  pressing  and  important  problems  facing  this  Adminis- 
tration and  this  Congress.  Its  resolution  affects  the  33  million  Americans 
presently  receiving  benefits  and  the  104  million  working  Americans  whose  payroll 
taxes  support  the  system. 

Given  the  vast  sums  of  money  necessary  to  put  the  system  back  on  a  sound 
financial  footing — $83  billion  will  be  required  for  the  Old-Age  and  Survivors 
and  Disability  Insurance  funds  between  now  and  1982^ — devising  an  appropriate 
solution  for  this  growing  problem  has  been  a  difiicult  and  demanding  task. 

This  package  is  comprehensive.  It  deals  with  both  the  short-range  and  long- 
range  financial  needs  of  the  system.  It  also  refiects  our  judgments  about  the  dis- 
tribution of  benefits  to  recipients,  for  if  we  considered  financing  alone  and 
ignored  the  expense  side,  we  would  be  doing  only  half  the  job. 

We  have  been  faced  with  hard  choices.  We  believe  that  our  proposals  provide 
the  basis  for  positive  solutions.  It  is  imperative  that  action  be  taken  now  if  we 
are  to  preserve  the  Social  Security  system  as  we  have  known  it  and  to  put  that 
system  on  sound  financial  footing  for  the  rest  of  this  century. 

THE   PROBLEMS 

The  Trustees  report  emphasizes  the  critical  need  to  reconsider  the  financing 
of  both  the  Old- Age  and  Survivors  Insurance  (OASI)  Trust  Fund  and  the  Dis- 
ability Insurance  (DI)  Trust  Fund  in  the  short  term.  Without  changes  in  the 
present  system,  the  funds  supporting  the  OASI  program  will  be  completely 
exhausted  by  1983;  the  DI  funds  will  be  exhausted  by  1979.  The  traditional 
method  of  financing — which  relies  exclusively  on  the  payroll  tax — would,  as 
noted,  require  $83  billion  in  additional  funds  by  1982  to  maintain  both  the  flow 
of  benefits  and  an  actuarially  sound  reserve  fund. 

Even  if  the  short-term  financial  problems  were  solved,  the  OASI  and  DI 
funds  would  still  be  plagued  by  two  additional  and  continuing  long-run  problems. 

First,  a  faulty  mechanism  for  adjusting  benefits  for  infiation  is  causing  the 
benefits  of  future  retirees  to  rise  more  rapidly  than  their  preretirement  wages. 
This  is  producing  unintended  benefit  increases  and  driving  up  costs  without  pro- 
viding financing.  Eventually,  many  retirees'  benefits  will  exceed  their  preretire- 
ment earnings. 

Second,  the  recent  decline  in  the  birth  rate  will  cause  the  ratio  of  beneficiaries 
to  workers  to  rise  in  tlie  21st  century,  adding  dramatically  to  long-term  unfi- 
nanced  costs. 

Over  the  next  75  years,  the  deficit  in  the  cash  benefit  programs  is  estimated 
to  be  8.2  percent  of  taxable  payroll.  Payroll  taxes  would  have  to  almost  double 
starting  today  in  order  to  finance  the  benefits  provided  for  by  present  law.  This 
is  an  unnecessary  and  intolerable  situation  which  the  President  is  committed 
to  correcting. 

SHORT-TERM    FINANCING 

By  retaining  the  scheduled  1978  and  1981  Hospital  Insurance  (HI)  tax  rate 
increases  and  reallocating  part  of  the  additional  funds  into  the  OASDI  pro- 
gram, we  are  able  to  reduce  the  amount  of  additional  financing  needed  by  1982 
from  $117  billion  to  $83  billion. 

Our  short-range  financing  plan  provides  for  the  needed  $83  billion  through  the 
following  six  proposals: 

1.  The  temporary  use  of  counter-cyclical  general  revenue  to  be  deposited  in  the 
OASDI  and  HI  Trust  Funds.  This  measure  produces  additional  revenues  of 
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$14.1  billion  by  1982  and  also  reduces  the  reserve  ratio  needed  to  ensure  a  sound 
system,  thereby  saving  an  additional  $24.1  billion. 

2.  The  removal,  in  three  stages  (1979,  1980,  1981),  of  the  ceiling  on  the 
amount  of  an  individual's  wage  or  salary  on  which  the  employer  pays  social 
security  taxes.  This  measure  produces  additional  revenues  of  $30.4  billion  by 

1982.  .  ,    ^^  .   ^.   -^     , 

3  The  institution  of  a  new  eligibility  test  to  determine  whether  an  individual 
may  claim  dei^endents'  benefits,  in  conformity  with  Supreme  Court  decisions 
requiring  men  and  women  to  be  treated  equally.  This  measure  reduces  expendi- 
tures by  $2.6  billion  by  1982.  ,       ^  ^     ^,      ^     ^• 

4  The  restoration  of  the  OASDI  tax  rate  for  the  self-employed  to  the  tradi- 
tional level  of  one  and  one  half-times  the  tax  on  employees.  This  measure  pro- 
duces additional  revenues  of  $1.2  billion  by  1982. 

5  An  increase  in  the  employee  wage  base  in  addition  to  the  automatic  adjust- 
ment provisions  of  present  law.  The  increase  would  be  $600  in  each  of  four  future 
years :  1979,  1981,  1983  and  1985.  This  measure  produces  additional  revenues  of 
$3.5  billion  by  1982.  ^,  ^  ^ 

6.  The  shifting  of  revenues  effective  in  1978  from  the  Old-Age  and  Survivors 
Insurance  Trust  Fund  to  the  Disability  Insurance  Trust  Fund  to  avoid  the 
exhaustion  of  the  DI  Fund. 

In  the  short  run,  these  proposed  changes  would  achieve  the  following  benefits : 
Prevent  the  exhaustion  of  the  Disability  Insurance  Trust  Fund  which 
would  otherwise  occur  in  1979. 

Prevent  the  exhaustion  of  the  Old-Age  and  Survivors  Insurance  Trust 
Fund  which  would  otherwise  occur  in  1983. 

Avoid  any  increases  beyond  the  ones  already  legislated  for  1979  and  1981 
in  the  tax  rates  on  workers'  wages. 

Avert  the  risk  of  impairing  our  economic  recovery  this  year  and  next. 
Achieve  adequate  balances  in  the  trust  funds  by  the  end  of  1982. 
The  following  table  illustrates  the  means  by  which  our  short-term  proposals 
will  generate  the  funds  needed  to  prevent  the  depletion  of  OASDI. 

Shortrun  financing   proposal — social   security   cosh    benefit   programs — 1978-82 

aggregates  excluding  interest  earnings 

Billion 

Additional  financing  needed  under  conventional  payroll  tax  approach $83 

Sources  of  new  financing  under  administration  proposal : 
Countercyclical  general  revenues : 

Additional  revenues  produced^ 14.1 

Savings  from  lower  reserve  ratio 24. 1 

Tax   employer   on   full   earnings    of   employee^    (phased   in    over    3 

years)   30. 4 

$1,200  increase  in  employee  earnings  base   ($600  in  1979  and  $600 

in  1981) 3.  5 

Shift  of  medicare  tax  rate 7.  2 

Increase   in   self-employment   tax   rate 1-  2 

New  eligibility  test  for  dependents'  benefits 2.  6 

Total  new  financing  provided 83 

1  Includes  new  revenues  Initially  going  to  hospital  Insurance  (HI)  fund  but  reallo- 
cated to  cash  benefit  funds  through  transfers  of  the  HI  tax  rate. 

The  first  two  recommendations  for  dealing  with  the  short-term  financial  prob- 
lems outlined  above  represent  significant  departures  from  past  practice  in  social 
security  financing.  They  thus  warrant  discussion  in  greater  detail. 

Financing  from  general  revenues  during  times  of  high  unemployment 

The  proposed  new  counter-cyclical  financing  mechanism  is  designed  to  com- 
pensate the  social  security  system  for  payroll  tax  receipts  that  are  lost  as  the 
result  of  an  unemployment  rate  in  excess  of  six  percent.  An  amount  of  money 
equal  to  the  difference  between  the  payroll  taxes  that  were  actually  paid  and 
those  that  would  have  been  collected  for  the  year  if  unemployment  had  been 
no  more  than  6  percent  would  be  transferred  from  general  Treasury  revenues  to 
the  social  security  trust  funds. 
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Under  the  proposal,  the  transfers  would  cover  the  taxes  that  have  been  lost 
because  of  high  unemployment  starting  in  1975.  The  transfers  would  actually 
be  made  in  1978,  1979  and  1980  but  would  reflect  the  revenue  shortfalls  of  the 
years  1975-78.  Unemployment  is  expected  to  fall  below  6  percent  in  1979. 

Using  general  revenues  to  make  up  taxes  lost  because  of  recessions  averts  the 
necessity  of  raising  social  security  taxes  during  a  recession,  an  action  that  could 
make  the  recession  worse.  Use  of  this  special  financing  device,  which  means  that 
the  trust  fund  will  not  have  to  withstand  the  entire  drain  imposed  by  recessions, 
will  also  make  it  possible  safely  to  maintain  a  lower  reserve  level  in  the  trust 
funds.  Under  current  financing  systems,  a  reserve  level  equal  to  50  percent  of  a 
year's  outlays  has  been  considered  necessary.  With  implementation  of  the  coun- 
ter-cyclical financing  mechanism,  a  reserve  level  of  35  percent  will  provide  the 
same  degree  of  safety. 

The  traditional  argument  that  financing  social  security  out  of  general  tax 
revenues  would  create  a  temptation  to  raise  benefits  to  unwisely  high  levels 
does  not  apply  to  this  limited  form  of  general-revenue  financing  because :  first, 
the  general-revenue  funding  would  be  available  only  for  those  years  in  which 
unemployment  exceeded  6  percent,  and  thus  could  not  be  used  to  finance  per- 
manent higher  benefit  levels ;  and,  second,  the  amount  of  general-revenue  financ- 
ing would  not  be  open-ended  as  it  would  be  fixed  by  a  formula. 

Such  a  mechanism,  while  innovative,  is  nonetheless  a  fiscally  sound  means 
which,  with  the  rest  of  our  proposed  package,  guarantees  the  future  of  OASDI. 
Because  it  is  a  change  in  past  practice,  we  recommend  this  proposal  as  a  tem- 
porary measure.  We  will  ask  the  1977-1978  Social  Security  Advisory  Council  to 
study  the  question  of  whether  countercyclical  general  revenue  should  be  made  a 
permanent  feature  of  social  security  financing. 

Taxing  employers  on  the  entire  earnings  of  employees 

At  present,  both  the  employer  and  the  employee  pay  social  security  tax  only 
on  the  first  $16,500  of  the  employee's  earnings,  a  figure  that  would  rise,  in  stages, 
to  $23,400  by  1982  under  current  law. 

The  proposal  would  eliminate  the  limit  on  the  earnings  on  which  employers  pay 
social  security  taxes  (usually  called  the  "wage  base")  in  three  annual  steps, 
starting  in  1979.  The  base  would  be  increased  to  $23,400  in  1979,  to  $37,500  in 
1980  and  to  the  entire  amount  of  wage  or  salary  paid  in  1981. 

Increasing  the  amount  of  earnings  subject  to  tax  on  the  employer  only  pro- 
vides the  means  of  bringing  vitally  needed  additional  revenues  into  the  social 
security  trust  funds  without  requiring  an  increase  in  benefit  levels.  The  levels 
have  always  been  tied  to  the  wage  base  on  which  the  worker  must  pay  social 
security  tax. 

The  increased  cost  to  employers,  while  substantial  (a  total  of  $30.4  billion  in 
the  four  years  1979-82 ) ,  is  less  than  they  would  pay  under  a  conventional  social 
security  tax-increase  plan,  in  which  both  tax  rates  and  the  wage  base  would  be 
increased  (a  total  of  .$34.2  billion) . 

Another  important  short-term  proposal  is  the  institution  of  a  new  eligibility 
test  for  dependents'  benefits. 

On  March  2  of  this  year,  the  United  States  Supreme  Court  in  the  GoldfarT) 
case  struck  down  as  unconstitutional  a  provision  of  the  Social  Security  Act  which 
required  a  man  to  prove  he  was  receiving  at  least  one-half  of  his  support  from 
his  wife  in  order  to  qualify  for  survivors'  benefits  on  her  death.  There  was  no 
similar  requirement  in  the  law  that  applied  to  women.  Women  were  presumed 
to  be  dependent.  In  three  companion  cases  decided  shortly  thereafter,  the  Court 
declared  unconstitutional  a  similar  requirement  that  applied  to  husbands  with 
living  wives. 

While  the  Court  decisions  eliminated  this  distinction  between  men  and  women, 
its  effect  was  to  remove  the  so-called  "dependency  test."  If  the^e  decisions  as 
they  relate  to  dependency  are  left  to  stand,  we  estimate  that  it  will  cost  an  addi- 
tional .'R3.4  billion  for  the  calendar  years  1977-1982. 

In  order  to  mitigate  the  cost  impact  of  these  decisions,  we  are  prortosing  a  new 
dependency  test  that  will  be  applied  to  men  and  women  alike.  I^'^nder  our  pro- 
posal, in  order  to  qualify  for  benefits,  a  person  must  show  that  he  or  she  earned 
less  than  one-half  of  the  couple's  totnl  income  in  the  thrpe  years  prior  to  the 
application  for  benefits.  We  estimate  the  cost  savings  for  this  five-year  period  to 
be  approximately  $2.6  billion. 
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There  are  also  several  other  provisions  of  the  Social  Security  Act  which 
specifically  treat  men  and  women  differently.  For  example,  benefits  under  certain 
circumstances  are  provided  for  divorced  wives  but  not  for  divorced  husbands. 
We  are  proposing  to  do  away  with  these  distinctions  based  on  sex.  We  estimate 
the  cost  of  doing  so  will  be  negligible. 

In  sum,  our  short-term  proposals  honor  our  commitment  to  correct  the  short- 
term  deficit  in  the  cash  benefits  trust  fund  by  raising  the  wage  base  rather  than 
the  tax  rate.  The  President  promised  to  stabilize  replacement  rates  for  future 
recipients.  Our  plan  honors  this  commitment  as  well.  But  most  important,  the 
President  promised  to  restore  the  financial  integrity  of  the  Social  Security  sys- 
tem and  the  faith  of  the  package  in  the  security  of  that  system.  Above  all  our 
package  fulfills  that  commitment.  The  table  below  indicates  that,  under  the 
present  system,  the  OASDI  Trust  Funds  would  be  $14.8  billion  in  deficit  by 
19S2 — onlV  five  vears  from  now.  Under  the  plan  we  have  presented  to  you,  annual 
deficits  would  be  eliminated  by  1979.  Our  reserve  balances  would  be  built  up  to 
$52.8  billion  by  1982,  fulfilling  the  necessary  reserve  ratio  requirement  of  35 
percent.  And  our  system  would  be  actuarially  sound — in  balance — for  the  next 
25  years. 

STATUS  OF  THE  SOCIAL  SECURITY  TRUST  FUNDS:  RECENT  HISTORY  AND  PROJECTIONS  OF  CURRENT  LAW  USING 

PROPOSED  1977  TRUSTEES  REPORT  ASSUMPTIONS 

[Old-age,  survivors,  and  disability  insurance,  combined] 


Combined  Ciiange  in      Ending  trust  Beginning 

tax  rate  Earnings        trust  funds     fund  balance  reserve 

Year  (percent)  base  (billions)  (billions)  ratio  i 


""*°l'97l                                             ..  9.9  $13,200  -f$1.5  $45.9  73 

1975                               "  9.9  14,100  -1.5  44.3  66 

1976'''."III1II"""I'I 9.9  15,300  -3.2  41.1  57 

Projected  under  the  present  system :  „  ,^  ^  ,, 

1977                                                y                                 '                                        ^  gg  JggQQ  _5g  35      J  I^J 

1978  -  9.9  17,700  -6.9  28.6  36 

1979  -  9.9  18,900  -7.9  20.7  27 

1980  9.9  20,400  -9.1  11.6  18 

1981  -  -      --  9.9  21,900  -11.5  .1  9 
1982".''."-"""_1 9.9  23,400  -14.9  -14.8  0 

Projected    under    the    administration's 

proposed  OASDI  financing  plan:  ,  „^  ,.  ., 

1977  9.9  16,500  -5.6  35.5  47 

1978  '."". 2  10.1  17,700  -f.6  36.1  36 

1979                                       10.1  3  19,500  -fl.4  37.6  34 

1980                                         10.1  21,000  -1-3.9  41.5  32 

1981  '                -  2  10.3  4  23,100  -fO.l  47.6  32 

1982  10.3  24,600  -f6.0  53.6  34 
1983 


36 


1  Beginning  of  year  balance  as  a  percent  of  year's  expenditures. 

2  Increase  due  to  reallocation  of  0.2  percentage  points  of  HI  tax  rate.  ,.  i.        u 

3  Elimination  of  employer's  earnings  base  phases  in  beginning  in  1979.  Earnings  base  for  employee  would  have  been 
$18,900  without  ad  hoc  increase  of  $600. 

4  Earnings  base  for  employees  would  have  been  $22,500  without  ad  hoc  increase  of  $600. 

Note:  Projections  based  on  intermediate  assumptions  for  1977  trustees  report. 

INTERMEDIATE-TERM    AND    LONG-TERM    FINANCING 

Even  with  the  short-term  change,  Social  Security  will  be  significantly  under- 
financed in  the  long  run  for  the  reasons  stated  previously.  We  have  tried  to  solve 
the  long-term  problems  that  face  social  security  in  a  way  that  both  assures  the 
long-range  operation  of  the  .social  security  program  and  does  not  impo.se  an 
undue  tax  burden  on  any  particular  segment  of  society. 

Specifically,  we  recommend : 

Advancing  the  planned  OASDI  tax  rate  increase  from  2011  to  1985  and  1990. 

This  tax  increase,  which  is  scheduled  for  2011  and  which  amounts  to  one 
percent  each  on  employer  and  employee,  would  be  moved  forward.  One-quarter 
of  the  increase  would  be  imposed  in  1985  and  the  remaining  three-quarters  in 
1990.  By  adjusting  the  timing  of  this  tax  rate  increase  already  contained  in 
current  law,  we  are  able  to  ensure  the  soundness  of  the  social  security  trust  funds 
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up  to  the  turn  of  the  Century,  solving  a  financing  problem  which  would  other- 
wise develop  in  the  mid-1980's.  In  addition,  we  would  reduce  the  long-term 
deficit  by  0.6  percent  of  taxable  payroll. 

Becoupling  to  correct  the  inflation  overadjustment. 

I  earlier  cited  the  flaw  in  the  present  automatic-adjustment  provisions  as  one 
of  the  principal  causes  of  the  projected  long-run  social  security  financing  deficit. 
Under  the  social  security  benefit  formula  written  into  law  in  1972  there  exists 
an  unintended  escalation  in  benefit  levels  for  future  retirees  that  is  generally 
referred  to  as  over-indexing  for  inflation. 

Under  the  present  system  future  benefit  amounts  are  affected  by  increases 
in  the  Consumer  Price  Index  as  well  as  increases  in  the  worker's  earnings.  This 
coupled  approach  to  determining  future  benefit  amounts  tends  to  overadjust  for 
infiation  and,  as  a  result,  the  initial  benefit  amounts  for  future  retirees  will 
rise  faster  than  the  wages  on  which  they  are  based.  Thus  replacement  rates — 
social  security  benefits  as  a  percentage  of  final-year  earnings — will  rise  in  the 
future.  If  this  situation  is  not  corrected,  many  future  retirees  would  get  bene- 
fits that  exceed  their  highest  preretirement  earnings. 

We  recommend  that  the  present  "coupled"  benefit  structure  be  decoupled  in  a 
a  way  that  would  stabilize  replacement  rates  at  roughly  current  levels.  The 
computation  of  initial  benefit  amounts  for  workers  retiring  in  the  future  would 
be  separated  from  the  automatic  adjustment  of  benefit  levels  based  on  increases 
in  the  Consumer  Price  Index  for  people  already  on  the  rolls.  While  replacement 
rates  will  remain  stable  at  today's  levels,  workers  will  continue  to  share  in  the 
growth  of  our  economy. 

The  decoupling  proposal  which  I  have  presented  will  reduce  the  projected  net 
75-year  deficit  by  almost  half.  Together  with  the  rest  of  our  package,  the  long- 
term  deficit  will  be  reduced  from  8.2  percent  of  taxable  payroll  to  1.9  percent. 
It  will  also  insure  both  current  and  future  retirees  that  the  annual  cost  of  living 
increases  authorized  in  present  law  will  continiie  undisturbed  and  that  the 
benefit  amounts  that  future  retirees  receive  reflects  the  increase  in  the  standard 
of  living  that  occurs  during  their  working  life-time. 

In  addition  to  the  proposals  I  have  outlined,  we  will  direct  the  1977/197S 
Social  Security  Advisory  Council  to  produce  a  new  75  year  plan  which  considers 
the  full  range  of  other  structural  and  substantive  questions  that  face  social 
security. 

Finally,  together  with  the  hospital  cost-containment  program  which  we  have 
already  presented  to  the  Congress  our  social  security  proposal  will  also  assure 
the  financial  integrity  of  the  hospital  insurance  trust  fund.  The  cost  containment 
legislation  is  thus  an  imi>ortant  piece  in  the  new  financial  structure  we  are  pro- 
posing for  the  Social  Security  System. 

For  more  thau  four  decades,  the  Social  Security  System  has  been  one  of  the 
great  successes  of  American  government,  protecting  the  old,  the  infirm  and  the 
needy.  That  success — ^which  is  now  a  basic  element  of  the  lives  of  millions  of 
Americans — must  be  continued.  The  proposals  presented  to  you  today  will  reverse 
the  period  of  adversity  into  which  the  system  has  fallen  and  restore  it  to  its 
proper  place — ^a  government  program  upon  which  all  our  citizens  can  rely. 

TTiank  you. 

IMr.  Burke.  Thank  yon,  Mr.  Secretary. 

Do  either  one  of  yonr  associates  wish  to  say  anything  ? 

Mr.  Cha:mpio:n-.  Nothing.  Tliank  yon. 

Mr.  Burke.  The  committee  will  be  open  for  qnestions.  We  are  oper- 
ating under  the  5-minute  rule.  Each  member  is  allowed  5  minutes  on 
the  first  round. 

Mr.  Waggonner  is  recognized. 

Mr.  Waggonner.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  in  1972,  the  Congress,  without  any  hearings,  accepted 
a  recommendation  of  the  1971  Advisory  Council.  The  House  took  no 
action  except  to  accept  the  provision  of  the  conference  report  putting 
social  security  on  a  pay-as-yoTi-go  basis.  It  was  obvious  then  that  to  be 
able  to  accept  the  principle  of  paying  as  you  go  we  would  have  to  esti- 
mate for  all  eternity  what  our  demographic  future  was,  what  crises  the 
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system  would  face,  what  the  inflation  rate  would  be,  what  the  employ- 
ment rate  would  be,  all  that  sort  of  thing. 

As  late  as  1973,  the  Social  Security  Administration  was  telling  us 
that  we  didn't  have  any  problems,  that  everything  was  fine,  the  projec- 
tions were  all  rosy.  Then,  all  of  a  sudden,  everybody  said  we  have  been 
wrong  through  the  years. 

Now,  I  never  dicl  feel  that  we  had  that  capability.  Some  people  may 
not  be  proud  of  it,  but  I  think  I  will  go  to  my  grave  proud  of  the  fact 
that  I  was  one  of  the  39,  I  believe,  who  wouldn't  accept  that  principle 
because  we  thought  we  knew  what  the  end  result  would  be. 

But  you  estimate  now  that  we  are  going  to  transfer  from  the  Treas- 
ui-y  to  the  social  security  trust  fund  an  amount  of  money  which  is  equal 
to  what  the  revenues  would  be  if  unemployment  was  6  percent. 

In  fact,  unemployment  is  8  percent.  "Wliat  I  suppose  you  mean  there 
is  that  you  are  going  to  transfer  from  the  Treasury  the  revenues  which 
would  have  been  produced  for  the  tmst  fund  by  that  additional  2  per- 
cent of  unemployment.  Is  that  correct  ? 
Secretary  Califaxo.  That  is  correct. 

Mr.  Waggonner.  What  is  the  period  of  time,  if  we  have  this  vast 
capability  to  estimate  forever  all  of  these  things  out  into  the  future, 
what  is  the  period  of  time  for  which  you  project  an  unemployment  rate 
in  excess  of  6  percent  in  this  country  ? 

Secretary  Califano.  The  way  that  is— that  would  cover  the  years 
1975,  1976,  1977,  and  1978.  We  would  hope  to  be  out  of  the  woods  by 
then. 

The  unemployment  rate  in  1975  was  8.5  percent,  in  1976  it  was  7.7 
percent,  in  1977 'it  is  projected  in  the  Carter  administration  budget  pro- 
jections to  be  7.1  percent,  in  1978  it  is  projected  to  be  6.3  percent.  In 
1979,  it  is  projected  to  be  5.8,  and  in  1980,  it  is  projected  to  be  5.2. 
It  has,  as  you  know,  presently  dropped  to  7  percent. 
Mr.  Waggonner.  I  think  your  estimates  or  your  projections  are 
horseback  guesstimates  and  gimmicks,  really. 

Secretary  Cai^ifano.  Mr.  Waggonner,  may  I  make  one  point  ? 
Mr.  Waggonner.  Yes,  sir. 

Secretary  Califano.  The  $14  million  that  is  indicated  there 
for  1975  and  1976  are  not  estimates.  That  has  happened.  Those 
amounts  are  determined  on  what  has  already  happened  in  those  years. 
At  the  rate  we  are  going,  we  will  clearly  make  the  7.1  percent  over  the 
course  of  the  year  for  1977.  Whether  we  will  make  the  1978  rate  there 
is  no  question— and  I  agree  with  you,  the  further  out  you  get,  the 
more  difficult  it  gets  to  estimate.  We  have  seen  this  in  all  kinds  of  ways. 
I  want  to  make  clear  that  the  bulk  of  the  amount  that  is  up  there  is  on 
the  basis  of  what  has  already  happened. 

The  severe  recession  we  have  had  in  1975  and  1976 — ; — 
Mr.  Waggonner.  I  am  wondering  if  this  isn't  a  gimmick  which  is  in 
every  respect  parallel  to  another  gimmick  that  we  adopted  during  the 
Jolinson  administration,  wherein,  to  make  the  budget  projections  look 
better,  we  projected  budget  deficits  on  the  basis  of  what  the  deficit 
would  be  in  constant  dollars  if  unemployment  was  reduced  to  4 
percent. 

Now,  I  think  we  have  a  similar  situation  right  here  with  regard  to 
this  6  percent. 
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In  effect,  it  seems  to  me  wliat  we  have  is  a  move  toward  a  further 
transfer  of  payments  which  is  a  total  departure  from  the  purpose  of 
social  security.  It  seems  to  me  that  we  are  involving  ourselves  in  a 
welfare  matter,  and  this  looks  dangerous  to  me.  At  the  same  time  we 
adopt  this  proposal,  we  involve  this  aspect  of  transfer  of  payments. 
The  administration  comes  to  the  Congress  and  says, 

We  have  another  plan  for  transfer  of  payments.  We  are  ^oing  to  collect  a  great 
deal  in  the  way  of  revenfies  from  the  energy  proposal,  and  we  are  going  to,  via 
the  device  of  a  transfer  of  payments,  put  that  money  back  in  the  hands  of  other 
Americans. 

When  I  say  other  Americans,  I  mean  not  those  who  paid  that  tax  on 
that  energy  which  they  purchased,  but  others  who  are  deemed  to  have 
something  in  the  way  of  need. 

Now.  aren't  we  involving  ourselves  in  a  transfer  of  pa3^ments 
proposition  here  ? 

Secretary  Califano.  Let  me  make  two  points :  First  of  all,  in  the 
Johnson  administration  unemployment  went  below  what  was  pro- 
jected. As  you  may  recall,  by  1968,  unemployment  was  down  to  3.2 
percent.  The  deficits  in  the  Jolmson  administration  had  nothing  to  do 
with  unemployment.  They  were  related  to  the  increased  costs  of  the 
Vietnam  war.  In  every  single  year  Lyndon  Johnson  was  President, 
unemployment  exceeded  what  he  projected  at  the  beginnmg  of  the 
year,  for  the  average  of  that  year.  We  can  estimate  the  other  way  as 
well. 

As  far  as 

Mr.  Waggoxker.  You  did  mean  to  say  that  unemployment  exceeded 
estimates  ? 

Secretary  Califano.  Unemployment  was  lower  than  what  the  Presi- 
dent, President  Johnson,  estimated  in  every  single  year  he  estimated. 

I  stand  corrected  on  that.  Thank  you  very  much. 

As  far  as  this  proposal  is  concerned,  it  is  our  feeling  that  when  the 
unemployment  rate  goes  above  6  percent,  there  is  a  strong  measure  of 
responsibility  to  avoid  the  rate  going  higher.  The  workei-s  of  this 
country  and  the  people  who  are  retired  and  are  on  social  security 
should  not  have  to  suffer  as  a  result  of  that.  By  not  having  provided 
for  a  countercyclical  measure  during  the  past  few  years  the  trust  funds 
were  driven  down  to  $0.5  billion,  as  I  recall. 

Had  we  had  a  provision  like  this,  we  would  have  maintained  those 
trust  f  mids  at  a  much  healthier  level.  Our  belief  is  that  it  is  a  perfectly 
appropriate  and  limited  way  in  which  we  can  reach  the  general  reve- 
nues to  say,  in  your  example,  that  social  security  taxes  would  have 
been  raised  if  unemployment  had  been,  say,  8  percent  instead  of  6 
percent,  that  difference,  that  2  percent  that  general  revenues  can  pay 
for  that. 

I  would  note  first  that  there  is  no  way  to  work  any  permanent 
increases  into  the  social  security  system  as  a  result  of  that  kind  of 
countercyclical  provision.  Those  funds  going  in  depend  solely  on  the 
unemployment  rate  exceeding  6  percent.  It  is  not  a  method  in  which 
permanent  change  could  be  made. 

Second,  it  seems  to  me  distinctly  not  welfare,  much  more  analogous 
to  an  unemployment  insurance  tax  proposal  and  something  where  we 
are  dealing  with  the  rights  of  people  who  are,  indeed,  earning  money 
and  would  be  in  the  work  force  if  society  had  an  economy  working 
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well  enough  to  put  them  in  it  and  who  are  ordinarily  and  normally  in 
the  American  work  force. 

Mr.  Burke.  Mr.  xA.rcher  is  recognized. 

Mr.  Archer.  Mr.  Secretary,  I  am  sure  everyone  on  this  committee 
shares  your  desire  that  we  have  a  viable  social  security  system  and  that 
it  be  restored  to  safety.  I  am  sure  each  one  of  us  realizes  that  it  is  not 
in  a  safe  position  todav.  We  share  these  common  goals. 

However,  after  looking  at  your  intial  proposals,  I  think  your  cover 
chart  should  have  read,  "Welcome  to  President  Carter's  magic  show." 

This  may  well  be  the  most  brazen  demonstration  of  fiscal  leger- 
demain ever  given  in  this  room.  It  rather  boggles  my  mind.  The  center- 
piece of  your  presentation  is  a  proposal  to  use  general  funds ;  and  that 
to  me  is  like  the  bl ind  leading  the  blind. 

The  Treasury  is  in  even  worse  shape  than  the  social  security  funds. 
The  Federal  deficit  is  projected  to  run  over  $60  billion  this  year.  There 
is  no  provsion  in  your  program  to  provide  to  the  Treasury  the  money 
that  you  want  to  transfer  over  to  the  social  security  fmid. 

Your  proposal  means  one  of  two  things :  Either  you  are  planning  to 
take  $14  billion  away  from  other  programs  in  the  Treasury,  on  which 
I  have  seen  no  proposals,  or  you  are  going  to  borrow  that  additional 

amount. 

I  suspect  it  is  the  latter  case,  which  will  increase  the  public  debt, 
build  up  inflationary  pressures,  and  ultimately  add  to  the  already 
oppressive  burden  on  the  American  taxpayer.  We  now  laiow  a  con- 
sensus of  economists  in  this  country^  recognizes  that  inflation  is  the 
major  cause  of  unemployment. 

Yet  you  describe  vour  proposal  as  fiscally  sound.  You  are  merely  re- 
storing, as  you  put  it,  the  Social  Security  program  to  a  sound  financial 
position  by  falling  back  on  the  general  credit  of  the  U.S.  Government, 
That  has  always  been  there. 

There  is  no  major  new  characteristic  of  this  proposal.  Yfe  have  al- 
ways been  able  to  fall  back  on  the  general  credit  of  the  U.S.  Govern- 
ment. 

Even  more  camouflaged  is  the  damage  you  would  do  to  a  42-year- 
old  institution  that  forms  the  cornerstone  of  our  Nation's  pension 
structure.  Any  infusion  of  general  revenues  effectively  undermines  the 
fundamental  characteristics  of  social  security. 

When  President  Franklin  Koosevelt  signed  the  act  in  1035,  he  in- 
sisted that  the  system  was  to  be  entirely  self-supporting ;  and  the  Con- 
gress has  repeatedly  confirmed  that  prinicple. 

Your  proposal  is  diametrically  opposed  to  that  principle.  Yet  you 
disguise  it  as  nothing  more  than  a  departure  from  conventional 
financing. 

The  use  of  general  revenues  violates  another  basicconcept  of  social 
security.  The  system  is  built  on  twin  pillars  of  social  adequacy  and 
individual  equity.  Under  the  individual  equity  concept,  benefits  are 
related  to  contributions  and  participants  are  entitled  to  benefits  as  a 
matter  of  their  earned  right. 

I  think  if  you  will  go  across  this  country,  you  will  find  this  is  the 
way  Americans  look  at  this  program :  but  your  proposal  would  under- 
mine that  relationship,  erode  that  entitlement  and  pull  down  the  pillar 
of  individual  equity.  Yet  j-ou  drop  a  verbal  cape  over  such  realities. 
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Another  bit  of  hocus-pocus  is  the  incredible  switch  the  President 
himself  has  made  on  this  issue.  I  was  one  of  several  Members  at  a  meet- 
ing in  the  White  House  only  6  days  ago.  At  that  time,  President  Car- 
ter, in  response  to  a  question  from  a  member  of  his  own  party,  stated 
that  he  had  considered  the  use  of  general  revenue  financing  for  social 
security  but  had  rejected  it  and  he  quoted  Franklin  Koosevelt,  to 
whom  I  just  referred  as  being  opposed  to  it. 

Yet  6  days  later,  you  are  coming  before  this  committee  and  telling 
us  something  totally  different  from  what  he  told  us  in  the  White 
House.  I  know  you  weren't  there.  I  don't  expect  you  to  respond  to 
what  President  Carter  said ;  but  several  of  us  here  were  there. 

Now  he  is  pushing  the  idea  of  using  general  revenue  funds;  and 
this  is  a  remarkable  feat  of  mental  agility. 

Next  there  is  an  artful  dodge  on  employer's  contributions.  At  a 
time  of  high  unemplojmient,  when  the  often  stated  aim  of  the  admin- 
istration is  to  provide  more  jobs  and  stimulate  business  and  commerce 
we  have  a  proposal  that  would  require  an  employer  to  pay  the  social 
security  tax  on  his  entire  payroll,  taking  $30  billion  out  of  the  private 
sector. 

Obviously,  this  would  have  an  adverse  impact  on  hiring  and  could 
lead  to  a  reduction  in  jobs  already  held.  I  believe  only  a  trick  rope 
could  tie  this  mismatch  together. 

As  for  siphoning  money  from  the  hospital  insurance  fund,  what 
rabbit  will  you  pull  out  of  your  hat  if  your  cost  containment  program 
is  not  enacted  or  not  effective?  There  is  severe  doubt  as  to  whether 
that  will  be  enacted  or  effective. 

Mr.  Secretary,  I  really  must  say  in  all  candor  that  I  believe  your 
key  proposals  are  deceptive.  They  may  have  a  surface  appeal,  but 
they  conceal  basic  issues  of  concern  to  the  American  people;  most 
importantly  they  would  signal  the  destruction  of  the  insurance  char- 
acteristics of  social  security. 

The  33  million  beneficiaries  and  the  104  million  contributors  do 
not  need  abracadabra.  They  need  straight  talk.  We  cannot  save  the 
social  security  system  any  other  way. 

I  have  said  a  lot.  If  you  would  like  to  respond  to  it,  I  would  be 
pleased  to  have  your  response  if  there  is  any  time. 

Secretary  Califano.  If  I  may  briefly  make  a  couple  of  comments. 

First  of  all,  it  is  not  correct  that  social  security  payments  have 
never  been  financed  out  of  general  revenues.  General  revenues  have 
been  used  in  the  past  to  pay  for  the  benefits  of  workers  over  age  72 
who  are  not  otherwise  eligible. 

This  is  not  the  first  time  that  social  security  benefits  have  ever  been 
paid  out  of  general  revenues. 

Mr.  Archer.  If  they  are  not  eligible,  then  they  are  not  part  of  the 
social  security  program. 

Secretary  Califano.  They  are  paid  benefits  just  like  everyone  else 
on  the  social  security  program. 

Second,  as  far  as  unemployment  is  concerned,  there  is  not  one  penny 
of  tax  increase  on  any  worker  in  this  country  who  is  making  $16,000 
or  less  under  the  President's  proposal. 

No  employer  should,  in  any  wav,  be  inhibited  from  hiring  those 
people.  Those  are  the  unemployed.  Sure,  the  employer  has  to  pay  more 
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of  a  tax  on  the  quarter-of-a-million-dollar  corporate  vice  president, 
on  the  executive  vice  presidents,  on  the  board  chairmen,  on  the 
hi^rher  individuals ;  but  they  are  not  unemployed. 

Those  people  have  not  been  hurt  by  this  recession  of  the  last  2 
years.  It  is  the  man  at  the  bottom  of  the  payroll.  There  is  not  a  penny 
increase  in  tax  on  that  man.  The  President  was  very  conscious  of 
not  in  any  way  inhibiting  the  ability  or  desire  or  motivation  of  ern- 
ployers  to  hire  those  people.  That  is  one  of  the  central  points  of  this 
program  and  one  that  the  President,  I  know,  will  stand  by. 

As  far  as  the  general  revenue  point  is  concerned,  we  believe  that 
the  Government  has  a  responsibility  to  recognize  that  when  it  can- 
not create  an  economic  environment  in  which  the  unemployment 
rate  in  this  country  is  6  percent  or  less,  that  the  Government  has 
the  responsibility  through  the  common  purse,  if  you  will,  through 
the  common  good,  to  provide  the  social  security  taxes  that  otherwise 
should  have  been  raised  if  the  Government  was  doing  its  job. 

Now  we  don't  think  the  Government  did  its  job  in  the  last  couple 
of  years.  The  President  hopes  that  he  will  be  able  to  do  his  job.  If  he 
can,  there  won't  be  much  need  to  use  that  $14  billion.  If  he  cannot  he 
doesn't  think  the  worker  who  wants  to  work,  who  has  been  knocked 
out  of  employment  should  suffer  in  lower  social  security  benefits, 
should  suffer  in  not  having  the  funds  there  for  him  when  he  retires 
because  his  Government  fails. 

That  is  why  we  have  this  limited  tap  into  the  general  revenues.  It  is 
not  an  overall,  uninhibited  tap  into  general  revenues  for  any  purpose. 
It  is  simplv  if  we  cannot  do  our  job,  we  don't  think  the  American 
worker  should  be  hurt.  That  is  the  reason  for  the  tap  into  the  genenal 
I'evenues. 

Mr.  Archer.  Mr.  Secretary,  you  have  come  forward  with  a  proposal 
that  I  have  heard  a  number  of  times  from  other  people.  That  is,  if  it 
comes  out  of  the  general  treasury,  nobody  pays  for  it.  Therefore,  it  is 
free  money. 

Are  you  telling  me  that  a  worker  who  makes  imder  $16,000  a  year  is 
not  going  to  have  any  payment  to  make  whatsoever  for  the  $14  bil- 
lion that  comes  out  of  the  general  treasury  ? 

Secretary  Califano.  No.  But  your  pomt,  sir,  was  that  an  employer 
would  be  disinclined  to  hire  because  of  the  increased  social  security 
tax.  There  is  no  increased  social  security  tax  on  the  employer  or  the 
employee  for  that  worker  at  $16,000  or  less ;  and  those  are  the  people 
who  are  unemployed  in  America. 

We  don't  think  there  will  be  any  inhibition  on  him  from  doing  it. 
Moreover,  even  with  respect  to  the  big  price  workei^,  the  corporate  offi- 
cers, and  the  top  executives,  there  is  no  increase  in  1978. 

The  increase  begins  in  1979,  1980,  and  1981,  so  as  not  to  interfere 
with  the  economic  recovery  that  is  now  underway. 

Mr.  Archer.  Thank  you,  Mr.  Secretary. 

Mr.  Burke.  Mr.  Pickle? 

Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  we  have  a  national  crisis  on  our  hands.  We  have  to 
do  something  about  the  social  security  problem.  In  the  last  2  years  the 
Ford  administration  recommended  a  three-tenths  increase  on  em- 
ployer-employee contributions. 
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This  committee  would  not  adopt  any  increase.  We  literally  drug  our 
feet.  We  have  done  the  same  thing  this  year.  I  am  surprised  that  the 
administration  hasnt  made  a  recommendation  earlier.  This  is  the  mid- 
dle of  May. 

Whatever  we  do,  it  is  going  to  be  hashed  aroimd  now  until  the  fall — 
the  frost  is  on  the  pumpkin.  I  think  we  must  act  quickly  to  assure  the 
program's  financial  stability. 

If  I  remember  correctly  last  year,  it  was  estimated  that  the  first  year 
or  two  that  we  decoupled  would  cost  us  more,  instead  of  saving  money. 

I  am  not  certain  of  that,  but  that  sticks  in  my  mind.  Would  you  or 
]Mr.  Card  well  want  to  comment  on  that  ? 

Commissioner  Cardwell.  Mr.  Pickle,  yonr  statement  is  correct.  The 
proposal  to  decouple  as  presented  last  year  did  have  a  transition  provi- 
sion which  would  have  cost  nearly  $700  million  over  the  first  5  years. 

My  recollection  is  that  less  than  $200  million  of  that  would  have 
been  paid  out  in  the  first  year  that  the  provision  was  effective. 

Mr.  Pickle.  Is  this  different? 

Commissioner  Card^vell.  This  year's  proposal  would  have  a  tran- 
sition period.  It  would  be  designed  differently.  Essentially,  there  would 
be  no  additional  costs  in  the  aggregate  to  the  system  during  the  first 
years. 

Mr.  Pickle.  Mr.  Secretary,  I  think  you  would  recognize  that  if  we 
adopt  your  program,  with  respect  to  that  money  which  is  coming 
out  of  general  revenue,  we  are  paying  for  a  deficit  in  the  social  secu- 
rity fund  by  taking  it  from  a  deficit  from  general  revenue  funds. 

Many  of  us  question  whether  that  is  the  proper  approach.  Would 
you  care  to  comment  on  that  ? 

Secretary  Califano.  My.  Pickle,  that  $14  million  goes  into  a  trust 
fund  which  in  turn  is  really  a  contingency  fund  in  case  we  have  severe 
recessions  or  other  problems,  and  the  social  security  system  does  not 
raise  enough  funds  to  pay  the  benefits  that  have  to  be  paid  in  any 
particular  area. 

Moving  the  $14  million  into  the  trust  fund  does  not  affect  the  budget 
in  any  way.  There  is  no  budget  impact  unless  it  becomes  necessary  to 
spenci  the  $14  million,  unless  we  reach  a  point  where  we  have  to  dip 
into  the  trust  funds. 

Mr.  Pickle.  Is  there  any  doubt  really  in  your  mind  that  we  won't 
go  into  the  general  revenue  of  the  Treasury  ? 

Secretary  Califano.  Pardon  me  ? 

Mr.  Pickle.  Is  there  any  doubt  in  your  mind  that  we  will  not  dip 
into  the  general  revenue  of  the  Treasury  ? 

Secretary  Califano.  I  would  hope,  Mr.  Pickle,  we  could  have 
economic  policies  that  would  enable  us  to  never  have  to  spend  that 
money. 

Mr".  Pickle.  If  you  were  a  bank  customer  and  had  to  make  a  loan 
on  that  basis,  would  you  do  it  ? 

Secretary  Califano.  We  cannot  take  the  chance  with  the  social 
security  system.  That  is  why  we  put  that  provision  in  there. 

Mr.  Pickle.  Incidentallv,  I  want  you  to  submit  information.  When 
you  talk  about  that  $83  billion.  I  notice  that  you  mention  additional 
revenue  would  be  $14  billion,  but  you  also  put  a  savings  for  lower 
reserve  requirements  of  $24  billion. 
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You  say  you  need  to  raise  $83  billion.  You  are  not  raising  it  to  $14 
billion,  you  are  raising  an  additional  $21  billion  in  addition  ?  Is  that 
not  correct  ?  You  total  it  up  ? 

Secretary  Califano.  That  is  correct. 

Mr.  Pickle.  You  are  not  raising  $14  billion,  you  are  actually 
getting  $38  billion. 

Secretary  Califano.  "VVliat  we  are  saying,  Mr.  Pickle,  is  that  we  are 
taking  only  $14  billion  from  the  general  revenues.  The  $24  billion  is 
the  difference  between  50  percent  and  35  percent  of  a  balance  in  the 
trust  fund  that  we  will  not  need. 

The  way  we  computed  that — and  I  will  submit  a  table  for  the 
record — was  simply  by  comparing  what  happened  in  the  j^ast  with 
a  50-percent  reserve  without  any  countercyclical,  general  revenue  pro- 
vision, with  a  35-percent  reserve  and  having  the  countercyclical  general 
revenue  provision  that  we  provide. 

The  trust  funds  would  be  better  off. 

[The  table  follows:] 

SIMULATED  BEHAVIOR  OF  THE  OASDI  TRUST  FUNDS,  1974-79 
[Dollar  amounts  in  billions] 


Year 

Tax    and 

miscellaneous 

revenue 

General 
revenues 

Interest 

Outgo 

Ending 
balance 

Reserve 
ratio! 

50-percent  reserve 
w/ithout  counter- 
cyclical general 
revenues: 
1973     . 

$30.3      -. 
30.9 
28.4 
24.2 
17.5 
9.5 
.5 

21.2  .... 

1974 

1975     . 

$59.4  ... 
64.8  .  . 

$1.8 
1.9 
1.7 
1.4 
1.0 
.4 

$60.6 
69.2 
78.2 
87.7 
97.5 

107.4 

50 
45 

1976      

72.3  ... 

36 

1977 

79.6  ... 

28 

1978     .    .. 

88.6  .  , 

18 

1979 

98.0  ... 

9 

35-percent  reserve  with 
counter-cyclical 
general  revenues: 
1973     

1974 

59.4 

1.3 
1.3 
1.1 
1.1 
.8 
.4 

60.6 
69.2 
78.2 
87.7 
97.5 
107.4 

21.3 
18.2 
18.2 
14.8 
9.3 
1.1 

35 

1975     

64.8  .. 

31 

1976 

1977 

1978 

1979 

72.3 
79.6 
88.6 
98.0 

$4.8 

3.7 

2.6 

.8 

23 

21 

15 

9 

>  Reserves  at  beginning  of  year  as  percent  of  year's  outlays. 

Mr.  Pickle.  You  compute  it  as  a  revenue,  that  is,  the  $24  billion.  You 
compute  it  as  money  you  need  ? 

Secretary  Califano.  No ;  I  don't.  I  compute  it  as  money  we  do  not 
need. 

Mr.  Pickle.  Let  me  ask  you  another  question :  Do  you  think  that  all 
employees  should  be  covered?  There  are  some  groups  such  as  the 
Federal  employees  which  are  not  covered.  Should  they  be  brought 
under  system  ? 

Secretary  Califano.  I  don't  have  a  view  on  that  at  this  point  in 
tune,  Mr.  Pickle.  That  is  the  kind  of  question  that  would  probably  be 
looked  at  with  the  Social  Security  Advisory  Council. 

Mr.  Pickle.  Mr.  Cardwell,  would  you  want  to  comment  ?  Should  we 
change  the  law  so  that  no  State  would  have  the  option  of  withdrawing 
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or  any  city  ?  They  would  not  have  the  option  of  withdrawing?  If  social 
security  is  a  national  need,  and  if  it  is  in  the  national  interest  to  keep  it 
strong  and  solvent,  should  we  have  a  provision  in  the  law  that  would 
make  it  optional  to  staj^  in  ? 

Secretary  Califano.  We  have  not  proposed  any  recommendations 
which  would  change  that  optional  nature  of  the  law,  if  you  will,  or 
allow  States  to  withdraw.  I  would  note  with  respect  to  the  plan  the 
President  has  proposed  there  is  absolutely  no  incentive  for  States  or 
cities  to  withdraw  because  most  of  their  workers  will  be  at  the  bottom 
of  those  economic  levels. 

Most  of  their  workers  will  not  suffer  any  increase  in  tax ;  and  the 
States  will  not  have  to  pay  any  increase  in  taxes  for  those  workers  at 
$16,000  or  below;  and  that  $16,000  minimum  will  rise  over  time. 

We  have  not  dealt  with  the  issue  of  whether  the  States  should  be 
forced  into  the  social  security  system.  I  am  really  not  prepared  to  re- 
spond to  that  at  this  point  in  time. 

Mr.  PiCKJLE.  Mr.  Chairman,  I  would  like  to  ask  the  Secretary  some 
information  which  is  a  relatively  small  fact.  I  am  interested  in  knowing 
with  respect  to  the  jobs  which  we  hope  to  make  available  in  this  ad- 
ministration, up  to  a  million  of  them,  is  witliliolding  taxes  applied  for 
those  people  ?  Is  there  any  kind  of  withholding  for  social  security  ?  Is 
it  tax-free,  do  you  know  ? 

Secretary  Califano.  Well,  if  people  go  to  work  in  the  CETA  pro- 
gram or  other  programs  in  jobs,  they  are  just  like  any  other  worker. 
These  Federal  jobs  for  which  we  have  applied.  I  assume  they  would 
pay  taxes  like  any  other  worker,  either  social  security  or  Federal  in- 
come taxes. 

Mr.  PicBXE.  Thank  you,  Mr.  Chairman. 

Mr.  BuEKE.  I  want  to  welcome  the  chairman  of  the  Ways  and  Means 
Committee,  Mr.  Ullman,  who  is,  of  course,  an  ex  officio  member  of  the 
subcommittee. 

I  believe  he  would  like  to  ask  some  questions. 

You  are  recognized,  Mr.  Chairman. 

Chairman  Ullman.  I  want  to  commend  you  for  holding  these  very 
expeditious  hearings,  Mr.  Chairman,  so  that  the  administration's  pro- 
gram could  properly  come  into  focus. 

Mr.  Secretary,  we  welcome  you  here  to  present  your  case  and  your 
viewpoint.  Because  I  have  expressed  some  public  opinions  on  the  mat- 
ter, I  think  I  have  to  proceed  now  to  just  ask  a  question  or  two. 

My  problem  arises  primarily  from  deciding  what  we  need  to  do  in 
the  short  run  and  what  we  need  to  do  in  the  long  run.  I  have  strongly 
stated  to  you,  and  to  the  President,  that  we  do  need  to  act  on  the  social 
security  system  this  year. 

The  urgency  is  on  the  short  run  problem.  The  social  security  system 
also  has  to  be  looked  at  from  the  long-term  perspective.  There  is  no 
question  about  that  because  of  the  changing  population  estimates,  esti- 
mates on  growth  in  the  country  and  so  on. 

All  are  involved  in  the  financing  of  the  social  security  system.  My 
problem  with  your  recommendations  that  I  have  publicly  expressed, 
has  been  that  you  have  not  just  dealt  with  the  short  range  problem, 
but  you  have,  to  a  certain  extent,  moved  into  the  long-range  problem. 

Here,  to  the  extent  that  we  are  involved  with  the  formula  deficien- 
cies on  the  cost  of  living,  I  agree  with  it.  I  think  that  decoupling  has 
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to  be  taken  care  of  right  now.  It  is  partly  a  short-term  and  partly  a 
long-term  problem.  We  must  deal  with  it.  I  could  argue  with  you  about 
formula,  but  I  think  your  recommendations  are  sound.  I  think  I  can 
go  along  with  them. 

Insofar  as  the  other  aspects  invoh-ed— getting  away  from  the  50/50 
fonnula  between  employer  and  employee,  which  has  been  a  corner- 
stone of  the  law  all  these  years,  and  also  getting  into  financing  from 
general  revenues — these  are  matters  that  need  to  come  into  focus,  I 
think,  in  the  context  of  the  total  look  at  the  long-term  problem  of  the 
social  security  system. 

In  addition  to  the  things  you  have  recommended,  I  think  you  would 
fully  agree  there  are  a  lot  of  other  elements  of  the  social  secrity  system 
in  its  long-term  view  that  have  to  be  looked  at. 

I  think  that  you  would  agree  with  that,  is  that  not  right? 
Secretary  Califano.  Absolutely,  Mr.  Chairman. 
Chairman  Ullman.  So  you  are  saying  that  in  addition  to  what  you 
are  recommending  now,  within  another  year  or  two,  we  need  to  take 
a  very  extensive  long-term  look  and  pass  some  long-term  legislation. 
Would  you  agree  to  that  ? 

Secretary  Califano.  There  would  have  to  be  additional  legislation, 
Mr.  Chairman. 

Chairman  Ullmax.  The  difficulty  I  have  is  that  in  looking  at 
the  long-term  alternatives,  it  may  very  well  be  that  we  are  going  to 
have  to  go  to  general  revenues. 

Mr.  Burke  has  long  advocated  his  one-third,  one-third,  and  one- 
third  theory  which  has  some  widespread  support  in  the  country.  That 
is  hitting  the  issue  head  on.  To  dip  a  little  bit,  into  general  revenues 
under  a  formula  that  I  think  can  be  criticized  because  it  is  a  trigger 
formula  that  is  alien  to  the  system  as  we  know  it  now. 

It  is  a  new  element  in  the  social  security  picture.  I  think  that  in- 
volves some  real  problems  because  you  cannot  really  get  in  a  little 
ways.  I  think  when  you  get  in  that  much,  you  have  to  look  at  the  pic- 
ture of  getting  in  further  on  some  kind  of  more  extensive  formula  like 
Mr.  Burke  ha^s  suggested. 

If  you  go  as  far  as  you  go,  I  don't  see  how  we  can  keep  from  looking 
at  what  Mr.  Burke  suggested.  I  am  not  advocating  that.  I  readily  con- 
cede that  we  have  gone  about  as  far  as  we  can  on  payroll  financing — 
I  think  it  is  regressive,  I  think  we  have  reached  its  limitations.  There- 
fore, I  think  we  need  to  inject  a  new  element  for  long-term  financing. 
To  abandon  the  trust  fund  concept  by  dipping  into  general  revenues, 
I  think,  would  be  a  grave  error.  I  would  much  rather  earmark  another 
source  of  revenue  that  would  be  more  progressive  and  more  acceptable 
to  the  American  people  for  the  social  security  system  and  still  keep 
the  basic  discipline  of  a  trust  fund  which  I  think  that  we  can  very 
readily  abandon  if  we  get  into  general  revenues. 

That  is  why  my  criticism  has  been  that  in  the  consideration  of  going 
to  general  revenues,  we  ought  to  look  at  those  far  ranging  alternatives 
rather  than  getting  in  a  little  ways.  We  find  from  long  experience  that 
when  you  get  in  a  little  way,  you  are  going  to  get  deeper  and  deeper 
into  the  mire. 

Changing  that  formula  is  going  to  be  pretty  easy  once  we  take  the 
first  step. 

Having  said  that,  not  in  the  form  of  a  question,  Avould  you  care  to 
respond  ? 
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Secretary  Califano.  Mr.  Chairman,  if  I  might,  let  me  say  that  I 
■well  remember  my  very  first  meeting  with  you  after  President  Carter 
announced  that  he  was  going  to  nominate  me  to  be  Secretary  of  HEW 
and  your  expressing  your  concern  about  the  importance  of  dealing  with 
the  short-term  problem  of  social  security  and  dealing  with  it  promptly 
and  taking  care  of  the  beneficiaries  of  that  system. 

As  far  as  the  elements  of  our  plan,  those  that  go  toward  the  long  run 
problems,  those  that  go  to  the  employee  tax  and  those  that  go  to  this 
gingerly  and  very  limited  movement  into  general  revenues,  we,  too, 
were  motivated  by  a  desire  to  maintain  the  discipline  of  the  trust  fund 
philosophy. 

We  think  that  this  does  not  presage  some  general  run  on  the  rev- 
enues. The  proposal  is  simply  when  the  economic  situation  in  this 
countiy  raises  the  unemployment  level  above  6  percent  to  7  or  8  per- 
cent that  the  social  security  taxes — and  that  is  exactly  how  it  is  meas- 
iired — the  money  that  would  otherwise  have  been  raisedby  social  secu- 
rity taxes  had  those  employees  been  at  work — and  that  is  a  part  of  the 
work  force  who,  thank  Grod,  on  the  whole  in  this  country  have  tradi- 
tionally been  working  most  years,  down  to  about  a  6-percent  unemploy- 
ment rate,  that  those  taxes  be  placed  in  the  social  security  tmst  fund 
from  the  general  revenues  because  those  people  are  workers. 

It  is  no  fault  of  theirs  that  they  are  not  working.  It  is  a  failure  of 
our  own  economic  policy.  It  was  our  feeling  that  to  that  limited  extent 
it  did  indeed  maintain  the  discipline  of  the  trust  fund.  It  was  not  a 
broad  dip  into  the  trust  fund.  It  was  still  very  much  an  earned  system. 

As  far  as  the  tax  being  placed  on  the  employer  was  concerned,  on  the 
employee  wage  base  of  the  employer,  we  thought  that  it  eased  what 
otherwise  was,  as  you  indicated,  an  increasingly  retrogressive  system. 

It  eliminated  our  need  to  further  increase  the  tax  rate  on  the  em- 
I)loyee ;  and  by  not  further  increasing  the  wage  base  of  the  employee, 
we  do  not  further  increase  the  demands  of  the  social  security  system 
to  pay  benefits  in  retirement,  so  that  we  felt  that  that  was  a  fair  and 
reasonable  way  to  do  this. 

As  far  as  dealing  with  the  longer  run  problem,  or  some  of  the  longer 
run  problems,  as  you  indicate,  bringing  that  long-term  deficit  down 
8.2  percent  of  payroll  to  1.9  percent,  it  was  very  much  the  President's 
feeling  that  he  should  go  as  far  as  he  could,  that  the  sooner  we  could 
put  additional  money  into  those  trust  fimds,  the  more  secure  they 
would  be  and  the  more  security  those  Americans,  those  hundred  mil- 
lion Americans  either  working  today  or  the  33  or  34  million  Americans 
presently  receiving  benefits  under  the  system,  would  have  about  this 
system. 

That  is  why  the  decision  was  made  to  move  to  the  greatest  extent 
feasible  on  the  longer  run  problems. 

There  are,  as  the  chairman  indicates,  other  long-rim  problems,  and 
those  indeed,  as  you  have  suggested,  are  being  given  to  the  social 
security  advisory  conmiittee  and  we  are  asking  them  to  look  at  those 
questions. 

Chairman  Ullman.  Mr.  Secretary,  let  me  just  comment  very  briefly, 
because  I  have  extended  my  time  too  much.  Regardless  of  what  your 
rationale  is,  and  you  have  a  rationale,  I  agree,  you  are  going  into  gen- 
eral revenues.  That  rationale  can  change  very  easily.  Tlie  basic  concept 
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is  what  I  am  concerned  about.  Once  you  do  that,  you  can  change  the 
rationale  and  move  in  an  unlimited  way. 

All  I  said  was,  that  if  you  are  going  to  go  into  general  revenues,  I 
think  it  would  be  much  better  to  look  at  it  head  on  and  look  at  the 
alternative  ways  of  doing  it. 

Xow,  insofar  as  you  are  extending  the  employer  taxes,  this  does 
change  very  drastically  a  basic  concept  in  a  couple  of  ways.  First  the 
50-50  part ;  but,  secondly,  we  have  equated  that  increase  in  tax  on  both 
the  employer  and  the  employee  with  an  increase  in  benefits. 

In  other  words,  that  employee's  share  has  been  attributed  to  em- 
ployee benefits  in  each  instance.  That  has  been  a  very  basic  rule.  When 
you  computed  the  benefits  for  an  individual,  it  wasn't  just  on  his  con- 
tribution, but  it  was  on  his  employer's  contribution,  too. 

That  was  what  made  up  the  increased  benefit  package ;  and  actuari- 
all  V  we  tried  to  keep  it  that  way.  Am  I  wrong  in  that  regard  ? 

Commissioner  Carda\t;ll.  Mr.  Chairman,  the  amount  of  an  individ- 
ual benefit's  upon  retirement  is  determined  entirely  by  his  own  earn- 
ings record.  The  source  of  financing  the  s^^stem  is  determined  by  the 
combination  of  taxes  collected  from  the  employee  and  the  employer; 
but  the  individual  employees  retirement  benefit  rate  is  determined  by 
the  amount  of  his  earnings  under  the  system. 

Chairman  Ullmax.  You  are  right.  I  am  talking  about  how  you  pay 
for  it. 

Commissioner  Cardwell.  Yes. 

Chairman  Ullman.  In  each  instance,  that  increase  in  benefits  has 
been  equated  on  the  basis  of  how  much  new  revenue  you  get  in  and  how 
much  you  pay  out.  That  has  included  the  employer's  share  as  well  as 
the  employee's  share. 

Now,  you  are  departing  from  that  and  going  all  the  way  on  taxing 
the  employer  on  every  dollar  of  earnings  of  the  employee  but  with  no 
increase  in  benefits  to  the  employee  at  all  in  that  respect. 

Now  that  is  a  very  basic  departure.  In  addition  to  that,  we  have  to 
look  very  carefully  at  what  it  does.  There  are  a  lot  of  industries, 
obviously,  that  would  be  affected  very  little  because  they  have  so 
few  high-paid  people. 

Bat  there  a  lot  of  technological  industries  with  scientists  and  engi- 
neers and  so  on,  where  almost  every  employee  is  above  that  bracket. 
Therefore,  the  tax  would  be  much  more  heavily  imposed  upon  some 
segments  of  the  economy  than  upon  others. 

In  addition,  when  we  are  looking  at  basic  tax  reform  this  year,  one 
of  the  things  we  will  be  looking  at  the  hardest  is  capital  formation.  In 
our  stimulus  package  we  looked  at  it — as  a  matter  of  fact,  the  admin- 
istration's philosophy  on  that  was  that  we  should  give  back  to  the 
employer  some  of  the  social  security  taxes  that  he  paid  as  a  stimulus 
to  the  economy. 

Now  we  are  saying  that  in  place  of  doing  that,  we  are  taking  some 
$30  billion  out  of  capital  formation  in  the  years  ahead,  taking  R  all 
from  the  employer.  I  think  there  may  be  more  equitable  ways  of 
doing  it. 

If  we  are  going  to  tax  the  employer,  there  are  some  more  equitable 
ways  of  doing  it.  I  agree  we  are  going  to  have  to  add  a  new  tax  dimen- 
sion to  the  social  security  system. 
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No,  I  don't  think  this  is  an  equitable  way  of  doing  it.  I  think  there 
are  more  equitable  tax  forms  we  could  look  at  before  moving  in  this 
direction. 

Mr.  Burke,  thank  you  for  your  indulgence.  I  hadn't  intended  to  do 
this.  I  think  it  is  important  that  this  get  on  the  record. 

Whereas  I  am  in  full  accord  with  your  moving  on  the  problems 
of  the  social  security  sj^stem  and  taking  care  of  the  short-range 
problem — I  am  going  to  be  a  great  supporter  of  that — I  have  some 
difficulties  with  those  parts  of  your  program  that  move  into  long-range 
solutions  where  long-range  alternatives  have  to  be  looked  at. 

Thank  you. 

Secretary  Califano.  ]\Ir.  Chairman,  thank  you,  very  much.  Let  me 
say  I  am  delighted,  and  I  know  the  President  will  be  delighted  that  you 
are  supporting  the  decoupling  proposal  and  for  dealing  with  the  short- 
run  problem. 

I  might  also  just  mention  that  under  the  President's  proposal,  a  rax 
on  the.  employer  is  less  than  it  would  be  if  we  simply  went  with  a 
tax  split  among  employer  and  employee  if  we  have  the  countercyclical 
device. 

It  is  less  by  $4  billion,  I  appreciate  very  much  this  and  all  your  con- 
sultation and  advice  in  the  past. 

Chairman  Ullman.  Thank  you. 

Mr.  BuEKE.  The  committee  wants  to  thank  the  chairman  for  his 
appearance  here  today.  It  was  unique.  It  might  help  give  some  of  the 
members  guidance.  I  don't  know  how  much  guidance  you  are  giving 
me,  Mr.  Chairman.  I  have  listened  to  what  you  have  to  say. 

The  Chair  recognizes  Mr.  Steiger  for  5  minutes. 

Mr.  Steiger.  Thank  you,  Mr.  Chairman.  I  listened  with  great  care 
to  what  our  chairman  said.  I  think  he  has  set  a  high  standard  for  the 
subcommittee.  I  hope  we  will  respond  by  rejecting  the  administra- 
tion's request  for  sticking  the  nose  of  the  camel  under  the  tent. 

Am  I  to  take  from  this  proposal,  Mr.  Secretary,  that  we  have  now 
radically  shifted  and  accepted  a  rate  of  6  percent  underemployment  as 
a  basis  for  making  judgment  about  social  and  economic  programs? 

Secretary  Califano.  No,  I  hope  not.  I  am  not  an  economic  expert, 
but  I  know  that  during  the  1960's,  we  were  able  to  bring  the  unem- 
ployment rate  down  from  8.1  percent  to  3.2  percent.  I  hope  we  can 
get*^it  far  below  6  percent.  The  point  of  the  proposal  is  simply  that — 
above  6  percent  unemployment,  it  is  clear  to  everyone  in  this  country 
that  those  are  people  who  have  the  capability  to  work,  who  would  be 
working  if  economic  policy  were  being  properly  conducted.  That  is 
why  that  level  was  picked. 

Mr.  Steiger.  I  feel  sorry  for  those  who  fall  between  5  and  6  or  be- 
tween 41/2  and  6,  or  between  4  and  6.  I  don't  know  why  you  decided 
to  pick  that  new  magic  number  of  6  percent. 

I  wonder  if  you  could  give  me  some  idea,  Mr.  Secretary,  how  much 
revenue  do  you  propose  shifting  from  the  old  age  and  survivors  trust 
fund  to  the  disability  insurance  trust  fund  in  1978? 

Secretary  Califano.  None. 

Mr.  Steiger.  On  page  5  of  your  statement  you  say,  "The  shifting 
of  revenues  effective  in  1978  from  OASI  to  DI  to  avoid  the  exhaustion 
ofDT." 
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Commissioner  Cardwell,  In  effect  we  would  combine- 


Mr.  Steiger,  The  question  is,  how  much  do  you  propose  to  shift? 

Commissioner  Cardwell.  "We  would  be  shiftinor  ^7  billion  of  the 
hospital  insurance  trust  fund  to  the  combined  funds.  There  is  a  need 
in  the  disability  insurance  trust  fund  in  1976  for  at  least  about  $1.6 
billion,  and  this  amount  would  grow. 

To  that  extent,  there  would  be  a  transfer  into  that  fund. 

Mr.  Steiger.  But  you  are  proposing — then  the  statement  is  wrong  ? 

Commissioner  Cardwell.  The  statement  is  correct.  There  would 
be  sufficient  transfer  from  the  combination  of  hospital  insurance  trust 
funds  and  the  retirement  and  survivors  insurance  trust  funds  to  make 
the  disability  insurance  trust  fund  whole  in  1978  and  1979. 

Under  present  law,  you  would  end  1978  with  a  balance  of  only  $0.5 
billion.  It  would  exhaust  its  balance  sometime  during  1979.  We  would 
seek  authority  to  permit  us  to  make  whatever  shifts  were  necessary  to 
prevent  that  particular  fund  from  defaulting. 

By  that  time  we  would  also  assume  that  we  would,  under  the 
same  authority,  have  transferred  $7  billion  from  the  health  insurance 
trust  funds. 

Mr.  Steiger.  Thank  you  for  the  clarification.  How  much  specifically, 
Mr.  Secretary,  would  you  propose  to  transfer  from  general  fund 
revenues  to  the  trust  fund  in  1978? 

Commissioner  Cardwell.  In  1978,  $6.5  billion. 

Mr.  Steiger.  In  1979? 

Commissioner  Cardwell.  $4.3  billion  in  1979  and  $3.3  billion  in 
1980. 

Mr.  Steiger.  Thank  you  very  much  for  that  further  clarification. 

Can  you  tell  me  a  little  bit  about  this  shell  game  you  played  on  the 
supposed  savings  from  a  lower  reserve  requirement?  "Would  it  be 
accurate  to  presume  that  what  you  have  done  is  simply  say,  if  we 
change  the  assimiption  under  which  we  have  operated,  we  are  now 
at  47  percent;  if  we  just  lower  that  to  33  percent,  we  have  "saved" 
that  much  money? 

Is  that  an  accurate  perception? 

Secretary  Caufano.  No;  it  is  not  an  accurate  perception.  Let  me 
try  to  give  you  an  accurate  perception. 

Mr.  Steiger.  Thank  you. 

Secretary  Califano.  "We  took  the  50-percent  reserve  requirement 
under  one  of  the  most  severe  recessions  this  country  has  ever  been 
subjected  to  in  the  last  few  years.  "We  ran  it.  "We  ran  that  50-percent 
reserve  requirement  beginning  with  1973  through  the  years  1974-77. 

We  ended  in  1979  with  a  balance  of  $0.5  billion.  I  mentioned  before 
I  would  submit  this  table  for  the  record. 

If  we  reduce  the  reserve  requirement  to  35  percent,  rather  than  50 
percent,  and  we  have  our  countercyclical  financing  device  and  we  run 
through  the  same  set  of  years,  we  end  up  with  $1.1  billion  in  1979  so 
that  we  are  indeed  a  little  better  off  with  our  proposal. 

Part  of  the  reason  for  having  the  trust  fund  at  the  50-percent  level 
is  to  take  care  of  times  of  severe  recession,  when  we  have  unemploy- 
ment above  6  percent,  7  percent,  8  percent;  and  to  the  extent  that 
we  are  taking  from  the  general  revenues  during  those  periods  of  time 
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automatically,  we  do  not  need  to  have  that  much  money  in  the  trust 
fund. 

We  can  have  only  35  percent. 

Mr.  Steiger.  Mr.  Secretary,  it  seems  to  me  you  are  playing  with  fire. 
That  presumes,  does  it  not,  that  we  will  have  less  available  for  a 
period  of  severe  recession  at  some  point  in  the  future  than  we  have  had 
historically  in  the  past ;  so  the  shell  game  that  you  are  playing  with 
those  who  are  beneficiaries  of  the  system  and  those  paying  into  it  is 
that  we  run  the  very  real  damage — potential  damage  of  seeing  that 
trust  fund  further  diminished,  with  a  further  losing  of  confidence 
than  we  would  otherwise. 

I  will  tell  you  very  honestly,  I  think  that  is  a  dangerous  concept 
which  I  hope  the  Congress  will  reject,  that  we  will  not  lower  that 
requirement  to  the  extent  that  you  propose. 

One  last  question,  Mr.  Chairman,  because  my  5  minutes  are  up. 
What  additional  benefits  are  you  anticipating  from  the  additional 
taxes  to  be  raised  by  both  employers  and  employees? 

You  gave  us  only  the  amount  of  money  being  raised,  that  is,  how 
much  comes  into  the  trust  fmid.  You  haven't  projected,  so  far  as  I 
can  tell  in  any  of  your  charts,  how  much  additional  we  are  going  to 
be  paying  out  by  the  changes  you  have  recommended. 

"V\'Tiat  is  the  estimate  that  you  have  on  that  ? 

Commissioner  Cardwell,  Mr,  Steiger,  I  would  try  to  comment  on 
that,  if  I  could.  There  are  four  action  items  that  would  affect  bene- 
fit rights  and  increase  the  benefit  rights  of  employees. 

They  involve  four  $600  wage  base  increases.  The  value  of  those 
increases  in  terms  of  future  benefit  rights  are  inclucled  in  our  calcula- 
tions. I  do  not  see  them  as  lieing  significant  in  their  cost  to  the  long- 
range  actuarial  estimates  of  the  system. 

We  will  put  the  precise  amounts,  however,  in  the  record. 

[The  information  follows :] 

The  Administration  proposal  to  increase  the  earnings  base  for  the  employee 
is  estimated  to  reduce  the  75-year  long-range  cost  by  0.05  percent  of  taxable 
payroll/  This  estimated  reduction  of  0.05  percent  of  taxable  payroll  represents 
the  net  effect  of  an  estimated  reduction  of  0.15  percent  of  taxable  payroll  due  to 
the  additional  tax  income  resulting  from  the  higher  earnings  bases  and  a)''  esti- 
mated increase  of  0.10  percent  of  taxable  payroll  due  to  the  benefits  resnltins; 
from  the  higher  earnings  credits. 

Mr.  Steiger.  In  effect,  then  what  jou  are  saying  to  us  is,  the  $30 
billion  that  is  going  to  be  raised  from  employers  is  on  the  higher  wage 
base  and  translates  into  absolutely  no  higher  benefit? 

Commissioner  Cardwell.  That  is  correct. 

Mr.  Steiger.  For  those  individuals  ? 

Secretary  Calitaxo.  Mr.  Steiger,  I  might  add  that  we  came  to  look 
at  this  svstem.  I  think  when  the  actuaries  reviewed  the  system,  what 
had  happened  to  the  system  in  the  last  few  years  was  intolerable,  was 
irresponsible  in  many  respects. 

Proposals  should 'have  been  made.  As  Mr.  Pickle  indicated,  pro- 
posals that  had  a  better  chance  of  going  through  the  Congress  should 
have  been  made. 


1  This  estimate  is  based  on  the  assumption  that  the  OASDI  system  Is  decopled,  effective 
.Tannarv  1,  1979  and  that  the  earnings  base  for  the  employer  is  eliminated  in  3  stepB, 
fnllv   effective   January   1,    1981    (in   accordance   with   the    Administration    proposal). 
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Now  we  come  with  a  situation  with  which  we  must  deal.  We  have 
dealt  with  it  within  3  months — 4  months  as  a  new  administration. 
What  we  propose  will  guarantee  the  American  people,  to  the  Amer- 
ican worker  and  to  the  beneficiaries,  that  the}'  will  have  the  benefits 
that  they  are  working  for. 

Sure,  we  are  putting  an  additional  tax  on  the  employer,  on  the  entire 
wage  base  that  slioukl  have  been  put  on  long  ago,  in  my  judgment.  We 
propose  that  it  be  put  on  now. 

Over  the  same  period  of  time  over  which  we  placed  this  tax,  cor- 
porate profits  will  rise  $900  billion.  We  are  asking  for  only  3.4  percent 
of  those  profits.  I  think  that  the  big  corporations  in  this  country  can 
])ay  that  bill  and  pay  that  bill  without  passing  it  onto  the  American 
taxpayer. 

Mr.  Steiger.  ]Mr.  Secretary,  proposals  in  fact  have  been  made.  If 
there  is  a  fault,  it  is  the  fault  of  the  Congress  for  having  been  unwill- 
ing to  respond  to  those  proposals. 

Mr.  Burke.  Thank  you. 

Mr.  Cotter  is  recognized. 

Mr.  Cotter.  Thank  you,  very  much,  Mr.  Chairman. 

It  is  good  to  have  you  back,  ;^Ir.  Secretary. 

Did  I  understand  you  to  say  that  during  fiscal  year  1978  you  would 
have  to  go  into  general  revenues  under  this  countercyclical  proposal 
for  some  $6.6  billion,  is  that  correct? 

Coimnissioner  Cardwell.  That  is  the  amount  of  money  that  we 
have  in  the  plan  to  be  derived  from  that  particular  authority.  We 
have  designed  the  plan  so  as  to  deliberately  phase  in  the  transfer  of 
the  $14.1  billion. 

Mr.  Cotter.  So  the  first  bite  will  be  in  1978  and  will  be  about  $6.6 
billion? 

Secretary  Califaxo.  It  goes  back  through  1975,  though,  Mr.  Cotter. 
We  pick  up  the  diiference  between  6  percent  unemployment  and  the 
higher  unemployment  rate  in  1975,  1976,  1977,  and  1978. 

Mr.  Cotter.  My  question  is.  Is  this  a  budgeted  item  ? 

Commissioner  Cardavell.  It  would  not  show  as  an  expenditure 
against  the  unified  budget.  It  does  not  affect  the  combined  expendi- 
tures of  the  general  funds  and  the  trust  funds. 

It  would  be  a  transfer  on  the  books  of  the  general  funds,  a  liability 
would  be  created  on  those  books  in  effect.  They  would  transfer  an 
amount  of  $14  billion  in  three  steps  to  the  social  security  trust  funds; 
the  trust  funds  would  in  turn  invest  that  money  back  in  Treasury 
paper. 

Sir.  Cotter.  Would  it  have  to  be  appropriated  ? 

Commissioner  Cardwele.  The  authority  would  have  to  be  the  equi- 
valent of  a  permanent  definite  appropriation,  yes,  sir. 

Secretary  Califano.  As  the  social  security  system  is  now. 

Mr.  Cotter.  Then  it  would  have  to  be  noted  in  the  congressional 
budget,  wouldn't  it? 

Secretary  Calefano.  No.  It  will  not  be  an  expenditure  in  the  budget 
unless  it  is  actually  spent.  It  is  just  going  into  the  trust  fund  reserves. 

Commissioner  Cardwell.  It  would  not  be  subject  to  an  annual 
appropriation. 

Secretary  Califano.  Social  security  itself  is  not  subject  to  an  annual 
appropriation.  It  is  an  indefinite  appropriation. 
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Mr.  Cotter.  Do  you  feel  if  unemployment  went  below  6  percent 

that  the  additional  revenues  would  offset  the  need  for  this  $14  billion? 

Secretary  Califano.  I  don't  think  we  feel  that  that  kind  of  a  chance 

can  be  taken  with  the  beneficiaries  of  this  system.  We  think  we  have 

to  guarantee  the  viability  and  the  integrity  of  the  system. 

We  opted  not  to  take  that  kind  of  chance. 

Mr.  Cotter.  Is  it  contemplated  that  any  of  the  revenues  from 
energy  taxes  will  be  used  to  make  up  this  $6.6  billion  ? 

Secretary  Califano.  I  don't  Imow  what  is  contemplated  with  respect 
to  all  of  the  energy  taxes.  As  far  as  the  wellhead  tax  is  concerned,  it 
is  my  understanding  that  that  will  be  rebated  to  those  Americans  who 
will  be  most  hurt  by  that  tax  and  that  they  will  be— through  the  tax 
system  for  those  who  pay  taxes  and  for  those  who  do  not  pay  taxes, 
through  some  of  the  other  income  taxes. 

Mr.  Cotter.  So  you  don't  see  any  possibility  ? 
Secretary  Califano.  No,  sir. 

Mr.  Cotter.  What  concerns  me  is  the  removal  of  the  cap  on  em- 
ployers' contribution.  When  I  read  the  thing  yesterday,  I  couldn't 
believe  it.  I  come  from  an  area  where  the  median  income  is  like 
$1.5.000.  Believe  me  there  will  be  a  revolt  by  the  business  community. 
I  just  can't — this  is  an  enormous  burden  to  place  upon  the  average 
businessman. 

Secretary  Califano.  Mr.  Cotter,  it  is  less  than  it  would  be  under  a 
conventional  financing  plan. 

You  would  have  to  raise  over  $34  billion  over  this  period  of  time 
under  a  conventional  financing  plan.  Our  plan  requires  only  $30  billion 
from  the  employers. 

Mr.  Cotter.  You  also  made  a  suggestion  that  you  were  going  to 
borrow  from  the  hospital  trust  fund. 

Secretarv  Califano.  We  would  transfer  $7  billion,  as  I  indicated 
on  the  chart,  from  the  hospital  trust  fund  into  the  disability  insurance 
trust  fnnd. 

Mr.  Cotter.  If  I  can  remember  correctly,  it  is  contemplated  that 
this  will  be  in  trouble  in  1980's  according  to  the  trustees  report  just 
released,  under  pessimistic  assumption,  by  1985. 

Secretary  Califano.  No.  The  hospital  trust  fund,  as  we  have  laid 
out  this  financing  plan,  is  sound  without  problem  imtil  1990.  The 
Social  Security  Advisory  Commission,  in  addition  to  dealing  witli 
other  problems,  will  take  a  look  at  that. 

We  also  have  to  remember  that  the  entire  situation  with  the  hos- 
pital trust  fund  will  undoubtedly  be  subject  to  intense  consideration 
in  connection  with  proposals  that  the  President  makes  for  national 
health  insurance  programs. 

Mr.  Cotter.  That  is  very  uncertain,  isn't  it?  You  are  contemplating 
savings  which  aren't  realistic  at  this  point  ? 

Secretary  Califano.  No;  I  wasn't  talking  about  that.  T  was  talking 
about  national  health  insuranre.  We  believe  that  we  have  to  make  the 
best  judgment  that  we  can.  We  believe  that  that  hospital  cost  con- 
tainment proposal  will  pass. 

Hospital  costs  rise  at  the  rate  of  1.5  percent  a  year.  That,  if  tlie  Con- 
gress votes  for  that  hospital  cost  containment  proposal,  they  will  save 
the  American  taxpayers  more  than  $10  billion  over  the  next  5  years 
and  not  in  any  way  inhibit  the  quality  of  medical  care. 
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Mr.  Cotter.  Will  a  removal  of  the  $7  billion  from  tlie  hospital  trust 
fund  put  it  in  jeopardy  ? 

Secretary  Califano.  No  ;  it  will  not,  Mr.  Cotter. 

Mr.  Cotter.  Based  on  the  fact  there  will  be  a  hospital  cost 
containment  ? 

Secretary  Califano.  That  hospital  cost  contaimnent  gives  us  sub- 
stantially more  than  $7  billion  over  that  period  of  time.  It  gives  us 
almost  $11  billion. 

Mr.  Cotter.  If  it  doesn't  occur,  then  we  are  in  trouble,  aren't  we? 

Commissioner  Carjdwell.  Mr.  Cotter,  the  balance  in  the  HI  trust 
fund,  even  under  existing  law,  would  never  fall  below  45  percent  be- 
tween now  and  1981.  That  particular  trust  fund  is  clearly  in  much 
better  state  and  much  better  health  than  the  other  two  cash  funds. 
Significantly  better.  We  now  have  a  reserve  of  66  percent. 

Mr.  Burke.  Mr.  Mikva  ? 

Mv.  :Mikva.  I,  too,  want  to  welcome  you  before  this  committee.  I  am 
sure  how  welcome  you  feel  at  this  point. 

You  have  been  accused  of  departing  from  the  base  of  the  present 
tax  system.  You  have  been  accused  of  shell  games.  In  fact,  my  learned 
colleague  from  Wisconsin  accused  you  of  putting  the  camel  in  under 
tl:e  nose  of  the  tent.  [Laughter.] 

Everyone,  though,  agrees  with  the  handwriting  with  which  you 
began  your  statenieiit.  That  is  that  we  have  to  do  something. 

Could  you  go  through  with  us  one  more  time  what  the  alternatives 
are? 

We  agree  with  your  premise,  and  I  think  everybody  does,  that  we 
must  do  something. 

First  of  all,  let's  talk  about  the  bite  to  the  employers.  If  we  went 
the  conventional  route,  how  much  of  an  increase  in  taxes  would  there 
be  on  the  employers  in  the  year  1978  ? 

Secretary  Ca'ltfano.  I  can  give  it  to  you  over  the  4-year  period. 

Mr.  Mikva.  That  would  be  fine. 

Secretary  Califaxo.  The  increase  in  the  tax  would  be  over  $34 
billion. 

Mr.  Mikva.  As  compared  to  the  proposal  you  are  making  which 
v\'ould  be  an  increase  of  about  $30  billion  ? 

Secretary  Califano.  Yes. 

Mr.  Mikva.  So,  the  terrible  thing  you  did  to  the  employers  over  the 
next  4  years  is  lower  their  taxes  ? 

Commissioner  Cardwell.  Mr.  Mikva,  the  tax  rate  would  have  to  go 
up  by  at  least  0.55  ]iercent  each,  employer/employee,  and  the  wage 
would  have  to  go  up  $7,800. 

INIr.  Mikva.  That  was  the  second  point  I  wanted  to  get  to.  If  we  are 
going  to  get  this  money  someplace,  the  alternatives  are  from  where  we 
liave  been  talking  about  getting  it  partly  from  the  employer,  which 
you  are  proposing  to  do,  but  less  than  you  would  do  otherwise,  and 
the  employee. 

What  would  be  the  impact  on  the  $10,000  a  year  employee  if  we 
tried  to  solve  the  problems  through  the  conventional  financing  scheme 
over  the  next  5  years  ? 

Secretarj^  Califano.  I  can  give  you  the  impact  on  the  worker  earn- 
ing the  average  wage;  if  we  try  to  solve  the  problem  under  a  conven- 
tional plan,  he  will,  over  tliat  period  of  time  have  his  taxes  increased 
by  about  a  total  of  $250. 
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The  average  worker  under  the  administration  plan  will  have  abso- 
lutely no  increase  in  the  taxes  paid. 

Mr.  MiKVA.  Am  I  correct  that  the  lower  the  wage  the  higher  the  per- 
centao-e  of  wa^e  that  it  would  be  increased  because  the  whole  tax  base 
at  present  is  a  regressive  base ;  is  that  correct  ? 

Secretary  Ci^xiFANO.  It  is  in  many  respects.  For  a  worker  who  earns 
the  maximum  or  more  than  the  maximum,  the  tax  bite  under  the  con- 
ventional plan  is  whopping.  It  is  $230  in  1979;  $256  in  1980;  $613  in 
1981,  and  $663  in  1982. 

That  compares  with  a  tax  increase  of  only  $36  and  $80  under  the 
administration  plan  and  only  $76  in  1981  and  1982. 

Mr.  MiKVA.  I,  too,  represent  a  district  where  the  median  wage  is 
very  high,  even  higher  than  my  colleague  from  Connecticut. 

Let's  talk  about  what  would  happen  to  the  self-employeds  imder 
the  conventional  scheme  as  compared  to  what  would  happen  under 
your  proposal. 

Under  the  conventional  scheme  their  tax  rate  would  go  up  and  the 
tax  base  would  go  up ;  is  that  correct  ? 

Secretary  Califano.  That  is  correct. 

Mr.  MiKVA.  Substantially,  then,  more  would  be  taken  out  of  the  self- 
employed  than  under  the  proposal  you  are  talking  about  ? 

Secretary  Califano.  That  is  correct. 

Mr.  MiKVA.  It  seems  if  we  agree  on  the  premise  that  something  has 
to  be  done,  there  obviously  are  a  variety  of  unhappy  choices. 

The  choice  is  what  part  of  the  sector  can  best  take  this  bite  in  the 
next  few  years  compared  to  socking  everybody  as  the  conventional 
scheme  would  do  ? 

Secretary  Califano.  Mr.  Mikva,  that  is  right.  There  is  no  free  lunch 
in  soundly  financing  the  social  security  system.  We  have  simply  in- 
dicated that  we  believe  we  can  maintain  the  discipline  of  the  trust 
fund  without  making  it  impossible  for  the  young  worker  to  buy  his 
limch. 

Mr.  Mikva.  I  am  reluctant  to  disagree  with  my  chairman,  but  on 
the  other  hand,  this  disagreement  isn't  going  to  go  away. 

I  think  we  at  least  ought  to  get  it  on  the  table.  I  am  sure  he  doesn't 
propose  that  we  never  do  anything  about  long-range  proposals. 

Obviously,  the  only  question  than  is  when. 

Is  there  some  other  alternative  ?  Let  me  put  it  another  way :  What 
would  be  the  alternatives,  long-range,  to  meeting  the  social  security 
needs  to  the  administration  program. 

Secretary  Califano.  There  are  alternative  ways  to  decouple. 

Mr.  jMikva.  Let's  put  decoupling  aside. 

Secretary  Califano.  One  of  the  alternative  ways  of  meeting  the 
long-term  problem  is  to  roll  back  the  benefits  of  the  workers  to  1972 
and  say  that  is  where  we  will  put  a  lid  on  you.  We  will  give  you  lower 
benefits  than  you  are  entitled  now.  That  will  certainly  ease  further  the 
long-run  problem.  We  opted  not  to  do  that.  The  others  are  to  yet  fur- 
ther increase  the  tax  rate  and  the  wage  base  of  the  American  Worker. 
We  think  that  is  regressive. 

Mr.  Mikva.  Or  to  come  up  with  some  new  kind  of  tax  like  a  sales  tax 
or  something  like  that?  Or,  giving  back  gasoline  taxes? 

Secretary  Califano.  Yes. 


31 

jSIr.  MiKVA.  Thank  you,  Mr.  Secretary.  I  feel  you  are  sort  of  like  the 
Greek  messenger  who  brought  the  policymakers  the  news  that  their 
battle,  as  they  were  originally  planning  it,  has  been  lost. 

Clearly,  we  have  to  pay  for  the  tenefits  that  we  increased  over  these 
few  years.  I  guess  you  just  can't  be  any  more  welcome  than  we  say 
yon  are. 

Tliank  you,  Mr.  Secretary. 

]\Ir.  Burke.  The  Chair  recognizes  Mr.  Ketchum. 

iSIr.  Ketchum.  Thank  you,  Mr.  Chairman. 

]\Ir.  Secretary,  it  is  good  to  see  you  again  after  your  marvelous 
welfare  proposals  the  other  day.  I  think  I  was  perhaps  one  of  the 
gentlest  people  on  you,  at  least  on  this  side. 

Secretary  Califaxo.  Absolutely. 

Mr.  Ketchum.  But  I  am  not  going  to  be  today.  [Laughter.] 

Perhaps  the  most  candid  statement  you  made  is  that  there  is  no 
such  thing  as  a  free  lunch.  No  matter  whether  we  tax  business  or  the 
employer  or  both,  we  are  all  going  to  pay  for  it. 

The  employer  is  going  to  pay  for  it  one  way  or  the  other.  I  don't 
think  there  is  any  point  in  kidding  ourselves  or  kidding  the  American 
pulilic  into  saying  that  we  are  going  to  dump  this  over  into  a  sector 
that  can  most  afford  it;  that  is,  as  you  indicated  in  a  little  zinger,  that 
it  was  the  large  corporations. 

That's  simply  untrue.  All  companies  are  going  to  pay.  All  busi- 
nesses, all  employers  are  going  to  have  to  pay  this  addition.  You  have 
referred  repeatedly  to  the  President's  campaign  promises. 

I  didn't;  you  did. 

I  listened  to  a  lot  of  those  campaign  promises.  I  listened  to  the 
promises  when  Mr.  Carter  said  that  he  will  not  lie  to  the  American 
public. 

Well,  maybe  that  didn't  include  the  Congress ;  but,  I  have  been  sit- 
ting here  watching  welfare  programs,  trips  abroad,  cam.paigning 
against  "Washington  bureaucracy. 

Every  program  seems  to  bring  a  little  bit  more  back  here.  If  we  are 
going  to  put  it  on  that  basis,  I  suppose  that  this  program  is  more 
political  than  anything  else. 

Now,  Mr.  Blumenthal,  Secretary  Blumenthal,  was  here  with  us 
when  we  discussed  the  tax  rebate.  In  that  tax  rebate  program  there  was 
some  reference  to  tax  credits  against  payroll  taxes.  I  asked  Secretary 
Blumenthal  a  direct  question:  Is  this  an  indication  that  the  present 
administration  wants  to  solve  the  social  security  problem  by  going  to 
the  oeneral  fund  ? 

His  answer  was  an  unequivocal  "No." 

Now  this  morning  I  watched  on  the  "Today"  show  as  Secretary 
Blumenthal  was  carrying  the  administration's  water  on  this  particular 
program. 

He  was  asked  by  one  of  the  reporters  if  this  wouldn't  really  increase 
costs  to  consumers.  The  Secretar3%  Secretary  Blumenthal,  although  I 
know  he  comes  from  the  business  sector,  said,  "Oh,  well,  no,  it  is  such 
a  modest  amount  that  it  wouldn't." 

Now,  that's  plain  baloney ;  when  an  employer,  whether  he  is  large  or 
small,  has  an  increase  in  the  cost  of  doing  business  that  is  going  to  be 
passed  on  to  the  American  public  in  one  way  or  the  other. 
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I  was  amazed  to  hear  liim  make  that  statement;  plus,  I  was  amazed 
to  hear  him  make  the  statement,  counter  to  what  he  had  said  in  this 
very  room  just  a  few  weeks  ago,  that  no,  we  are  not  contemplating  in 
any  way  going  to  the  general  f imd  to  solve  this  problem. 

I  find  it  absolutely  incredible  that  a  proposal  of  that  nature  would 
come.  There's  no  one  here  that  would  deny  that  the  social  security  sys- 
tem is  in  trouble ;  but,  this  is  pure  pie  in  the  sky,  saying  to  the  folks  that 
we  are  going  to  talk  to  the  little  guy,  the  employer  out  there. 

We  are  not  going  to  touch  you ;  we  are  going  to  get  it  from  the  em- 
ployers. And  then  your  wife  will  get  it  when  she  goes  to  the  market  to 
shop  or  when  she  goes  to  the  hardware  store. 

You  have  talked  about  individuals  who  are  making  over  $20,000,  and 
I  can  give  you  example  after  example  of  pluml^iers,  electricians,  truck 
drivers,  even  the  street  cleaners  in  San  Francisco  who  are  above  that 
particular  category. 

I  don't  think  that  this  solves  the  problem  in  au}^  way,  shape,  or  form. 

No  matter  how  you  cut  it,  the  per-unit  worker  cost"  increases.  That's 
what  an  employer  looks  at,  no  matter  what  his  particular  salary  level  is. 
It  is  going  to  cost  the  employer  more  dough  to  hire  that  individual. 

That  doesn't  seem  to  me  that  it  is  going  to  solve  anything. 

Now  I  am  wondering  how  the  administration  is  going  to  react  to 
withdrawals.  The  firefighters,  as  an  example,  have  launched  a  major 
program  in  the  past  couple  of  years  to  withdraw  from  social  security. 

I  don't  blame  them.  I  would  be  somewhat  inclined  to  go  along  with 
them,  except  that  that  just  makes  the  impact  on  the  rest  of  us  a  little 
touglier — I  say  the  rest  of  us.  We  didn't  include  ourselves. 

The  rest  of  the  folks  is  what  I  am  talking  about. 

Perhaps  the  answer  is  to  include  all  Federal  employees  or  to  include, 

by  mandate,  all  municipal,  county,  and  State  employers.  I  don't  know. 

^  Maybe  another  option  would  be  a  gradual  phaseout  of  social  security 

since  when  social  security  was  established  it  was  established  predicated 

on  the  fact  that  there  were  no  retirement  programs. 

Now  there  are.  IMaybe  social  security  is  beginning  to  outlive  its  use- 
fulness. Maybe  we  shoidd  be  looking  at  a  program  of  gradual  permis- 
sive withdrawal.  I  don't  know. 

I  do  know  that  the  prognostications  made  about  this  jiarticular  pro- 
gram certainly  do  not  fit  with  my  o-wn.  I  regret  that  you  happen  to  be 
the  target,  the  individual  who  has  to  appear  before  this  subcommittee 
and  tell  us  all  these  wonderful  things. 

In  the  absence  of  the  President,  you  are  the  onlv  one  I  can  talk  to. 

I  would  like  to  just  ask  one  question  on  the  disability  program.  Wien 
do  vou  expect  that  to  go  broke  ? 

Secretary  Caltfano.  Pardon  me? 

Mr.  Ket€Httm.  The  disability  side.  T\nien  do  you  expect  it  to  go 
broke  ? 

Secretary  Califano.  The  disability  insurance  fund — if  we  just  left 
it  the  way  the  current  law  is  today,  would  be  exhausted  in  1979. 

Mr.  Ketchum.  We  heard  figures  of  1978. 

Secretarv  Caltfano.  That  is  indicated  on  the  chart. 

Commissioner  Cardwell.  It  would  not  have  enough  money  to  carry 
it  through  its  1979  operations.  It  would  start  the  year  with  a  reserve  of 
about  $0..5  billion  and  would  exhaust  that  reserve  in  combination  with 
income  some  time  during  the  year  1979. 
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Mr.  Ketchum.  That's  going  to  require  some  transfers? 

Commissioner  Cardwell.  Yes. 

Mr.  Ketchum.  Thank  yon  very  much. 

Again,  Mr.  Secretar3%  I  appreciate  your  being  here.  I  wish  you  had 
a  little  better  program,  t  appreciate  the  problems  you  have  in  welfare. 
Maybe  you  have  a  President  who  is  just  throwing  too  much  stuff  at 
you  in  1  day,  1  week,  or  by  May  1. 

Secretary  Califano.  Mr.  "Ketchum,  if  I  could  make  a  couple  of  com- 
ments which  I  think  are  important. 

One,  I  want  to  make  it  absolutely  clear  that  we  are  opposed  to  even 
the  thought  of  phasing  out  the  social  security  system.  We  oppose  that, 
totally  and  completelj^ 

Mr.  Ketchum.  Just  an  observation,  Mr.  Secretary,  like  you  pre- 
sented to  us  before  for  welfare. 

Secretary  Califano.  Second,  I  think  that  one  of  the  things  that  the 
President  has  done,  as  the  Speaker  of  the  House  indicated  on  Sunday, 
one  of  the  most  important  things  he  has  done  in  the  last  4  months  is 
to  bring  back  a  sense  of  integrity  and  maybe  increase  the  credibility  of 
the  National  Government. 

He  made  a  series  of  very  specific  commitments  to  the  American  peo* 
pie  about  social  security  when  he  ran  for  office,  and  I,  for  one,  am  proud 
to  serve  a  man  who  has  kept  those  commitments  meticulously. 

That  can  be  characterized  as  political.  I  would  prefer  to  character- 
ize it  as  keeping  and  restoring  faith  with  the  American  people  in  their 
Government  and  in  the  political  process. 

Mr.  Burke.  Mr.  Tucker? 

Mr.  Tucker.  Mr.  Secretar3\  I  am  glad  to  have  you  here  today.  I  am 
glad  to  have  j^ou  here  with  this  proposal.  This  is  politics.  Politics  is 
trvang  to  take  care  of  the  people  of  this  country. 

In  this  case  I  am  amused  at  hearing  all  of  these  sci-eams  of  asronv 
about  altering  the  fundamental  concept  of  the  social  security  program. 

I  assume  these  agonized  wailings  come  from  the  same  sources  that 
originally  opposed  every  single  step  of  the  way  instituting  a  social 
security  pixjgram  for  the  people  of  this  countrj^  so  that  our  workers 
could  have  some  security  in  their  old  age. 

It  was  a  good  program  when  it  was  introduced  a  good  many  years 
ago.  We  have  changed  conditions  today,  but  we  still  have  workers  and 
elderly  today  who  need  security.  Your  proposal  is  a  good  first  step 
toward  restoring  some  confidence  in  that  system  and  assuring  that  the 
elderly  have  that  se<?urity. 

I  congratulate  you  on  it.  I  am  glad  to  have  you  here  with  it. 

Secretary  Califano.  Thank  j^ou. 

Mr.  Tucker.  I  think  one  important  thing  to  point  out,  as  you  have 
done — I  think  in  view  of  the  speeches  that  have  been  made  we  need 
to  point  it  out  over  and  over  again. 

This  is  not  an  across-the-board  general  revenue-sharing  proposal. 

This  kicks  in  only  when  the  unemployment  rate  reaches  6  percent. 
In  a  country  as  wealthy  as  full  of  imagination  and  creative  energy  as 
ours,  if  we  can't  have  at  least  an  unemployment  rate  of  6  percent  or 
lower,  then  certainly  we  have  a  responsibility  to  see  to  it  that  those 
people  who  have  worked  can  be  assured  that  they  are  going  to  receive 
benefits  in  their  old  age. 
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I  do  have  a  couple  of  questions  bhat  I  would  like  for  you  to  address 
as  we  move  on  to  this. 

First,  on  your  disability  program — and  someone  else  may  need  to 
respond — why  did  we  leave  the  sampling  method  on  disability  that 
was  used  up  until  about  1971  when  all  disability  cases  were  sampled  ? 

Commissioner  Card^vell.  All  disability  cases  were  reviewed  prior  to 
the  initial  benefit  allowance. 

Mr.  TucBLER,  Why  did  you  change? 

Commissioner  Cardwell.  Essentially  the  decision  to  change,  I  think, 
was  largely  one  of  resource  control.  Several  thousand  man  years  of 
employment  were  involved  in  a  case-by-case  review. 

It  was  thought  that  statistical  sampling  could  identify  the  trends 
'and  results  of  the  adjudicative  process.  As  it  turns  out  with  that 
experience,  the  sampling  system  does  show  about  the  same  experience. 

The  difference  is  that  in  the  case  of  100  percent  review,  you  can 
effectively  change  the  2  percent  of  the  cases  that  are  reversible. 

Under  a  sample  you  can  only  reverse  or  change  those  that  are  caught 
in  the  sample. 

IVIr.  Tucker.  So,  what's  been  the  differences  in  cost  in  that  change 
alone  ? 

Commissioner  Card^t:ll.  It  is  not  a  cost-effective  choice. 

It  has  not  been  a  cost-effective  choice. 

Mr.  Tucker.  What  has  it  cost  the  social  security  program  to  use 
this  method  ? 

Commissioner  Cardwell.  I  cannot  give  you  a  figure. 

Mr.  Tucker.  You  don't  have  any  internal  figures? 

Commissioner  Cardwell.  Oh,  yes.  We  can  calculate  that. 

Mr.  Tucker.  You  haven't  already  calculated  something  like  that? 

Commissioner  Cardwell.  I  do  not  have  it  with  me  today,  no. 

I  do  want  to  make  clear,  however,  that  I  do  not  think  that  that 
particular  change  in  practice  should  be  viewed  as  having  a  significant 
impact  on  the  rising  cost  of  this  program. 

]\Ir.  Tucker.  Didn't  you  have  something  like  a  40-percent  reversal 
rate  when  you  were  doing  the  100-percent  review? 

Commissioner  Cardwell.  No.  You  are  thinking  of  the  difference  in 
the  hearings  and  appeals  reversal  rate.  There  was  about  a  2-percent 
reversal  under  the  100-percent  review  and  it  is  about  2  percent  today. 

]Mr.  Tucker.  What  was  the  difference  on  those  that  went  through 
the  appeals? 

Commissioner  Cardwell.  On  the  appeals  process  the  reversal  rate 
has  been  steadily  climbing. 

It  reached  about  50  percent  last  year.  It  is  now  about  47  percent. 

Mr.  Tucker.  And  your  change  in  sampling  method  ? 

Commissioner  CARD^VELL.  That  itself  would  not  influence  that  par- 
ticular action. 

Mr.  Tucker.  I  have  some  question  about  that.  Of  course,  as  you 
know,  there  is  some  legislation  directed  toward  that  issue.  I  will  want 
to  know  more  about  it  as  we  go  further  with  these  hearings. 

Second 

Secretary  Califano.  INIr.  Tucker,  let  me  add  that  we  are  looking  at 
that  now.  We  are  looking  at  whether  or  not  we  shouldn't  increase  that 
level  of  review. 
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Mr.  Tucker.  Second,  can  tlie  administration  give  me  any  indication 
as  to  what  your  feeling  will  be  with  regard  to  changing  the  current 
earned  income  limitation  ? 

Secretary  Callfang.  The  eamed  income  tax  credit  or  the  limitation 
on  social  security  ? 

Mr.  Tucker.  Yes. 

Secretary  Callfano.  There  is  no  proposal  here  at  this  time  to  change 
that. 

Mr.  Tucker.  I  see  that. 

Secretary  Califano.  We  will  look  at  that  among  other  things  in  the 
advisory  committee  on  social  security,  so  I  would  not 

Mr.  Tucker.  Are  you  saying  that  we  will  wait  4  years  before  we  do 
anything  about  it  ? 

Secretary  Califano.  I  am  saying  that  we  will  have  to  wait  until 
late  1978.  Our  present  plan  is  to  consider  that  issue  in  the  advisory 
committee. 

Mr.  Tucker.  Mr.  Secretary,  how  do  you  justify  on  any  sort  of  public 
policy  basis  allowing  someone  to  have  an  unlimited  amount  of  un- 
earned income  with  no  penalty  and  yet  limiting  them  on  the  amount 
of  earned  income  they  can  have  ? 

Just  as  a  matter  of  social  policy,  how  do  you  justify  that  ? 

Mr.  Waggonner.  The  same  way  we  did  the  code  of  ethics. 
[Laughter.] 

Secretary  Califano.  I  have  just  been  lianded  a  note  that  the  earned 
income  limit  is  indexed  so  that  there  is  an  increase. 

Mr.  Tucker.  That  doesn't  deal  with  the  problems  out  there  of 
j^eople.  It  doesn't  deal  with  the  conflict  between  the  earned  income 
and  the  unearned  income. 

Secretary  Califano.  I  understand  that. 

Mr.  Tucker.  Thank  you,  Mr.  Secretary. 

Mr.  Burke.  Mr.  Schulze  is  recognized. 

Mr.  Schulze.  Thank  you,  Mr.  Chairman.  I,  too,  would  like  to 
welcome  you,  Mr,  Secretary. 

Although  I  have  grave  reservations  about  much  of  this  program, 
there  is  one  thing  that  kind  of  sticks  in  my  craw. 

That  is  seeing  you  on  television  and  Secretary  Blumenthal  on  tele- 
vision, and  hearing  you  say — and  you  have  repeated  it  here  today — 
tliat  what  we  are  doing  is  socking  it  to  big  business.  We  are  going  to 
put  the  screws  to  that  big  ogre  in  people's  minds,  big  business,  and 
they  picture  General  Motors,  General  Electric,  those  large  employers. 

I  realize  it  is  being  done  for  political  and  emotional  reasons.  It 
really  gets  me,  because  less  than  25  percent  of  the  people  employed 
in  this  country  are  employed  by  companies  that  employ  1,000  people 
or  more. 

If  you  go  up  to  2,000  or  more,  it  is  even  less.  "\Ve  are  putting  up 
the  specter  of  big  business.  What  we  are  really  doing  is  putting  tlie 
screws  to  the  small  businessman  who  is  really  the  fabric  that  holds 
this  Xation  together. 

I  would  like  your  response  to  that. 

Secretary  Califano.  Mr.  Schulze,  let  me  say  that  I  have  nothing 
against  big  business.  Some  of  the  biggest  businesses  were  my  best 
clients  when  I  was  in  private  practice.  [Laughter.] 
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Mr.  ScHULZE.  May  I  interrupt  you  there  ? 

I  don't  want  you  to  take  this  personally,  but  it  is  hard  for  me  to 
conceive  how  somebody  making  $500,000  a  year— which  is  probably 
more  than  I  made  in  my  life— can  have  all  this  empathy  for  the  per- 
son making  $3,000  a  year.  ^       1      -n    ij.      1 

Secretary  Califano.  I  was  born  and  brought  up  m  the  Bedford- 
Stuyvesant  section  of  Brooklyn.  Maybe  I  got  some  empathy  there. 
I  went  to  Harvard,  which  also  provides  empathy. 

This  is  not  a  political  judgment  in  any  sense.  It  is  a  judgment  that 
the  employer  is  the  one  who  should  pay  for  a  large  portion  of  this 

increase. 

It  is  a  judgment  that  we  should  tax— we  are  taxmg  the  employer 
less  than  he  would  be  taxed  had  we  taken  a  conventional  plan  straight 
through. 

Mr.  ScHULZE.  How  do  we  tax  the  employer? 

Do  we  ever  tax  the  employer?  There  is  no  way  we  tax  an  employer. 
His  cost  of  business  rises,  he  passes  it  on.  It  is  basic  economics.  It  has 
to  happen. 

If  it  doesn't  they  are  all  going  to  go  bankrupt  and  the  economy  will 

fall  apart. 

Secretary  Calttano.  Mr.  Schulze,  we  have  a  system— I  am  not  pre- 
pared to  say  to  the  American  employer,  to  say  to  the  large  companies 
among  others  that  they  have  carte  blanche  to  pass  this  on. 

This  is  a  free  country.  They  can  do  what  they  want. 

Mr.  ScHTJLZE.  They  have  to. 

Secretary  Califano.  They  do  not  have  to.  We  have  a  system  in  this 
country  where  we  supposedly  have  competition,  where  people  look  for 
ways  to — where,  if  there  is  competition,  there's  reason  to  hold  prices 
to  some  degree. 

One  of  the  things  wrong  with  the  hospital  system  in  this  country  is 
there  isn't  a  single  incentive  to  be  efficient  or  economize. 

The  whole  free  enterprise  system  doesn't  operate  there. 

We  are  talking  about  saying  to  a  group  of  employers  who  are  going 
to  have  $900  billion  in  profits  over  this  period  of  time  that  we  would 
like  to  take  3.4  percent  of  that.  That's  all. 

Mr.  ScHTJLZE.  "Wliat  are  the  payrolls  in  comparison  to  that  $900 
billion  worth  of  profits  ? 

Secretary  Califano.  I  can't  answer  that. 

Mr.  SCHUT.ZE.  We  all  talk  about  profits.  I  realize  it  is  profitable  to 
talk  about  it  because  it  has  sex  appeal. 

I  am  speaking  mainly  of  the  small  business.  I  am  not  a  spear-carrier 
for  big  business.  Let's  put  this  on  anybody  that  employs  more  than 
1,000  people. 

Let's  not  put  the  screws  to  the  small  businessman,  which  is  what 
we  are  doing. 

Secretary  Califano.  Would  you  support  it,  Mr.  Schulze,  if  it  were 
limited  to  those  employers  who  employ  more  than  1,000? 

Mr.  Schulze.  I  might  very  well. 

Secretary  Califano.  I  am  not  proposing  that  by  any  means.  Let  me 
say  a  judgment  has  to  be  made  here.  We  come  at  this  from  a  philosophy 
that  the  tax  on  the  American  worker,  as  the  President  repeatedly  said 
during  his  camapign,  should  not  be  increased.  That's  a  commitment  he 


37 

made  to  the  workers  of  this  country  and  the  peoj^le  of  this  country. 
"VVe  are  not  increasing  that  tax. 

Mr.  ScHULZE.  It  is  going  to  increase.  Do  you  have  any  truck  drivers 
among  your  acquaintances  ?  I  do.  I  don't  know  any  who  make  less 
than  this  minimum. 

We  are  talking  about  average  kind  of  workers,  people  out  there 
working  with  their  hands  and  breaking  their  backs  24  hours  a  day, 
especially  the  small  businessman. 

I  think  he  is  really  going  to  be  socked.  Before  my  time  expires,  I 
would  like  to  know :  How  much  savings  will  there  be  under  the  Presi- 
dent's total  hospital  proj)osal  ? 

Secretary  Califano.  Over  the  period  of  time  involved  here,  it  is 
between  $10  billion  and  $11  billion,  maybe  more  than  $11  billion. 

Mr.  ScHULZE.  That's  nationwide  ? 

Secretary  Califano.  That's  Federal. 

Oh,  my  God,  nationwide  is  larger.  That's  savings  just  in  the  con- 
text of  the  Federal  Government.  I  don't  have  the  nationwide  figure  at 
hand.  I  will  supply  it  for  the  record.  It  is  much  more  substantial. 

[The  information  follows:] 

Estimated  natiomcide  savings  from  hospital  cost  containment 

Fiscal  year :  (Billions) 

1978 $1. 9 

1979 3.  8 

1980 5.  6 

Mr.  ScHTTLZE.  Between  $4  billion  and  $7  billion  that  will  be  saved 
out  of  the  money  that  can  then  be  transferred  out  of  this  fund  ? 

Secretary  Califano.  About  $11  billion  will  be  saved  to  the  American 
taxpayer,  the  Federal  Government  will  spend  $11  billion  less  over  the 
period  of  this  program  if  the  Congi^ess  enacts  the  President's  hospital 
cost  containment  program. 

Mr.  ScHULZE.  "Who  is  saving  that  ? 

That  is  my  question. 

Secretary  Califano.  Medicare  payments,  payments  that  would 
otherwise  be  going  into  the  hospital  insurance  trust  fund,  being  paid 
by  the  hospital  insurance  trust  fund. 

Mr.  ScHULZE.  In  other  words,  the  individual  would  pay  less  ? 

Where  do  the  savings  come  in  ?  That's  my  question. 

Secretary  Califano.  Well,  this  Nation  is  committed  through  the 
medicare  program  to  pay  the  hospital  bills  of  people  over  65  and  those 
who  are  totally  disabled. 

The  Federal  Government's  share  of  those  hosj^ital  bills  will  be  $11 
billion  higher  if  the  cost  containment  program  is  not  enacted. 

We  are  simply  saying  that  one  of  the  ways  to  ease  the  burden  on 
the  American  taxpayer  and  not  require  yet  another  tax  is  for  the  Con- 
gress to  pass  the  hospital  cost  containment  program,  put  a  lid  on  the 
rise  in  hospital  costs,  hold  them  to  II/2  times  the  cost  of  living  index. 

Mr.  Waggonner.  Would  you  yield  just  a  second,  Mr.  Schulze? 

I  think  what  you  are  saying  is  that  over  the  4-year  span,  you  project 
that  saving  would  be  $11  billion  per  year  ? 

Secretary  Califano.  That  is  correct,  yes. 


38 

Mr.  ScHULZE.  What  we  are  doing  is  taking  money  that  would  come 
in  otherwise,  that  is  not  coming  in,  and  deducting  it,  switching  it  over? 

Therefore,  it  really  is  a  bookkeeping  transaction? 

Secretary  Califano.  Well,  I  will  tell  you  :  If  there  is  not  a  lid  put  on 
hospital  costs,  you  will  all  be  sitting  here  not  listening  to  me  but  listen- 
ing to  someone  else  coming  in  here  for  yet  more  taxes  to  feed  the  great 
ho*spital  appetite  out  there.  We  are  saying  simply  that  you  have  a 
chance  here  with  the  hospital  cost  containment  program  to  ease  the 
burden  on  the  American  taxpayer  by  $11  billion  over  the  4-year  period 
indicated  in  the  charts. 

Mr.  ScHULZE.  I  would  like  to  go  on  further  but  my  time  has  expired. 

Mr.  Burke.  Mr.  Gephardt  is  recognized. 

Mr.  Gephardt.  Thank  you,  Mr.  Chairman. 

I  would  like  to  commend  you  for  coming  here,  and  I  commend  you 
and  the  President  for  having  a  proposal  on  the  social  security  problem 
we  have  in  our  country. 

I  would  hope  we  won't  deal  with  this  in  a  fit  of  negativism  but  would 
deal  with  it  in  the  way  you  have,  in  a  positive  fashion  and,  if  we  dis- 
agree, that  we  would  come  up  with  constructive  alternatives  that  per- 
haps you  could  consider. 

I  think  we  all  agree  on  the  vast  importance  of  this  problem.  Perhaps 
it  is  more  impoitant  than  anything  we  would  discuss  this  year  in 
Conirress. 

^Ylien  vou  look  at  the  amount  of  money  that  goes  for  this  in  our 
budjret,  it  obviously  has  to  take  the  number  one  position.  It  also  obvi- 
ously is  a  vei-y  coniplicated  area  when  we  have  our  friends  on  the  left 
dissenting,  I  think,  in  a  very  vocal  way  to  the  use  of  general  revenue, 
but  yet  Derhaps  the  leading  conservative  economist  in  the  country, 
Milton  Friedman,  advocates  going  into  it  further  than  perhaps  you 
have  already  indicated  you  want  to. 

So,  it  is  obvious  that  there  is  a  varied  opinion  on  what  should  be  done. 

Let  me  just  share  with  you,  perhaps,  some  of  my  concerns  with  your 
approach  in  this  specific  proposal.  Maybe  you  can  respond  in  a  general 

way. 

there  isn't  enough  time  to  get  deeply  into  any  of  these.  I  have  con- 
cern about  usinff  a  short-term  proposal  that  contains  some  pretty  radi- 
cal departures  from  what  we  have  done. 

I  am  sure  you  are  aware  that  is  what  you  are  doin.g.  I  am  concerned 
about  the  economic  impact  and  our  consideration  of  the  economic  im- 
nact  of,  for  instance,  raising  the  cap  on  employees  of  a  certain  income 

level. 

If  we  considered  the  impact  that  that  would  have  on  the  economy  on 
the  normal  economic  indicators — I  am  concerned  about  ffoing  into 
general  revenue  and  saving  that  we  can  consider  in  the  long  range 
whether  we  should  stay  in  general  revenue.  •  .     n     <! 

I  am  not  sure  that  having  once  gone  in  that  it  is  politically  feasibla 
to  get  out.  I\Iavbe  it  is  sensible  to  go  in,  but  I  am  not  sure  that  we 
should  take  that  step  without  a  full  consideration  of  all  of  the  long- 
range  steps  that  we  feel  that  we  are  going  to  need  to  vote. 

I  share  Mr.  Tucker's  concern  about  the  earned  income  limitation  and 
the  questions  of  the  disability  program.  _ 

Further  than  that,  I  think  we  need  to  have  a  philosophical  discus- 
sion of  really  what  the  program  is  about. 
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Wheat  are  we  really  talking  about  when  we  talk  about  a  disability 
program  or  a  student  benefit  program?  Is  that  a  transfer  quite  apart 
from  the  original  concept  of  the  program  in  the  thirties,  and  should 
we,  from  a  philosophical  point  of  view,  really  change  the  way  that  we 
are  going  to  fund  certain  parts  of  the  program  because  it  makes  more 
logical  sense  to  fund,  say,  the  disability  portion  with  general  revenues 
because  it  is  more  on  the  order  of  a  transfer  or  a  welfare  program  than 
the  traditional  insurance  program  that  the  retirement  program  was 
seen  as  doing. 

I  guess  what  I  am  saying  is  that  I  am  not  sure  a  short-term  program 
that  departs  in  any  way  from  what  we  have  done  in  the  past  is  really 
justified. 

Maybe  I  don't  think  that,  but  I  am  wondering  about  that.  I  am  won- 
dering if  we  don't  have  the  wherewithal  to  approach  the  whole  ques- 
tion, short  and  long  term  today,  and  that  we  don't  have  the  ability  to 
make  a  total  judgment  and  a  total  change  in  the  program  today. 

Secretary  Califano.  Mr.  Gephardt,  those  were  very  thoughtful  com- 
ments. Let  me  indicate  that  as  far  as  the  tax  on  the  entire  wage  base  of 
the  employer,  while  the  focus  of  that  is  in  terms  of  dealing  with  the 
short-run  financing  problem,  it  is  our  belief  that  that  it  should  become 
a  permanent  part  of  the  social  security  system. 

As  far  as  the  tap  into  the  general  revenues  from  the  course  of  this 
period  of  time  as  protection  against  an  unemployment  rate  that  ex- 
ceeds 6  percent,  while  we  believe  that  it  makes  sense  to  have  that  from 
an  economic  point  of  view,  it  avoids  the  inhibiting  effect  of  having  to 
pay  higher  social  security  taxes  at  a  time  when  the  economy  is  not 
parking  along,  it  automatically  puts  that  money  into  the  trust  funds, 
since  we  have  proposed  it  only  for  the  5-year  period. 

Many  of  the  same  kinds  of  considerations  that  you  have  mentioned, 
so  that  we  can  see  it,  watch  how  it  works  and  over  that  period  of  time, 
both  the  Cono-ress  and  the  Executive  could  look  and  determine  whether 
or  not  at  the  end  of  5  years  they  wanted  to  extend  that  or  go  to  some 
other  way  of  dealing  with  it. 

Mr.  Burke.  If  I  can  interrupt  the  Secretary  at  this  time — some  of 
the  members  wish  to  come  back  this  afternoon.  We  have  some  further 
questions.  We  are  going  to  recess  now  until  2  p.m.  at  which  time  we 
would  appreciate  your  appearance  back  here,  Mr.  Secretary. 

[Whereupon,  at  12  :05  p.m.,  the  subcommittee  recessed  to  reconvene 
at  2  p.m.] 

Afterxoon  Session 

Mr.  Burke.  The  committee  will  come  to  order. 

Mr.  Gephardt  was  questioning  at  the  time  of  the  recess. 

I  recognize  jSIr.  Gephardt.  I  believe  you  have  2  minutes  of  your 
5  left. 

Mr.  Gephardt.  Thank  you,  jMr.  Chairman. 

If  Mr.  Califano  will  remember  my  statement,  it  touched  on  a  num- 
ber of  areas.  I  am  sure  we  can't  in  2  minutes  make  any  sense,  but  in 
general,  my  problem  or  my  concern  is  that  we  rush  pcllmell  into  an 
interim  program  that  may  not  be  justified,  and  we  might  be  better 
served  by  taking  the  time  that  it  may  take,  perhaps  even  a  year,  to 
come  to  a  total  or  a  permanent  program  that  we  can  suggest  to  tlie 
American  people. 

94-325—77 4 
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I  think  the  American  people  care  reasonable.  I  think  they  want  a 
system  that  is  modified  and  more  stable.  I  think  they  are  willing  to 
pnt  up  with  change  if  they  feel  that  we  are  really  accomplishing  some- 
thing. I  am  just  not  sure  that  half -measures  or  quarter-measures  are 
what  we  need  today. 

Secretary  Califano.  ^Mr.  Gephardt,  let  me  just  comment  that  many 
aspects  of  the  program  we  proposed  are  permanent.  The  increasing 
of  the  wage  base  for  purpose  of  taxing  the  employer  is  a  permanent 
element  of  the  plan.  Decoupling  in  a  way  that  maintains  the  replace- 
ment rates  currently  in  existence  for  workers  who  are  now  working 
and  not  yet  retired  is  a  permanent  element  of  the  plan. 

The  change  in  the  method  of  determining  what  is  a  dependent  is  a 
permanent  element  of  the  plan.  The  use  of  general  revenues  for  the 
limited  countercyclical  purpose  when  the  unemployment  rate  exceeds 
6  percent  is  not  a  permanent  feature  of  the  plan  as  we  propose  the 
legislation.  That  would  be  in  effect  for  5  years. 

The  reason  we  did  that  is  not  because  we  don't  think  it  should  be 
there  pei-mancntly.  We  do.  We  wanted  to  give  everyone  a  chance  to 
look  at  it.  What  we  have  done  basically  is  try  to  move  permanently 
with  those  elements  we  think  it  was  prudent  and  appropriate  to  move 
with,  always  having  as  the  overriding  consideration  the  fact  that  it  is 
imperative  for  the  trust  funds  to  be  soundly  financed  and  for  the 
American  people  to  be  secure  in  their  knowledge  that  those  funds  are. 

Mr.  Gephardt.  May  I  just  ask  one  last  quick  question  ? 

That  is :  Was  there  any  consideration  given  to  directing  general  rev- 
nue  at  the  portions  of  social  security  for  which  one  could  construct  a 
test  that  would  identify  those  areas  as  welfare  or  transfer  which,  to  me, 
from  a  philosophical  point  of  view,  would  be  more  acceptable  to  peo- 
ple and  more  in  line  with  what  I  think  the  public's  perception  of  the 
social  security  system  is? 

Secretary  Califano.  No;  we  really  did  not.  We  deliberately  devised 
the  countercyclical  financing  and  dip  into  the  general  revenues  in  a  way 
in  which  it  would  only  come  into  effect  above  6  percent,  which  is  a  fairly 
severe  unemployment  rate,  in  a  way  that  would  avoid — although  it 
helps  people  that  are  hurt  at  that  point  in  time — the  welfare  tag.  If  you 
look  back  over  the  last — all  the  years  in  this  country  since  World  War 
II,  except  for  the  severe  recession  we  had  in  1975  and  1976,  there  are 
only  2  years  in  which  the  unemployment  rate  exceeded  6  percent,  1958 
and  19G1.  So,  outside  of  those  2  years,  there  would  not  have  been  a  need 
since  World  War  II  to  use  our  device.  It  does  provide  some  very  im- 
portant insurance. 

Mr.  Gephardt.  Thank  you  very  much. 

Mr.  Burke.  Thank  you,  Mr.  Gephardt. 

Mr.  Secretary,  when  will  you  send  draft  legislation  up  to  our  sub- 
committee to  carry  out  your  proposals  ? 

Secretary  Califano.  Mr.  Chairman,  I  would  think  we  would  per- 
haps have  legislation  within  a  couple  of  weeks.  We  would  like  to  con- 
sult with  and  talk  to  your  staff  in  the  process  of  drafting  it.  It  always 
makes  it  better. 

Mr.  Burke.  Yes.  The  staff  will  want  to  work  along  with  you  and  your 
staff.  I  think  2  weeks  would  be  timely  because  the  full  House  Ways  and 
Means  Committee  is  going  to  be  tied  up  for  a  couple  of  weeks  on  the 
energy  matter.  That  is  going  to  require  the  full  attention  of  the  com- 
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mittee.  It  is  going  to  be  impossible  for  the  subcommittee  to  hold  hear- 
ings during  that  time.  Tliat  is  the  reason  I  asked  the  question. 

You  have  mentioned  having  the  Advisory  Council  take  on  a  number 
of  issues.  When  will  the  new  Advisory  Council  be  appointed  ? 

Secretary  Califaxo.  "We  will  appoint  the  new  Advisory  Council 
within  the  next  couple  of  months,  Mr.  Chairman.  Our  focus  at  the  pres- 
ent time  has  been  on  this  legislation.  Our  focus  will  be  on  determining 
and  trying  to  get  this  legislation  passed  by  the  Congress,  understand- 
ing the  concerns  of  the  Congress.  "Wlien  we  have  a  better  sense  of  where 
this  legislation  is  headed,  we  will  be  ready,  I  think,  to  appoint  the 
Advisory  Council.  It  will  be  a  couple  of  months. 

Mr.  BuEKE.  Now,  in  the  past,  the  trustees  have  had  an  admirable 
track  record  for  timely  submittal  of  the  annual  report  of  the  board  of 
trustees  on  the  status  of  the  OASI  system. 

There  seems  to  be  a  distressing  trend,  however,  of  late  submissions. 
I  don't  believe  the  report  has  been  timely  filed  in  the  last  6  years.  In  the 
event  the  data  to  determine  the  cost  of  living  increases  are  not  available 
until  around  April  20,  does  the  administration  feel  a  later  date  for  the 
report  is  justified  ? 

Secretary  Califano.  No;  we  don't,  Mr.  Chairman.  Had  the  three 
trustees  not  been  new  to  this  world,  Secretary  Blumenthal,  Secretary 
Marshall,  and  myself,  I  think  we  could  have  made  it  on  time.  We  will 
make  it  on  time  next  year. 

Mr.  Burke.  We  understand  you  are  all  new  to  the  job.  I  know  this 
morning  you  have  been  submitted  to  a  lot  of  sharp  questioning.  You  are 
not  to  blame  for  all  the  problems  of  the  social  security  trust  fund.  I 
don't  believe  that  any  member  of  this  committee,  on  either  side,  be- 
lieves that  you  are.  I*  know  as  chairman  of  this  committee  I  welc_ome 
your  appearance  here  today,  and  appreciate  the  fact  that  the  adminis- 
tration has  presented  a  proposal  here. 

There  might  be  some  differences  on  the  congressional  side,  but  that  is 
the  way  it  works.  The  fact  that  you  have  submitted  a  proposal  is  very 
gallant  on  the  part  of  the  administration,  and  naturally  there  will  be 
those  who  try  to  shoot  it  down. 

There  is  a  lot  of  talk  today  about  revenue  sharing  and  the  fact  that 
Franklin  D.  Roosevelt  did  not  believe  in  revenue  sharing.  Well,  I  don't 
believe  that  those  are  the  facts.  I  think  that,  if  the  real  truth  were 
known,  that  Franklin  D.  Roosevelt,  when  he  sent  that  message  up  here 
for  social  security,  wanted  a  one-third/one-third/one-third,  as  all  the 
countries  of  the  free  world  had  at  that  time ;  but  he  was  faced  with  a 
realistic  problem,  that  big  business  had  terrific  opposition  to  the  pro- 
gram. He  had  to  compromise  a  bit,  and  he  had  to  accept  the  50-percent/ 
50-percent  tax.  Do  you  know  of  any  other  country  in  the  world  that 
has  a  50-50-percent'tax  on  the  employer  and  the  employee? 

Secretary  Califano.  There  may  be  some.  We  can  submit  that  for  the 
record.  Most  countries  in  Europe,  the  employer  pays  more  than  the 
emT)lovee.  We  can  submit  a  list  of  those  countries  for  the  record,  both — 
and  what  they  do. 

[The  information  follows :] 

Provisions  for  Financing  Wage-Eelated  Retirement,  Survivors,  and  Disability 
Benefits  Under  Certain  Foreign  Social  Security  Systems 

There  are  no  major  industrialized  countries  in  which  wage-related  retirement, 
survivors,  and  disability  insurance  benefits  are  financed  on  the  basis  of  equal 
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(50-50)  employee  and  employer  contributions,  without  some  provision  for  (actual 
or  potential)  substantial  general  revenue  financing.  In  most  western  industrial- 
ized countries,  the  employer  contx'ibution  exceeds  the  employee  contribution  and 
there  is  some  provision  for  general  revenue  financing— either  a  direct  subsidy,  as 
standby  authority  to  meet  deficits,  or  an  earmarked  contribution  to  cover  specific 
benefit  costs  (prior  service  credits,  early  retirement,  etc.).  The  following  lists  (1) 
indicate  the  selected  major  industrialized  countries  in  which  the  employer  con- 
tributions exceed  the  employee  contribution  and  (2)  briefly  describe  the  general 
revenue  financing  arrangements  in  those  major  industrialized  countries  that  pro- 
vide for  equal  employer-employee  contributions  : 

I.  MAJOR  INDUSTRIALIZED  COUNTRIES  IN  WHICH  EMPLOYER  CONTRIBUTIONS  FOR  OASDI 

EXCEED   EMPLOYEE   CONTRIBUTONS  ^ 

Belgium  Italy  Spain 

Denmark  Norway  Sweden 

France  Portugal  United  Kingdom 

II.  MAJOR   INDUSTRIALIZED    COUNTRIES    WITH    EQUAL   CONTRIBUTION    FOR   EMPLOYERS 

AND  EMPLOYEES  FOR  RETIREMENT,   SURVIVORS,  AND  DSABILITY  BENEFITS 

Austria :  Provisions  for  general  revenues  to  make  up  deficits  not  used  until 
recent  years. 

Canada :  Earnings  related  pension  financed  by  employee  and  employer,  provi- 
sions for  general  revenues  to  make  up  deficits  has  not  yet  been  used.  Universal 
pension  financed  by  general  revenues. 

Federal  Republic  of  Germany :  About  16  percent  general  revenue  contribution 
used  for  special  benefits. 

Japan  :  About  20  percent  general  revenue  contribution  used  for  special  benefits. 

Luxembourg:  Earnings  related  pension  financed  by  employee  and  employer, 
universal  pension  financed  by  general  revenues,  general  revenues  used  for  50  per- 
cent of  administrative  cost  and  any  deficits. 

Switzerland :  About  20  percent  general  revenue  contribution  used  for  special 
benefits. 

United  States :  Less  than  1  percent  general  revenue  contribution  used  for  spe- 
cial benefits. 

Mr  BuKKE.  "Well.  I  thought  it  would  be  good  to  have  that.  Some  peo- 
ple seem  to  think  there's  somethine:  nnhol}^  about  presenting  such  a 
proposal.  Yet  we  find  that  thronghout  the  entire  free  world,  we  find 
our  neighboring  country  to  the  north,  Canada,  has  a  one-third  tax  on 
the  employer,  one-third  on  the  employee,  and  one-third  on  general 
revenue. 

If  the  people  will  look  at  the  automobile  industry  alone,  they  will 
find  the  differential  in  washes  isn't  that  jrreat,  but  the  differential  is 
in  the  social  security  tax  where  thev  save  from  $500  to  $600  per  em- 
ployee in  Canada  over  the  automobile  employee  in  the  United  States. 
The  unemployment  rate  in  the  Canadian  automobile  industry  was  5 
percent. 

Out  in  Detroit.  Mich.,  it  was  17  percent.  We  can  see  what  this  re- 
gressive tax  is  doing.  I  believe  that  we  have  to  address  ourselves  to 
this  in  a  realistic  way.  As  I  say,  I  might  be  a  little  bit  ahead  of  my  time, 
and  I  might  have  all  kinds  of  machine  gims  surrounding  me  here,  but  I 
intend  to  press  forward  as  fast  as  I  can,  and  I  hope  that  we  will  have 
soTue  support  from  other  area's. 

With  that,  I  will  recognize  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

I  think  you  are  the  only  member  of  the  committee  who  stayed  within 
his  5  minutes.  You  are  a  good  example  for  the  rest  of  us. 


1  Exchides  Communist  countries  in  •which,  In  general,  the  government — as  employer — 
pays  for  most  or  all  of  the  cost  of  the  system. 
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]\Ir.  Secretary,  there  are  so  many  things  to  talk  about  when  you  talk 
about  revision  of  the  social  security  program  that  I  am  sure  we  can't 
do  it  in  the  time  allotted  to  us  today.  I  hope  we  can  call  on  you  or  your 
people  in  the  weeks  ahead  so  we  can  have  a  liaison  in  gettmg  m  with  all 
of  these  technicalities  and  trying  to  work  out  a  program. 

It  seems  to  me  that  the  basic  question  that  we  have  to  answer  first 
is  whether  we  want  this  to  move  toward  an  insurance-type  program,  a 
pension-type  program— and  I  don't  mean  fully  funded ;  it  never  has 
been ;  I  don't  think  that  is  a  viable  alternative — or  whether  we  want  to 
move  more  toward  welfare. 

I  personally  would  opt  to  move  to  the  insurance-type  concept  where 
people  in  this  country  can  continue  the  earned  right  concept.  I  saw 
interviews  of  workers  last  night  on  television.  There  was  a  hard-hat 
construction  worker  saying,  in  effect  "I  paid  in  on  this  all  my  life,  this 
is  mine  as  a  matter  of  right.  "^Vliat  have  they  done  with  all  this  money? 
Why  isn't  mv  money  there  ? " 
That  is  tiie  way  the  American  people  think  al^out  this  system. 
I  think  they  should  be  able  to  continue  to  think  about  benefits  as  a 
matter  of  right. 

Xow,  the  more  we  move  toward  general  i\md%  the  more  we  move 
toward  the  welfare  concept.  There  are  many  alternatives,  I  believe, 
to  the  ones  that  you  have  set  up  today  as  the  alternatiA^e  to  your  pro- 
gram. The  only  alternative  that  you  have  discussed,  as  I  understand 
it.  is  raising  the  payroll  taxes  in"  the  amount  that  you  want  to  cover 
the  deficit.  You  have  not  discussed  at  all  the  question  of  the  benefit 
side  of  the  ledger. 

It  seems  to  me  that  it  would  be  far  preferable  to  try  to  excise  the  wel- 
fare aspects  of  social  security  from  the  program,  and  transfer  them 
over  into  a  refined  welfare  progi'am.  These  two  really  have  got  to  lock 
together.  You  are  working  on  both  of  them.  We  should  stay  out  of 
the  general  fund. 

If  we  look  at  social  security  benefits  on  the  basis  that  they  should 
just  be  socially  adequate,  that  they  should  provide  a  welfare  cushion, 
we  are  still  giving  them  to  everybody  whether  they  need  it  or  not.  If 
we  do  it  over  in  the  welfare  section,  then  we  are  doing  it  only  for  the 
people  who  are  truly  in  need  and  we  are  not  spending  as  much  money 
and  putting  as  much  of  a  demand  on  the  social  security  funds.  That 
is  the  kind  of  thing  I  am  going  to  urge  on  the  committee  when  we  get 
to  our  deliberative  process. 

I  would  appreciate  it  if  we  could  have  some  input  from  you  also.  It 
just  seems  to  make  some  sense.  I  Avould  like  to  have  your  comments  on 
that. 

I  have  a  couple  of  other  things  to  ask  you  about. 

Secretary  Caltfaxo.  Mr.  Archer,  I  guess  we  would  say  we  would 
be  opposed  to  eliminating  the  entitlement  to  social  security  to  those 
people  who  make  more  than  a  certain  amount  of  income  on  the  ground 
that  they  have  enough  money  and  to,  in  effect,  tum  the  social  security 
program  into  a  welfare  system,  which  I  gather  is  what  you  want  to  do. 
Mr.  Archer.  No.  It  is  just  the  reverse  that  I  am  urging.  I  am  sorry. 
I  had  better  restate  my  position.  I  want  to  eliminate  the  welfare  con- 
sequence of  social  security  to  the  greatest  extent  possible.  One  of  the 
prime  offenders  is  the  minimum  benefit,  I  think  that  we  need  to  do  some- 
thing about  that. 
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It  is  there  just  because  of  some  general  idea  of  social  adeqiiacy.  It 
goes  to  everv'hody  whether  they  need  it  or  not.  It  doesn't  relate  to  the 
premium  paid  in.  That  is  the  type  of  thing  that  I  think  we  need  to 
get  into. 

Secretary  Caltfano.  I  guess,  Mr.  Archer,  we  would  not  favor  re- 
ducing the  minimum  benefit.  We  would  be  opposed  to  that.  We  do 
not  regard  that  as  a  welfare  program.  There  are  all  kinds  of  insurance 
programs  both  for  retirements  and  annuities,  for  health  insurance,  for 
fire  insurance,  for  life  insurance,  in  which,  because  of  the  size  of  the 
group,  you  don't  necessarily  redistribute  the  benefits  back  in  a  precise 
way.  At  the  very  bottom  of  the  social  security  ladder,  we  think  that 
minimum  benefit  should  hold. 

]Mr.  Aecher.  You  want  to  continue  to  increase  the  minimum  benefit, 
then,  as  we  go  along,  rather  than  perhaps  considering  the  option  of 
freezing  it  so  ultimately,  as  a  practical  matter,  it  phases  out  as  inflation 
continues?  You  want  to  continue  to  let  a  Federal  employee  who  has 
a  rather  generous  pension  that  he  has  earned  over  a  lifetime  go  out 
and  work  for  a  few  quarters  and  pay  in  very  little,  relatively  little, 
into  the  social  security  fund,  and  then  draw  the  minimum  benefit  that 
has  no  relationship  to  what  he  paid  in  ? 

Is  that  basically  what  your  position  is? 

Secretary  Cat.ifaxo.  I  guess  I  would  malce  it  on  two  points.  As  far 
as  what  happens  with  the  Federal  worker  who  also  then  goes  to  work 
in  another  job  and  begins  to  draw  social  security,  if  there  are  inequi- 
ties, there,  we  are  willing  to  look  at  them. 

I  am  by  no  means  convinced  that  Federal  workers  should  be  denied 
social  security  benefits  or  be  put  in  'a  position  where  they  have  to  ac- 
cept either  their  Federal  retirement  system  or  take  social  security  ben- 
fits,  one  or  the  other.  We  would  oppose  vour  proposal  in  that  regard, 
I  think. 

As  far  as  looking  at  any  inequities  or  any  suggested  inequities  of  a 
longer  run  nature,  we  would  be  happy  to  look  at  them  in  connection 
with  the  Advisory  Committee.  I  think  what  we  are  faced  with  is  a 
fairly  urgent  need  to  bolster  the  social  security  funds.  "Wliat  has 
drained  those  fimds  are  really  two  things:  a  disastrous  few  vears  in 
terms  of  unemployment,  and,  second,  the  inadvertent  methods  by 
which  the  cost  of  living  factor  was  indexed  into  the  social  security  sys- 
tem. We  propose  to  take  care  of  both  of  those  problems.  I  think  those 
are  the  two  problems  that  really  put  the  drain  on  the  fimds. 

]\Ir.  Archer.  Mr.  Secretary,  I  hesitate  to  get  into  the  history  of 
social  security.  But  I  must  disagree  with  what  you  just  said.  The  two 
factors  that  you  have  mentioned  have  contributed  to  the  pi-oblem  in 
social  security.  They  have  not  fonned  the  total  cause.  One  factor 
was  the  Congress  of  the  United  States  that  gave  a  20  percent  increase 
in  benefits  in  1972.  without  any  tax  increase.  The  Congress  came  back 
and  ratified  that  in  1973  with  a  further  addition  to  the  benefit  struc- 
ture with,  again,  no  commensurate  tax  increase.  In  this  ^ery  room,  in 
executive  session,  in  a  period  of  less  than  1  hour  and  on  a  voice  vote, 
without  even  hearing  what  the  actuaries  had  to  sav  about  it,  this  com- 
mittee created  a  half  of  a  percent  of  payroll  deficit  in  the  program, 
knowingly  and  deliberately. 

]Si"ow,  you  can't  just  put  the  problem  off  on  demography  or  on  infla- 
tion You  have  to  look  at  the  whole  picture  "Wlien  you  increase  bene- 
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fits  to  this  extent,  you  are  naturally  going  to  have  a  shortfall  unless 
you  increase  revenues.  But  that  is  what  the  Congress  did.  You  aren't 
responsible  for  that.  You  weren't  here. 

You  don't  want  to  rework  any  of  the  benefit  aspects  whatsoever. 
You  want  to  take  money  out  of  the  general  treasury,  in  which  there 
is  no  money.  I  assume  you  want  to  borrow  it.  I  would  like  to  ask  you 
this  question :  Do  you  propose  a  tax  to  put  that  $14  billion  in,  and  do 
you  also  propose  a  tax  to  replace  the  revenue  that  you  are  going  to  lose 
when  the  corporations  and  the  businessmen  deduct  those  $30  billion 
from  their  taxes  and  the  Treasury  has  another  $15  billion  loss  or  some- 
where close  to  that  ? 

Are  you  proposing  another  tax  to  replace  that  or  not  ? 

Secretary  Califano.  No  ;  absolutely  not.  Let  me  be  clear  on  the  gen- 
eral revenues  and  reiterate  tlie  point  again.  You  asked  me  this  morn- 
ing if  someone  picked  6  percent.  I  mentioned  why  we  picked  6  percent, 
We  felt  anybody  over  6  percent  was  capable  of  working  in  an  economy 
even  working  remotely  well. 

Only  four  times  since  "World  War  IT,  including  1975  and  1976,  has 
this  country  ever  experienced  unemployment  as  in  excess  of  6  percent. 
Now,  we  have  had  a  disastrous  2  years  for  the  iAmerican  worker.  He 
has  not  been  working;  he  has  not  been  contributing  to  the  system.  I 
do  not  mean  to  imply,  Mr.  Archer,  that  that  is  the  cause  of  the  entire 
shortfall  but  it  is  the  cause  of  a  large  part  of  it.  I  do  not  mean  to 
imply  that  the  cost-of-living  index  is  the  sole  cause  of  the  shortfall,  but 
it  is  a  large  part  of  it. 

I  am  not  as  intimately  familiar  as  you  are  with  what  happened  in 
1972  and  what  happened  in  1973,  but  the  President  made  a  commitment 
to  the  American  worker  that  he  would  not  reduce  his  benefits  in  putting 
this  system  in  shape.  We  would,  therefore,  oppose  a  proposal  that 
would  reduce  the  benefits  of  the  American  worker  when  he  comes  to 
retirement,  and  the  President's  proposal  specifically  provides  that  the 
i-eplacement  rate  will  be  set  at  what  it  is  when  the  law  goes  into  effect 
so  that  the  worker  will  not  be  hurt  by  this  proposal. 

We  may  disagree  on  whether  that  is  a  valid  judgment  or  not,  this 
is  a  judgment  that  he  made  thoughtfully  during  the  campaign  and 
is  trying  to  keep  now. 

Mr.  Archer.  Well,  we  have — you  mentioned  only  a  few  times  in  our 
history  have  we  had  unemployment  over  6  percent. 

Secretaiy  Califano.  Since  World  War  II  only  twice  except  for  the 
last  2  years. 

Mr.  Archer.  Never  in  our  history  have  we  had  a  back-to-back  Fed- 
eral deficit  at  the  level  we  have  had  in  the  past  3  or  4  years.  Never  in 
our  history,  in  peacetime.  I  assume  you  agree  with  me  that  deficit 
spending  is  a  contributor,  a  major  contributor  to  inflation.  Do  you 
agree  or  disagree? 

Secretaiy  Califaxg.  No  ;  I  don't.  I  am  not  an  economist,  and  I  would 
note  that  the  deficits  are  going  down,  have  been  going  down  since 
January  20.  I  note  that  the  President  is  committed  to  balance  the 
budget  in  4  years.  I  do  not  believe  that  deficit  spending  contributes 
to  inflation.  I  think  there  is  very  little  evidence  to  that  effect  right 
now.  certainly  in  the  short  run. 

Mr.  Archer.  Well,  in  any  event,  you  are  not  going  to  propose  any 
type  of  tax  to  put  the  money  in  the  general  fund  that  you  are  taking 
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out,  and  you  are  taking  out,  I  would  guess,  over  $25  billion,  $14  plus 
the  $15  billion — or  thereabouts — that  you  lose  in  taxes  when  the  busi- 
nesses deduct  this  extra  $30  billion  from  their  tax  returns,  which  they 
are  permitted  to  do  under  the  tax  law.  So  you  are  going  to  have  a 
shortfall  in  revenue. 

As  I  understand  it,  you  are  not  recommending  a  tax.  So  there  is  one 
other  alternative,  and  that  is  to  borrow  that  money.  I  assume  that  is 
what  you  are  going  to  do  unless  you  have  some  sleight-of-hand  or 
magic  answer.  I  guess  you  could  print  it  without  borrowing  it,  but 
that  requires  the  help  of  the  Federal  Reserve.  I  am  not  sure  you  can 
count  on  that. 

Secretary  Califaxo.  Mr.  Burns  and  Charlie  Schultze  are  in  total 
agreement,  it  seems  to  me. 

Mr.  Archer.  You  plan  on  borrowing  it  ? 

Secretary  Califano.  Yes.  As  the  fact  sheets  and  other  material  we 
handed  out  indicates,  that  money  would,  in  fact,  be  borrowed.  What  I 
would  like  to  indicate  and  reiterate,  as  I  said  this  morning,  it  is  not 
just  under  a  specific  plan  that  the  employer — the  employer  will  pay 
$34  billion,  that  is  $4  billion  more  than  he  would  under  President 
Carter's  plan  under  the  next  4  years.  So  we  lose  even  more  taxes  that 
way.  It  is  under  any  combination  equally  distributed  of  wage  base 
increases  and  tax  increases.  The  employer  won  Id  pay  $34.2  billion  as 
compared  with  the  $30  billion  under  the  plan  proposed  by  the  Presi- 
dent. So  we  lose  less  in  tax  revenues,  if  you  will,  through  the  Presi- 
dent's plan  than  we  would  otherwise  lose. 

Mr.  Archer.  If  you  really  want  to  go  into  the  general  fund,  and 
you  liave  unanimous  agreement  in  your  administration  that  that  is 
the  thing  to  do,  and  your  economists  tell  you  that  deficit  spending  is 
not  a  contributor  to  inflation — I  totally  disagree  with  that,  I  might 
say — but  if  that  is  the  position  of  the  administration,  so  be  it— -then 
it  seems  to  me  it  would  be  far  better  to  consider  the  possibility  of 
giving  a  tax  deduction  or  a  tax  credit  to  the  worker  for  his  social  se- 
curity contribution.  This  seems  to  me  better  than  this  gigantic  de- 
parture of  just  dipping  in  and  taking  money  whenever  you  need  it 
out  of  the  general  fund.  Did  you  consider  that  ? 

Secretaiy  Califaxo.  We  are  not  dipping  in  and  taking  it  whenever 
we  need  it.' We  nwve  to  the  general  fund  only  to  pick  up  that  portion 
of  taxes  that  would  have  been  paid  had  the  unemployment  rate  been 
at  6  percent  in  those  years  when  the  unemployment  rate  exceeds  6 
percent.  That  is  very  severe  unemplovment.  We  think  it's  so  severe 
that  the  Government  has  got  to  be  held  in  part  responsible  for  it  and 
do  something  about  it.  It  also  avoids  the  need  to  have  additional  taxes 
at  times  like  that  wliich  would  further  contribute  to  unemployment. 
Mr.  Archer.  Thank  you.  Mr.  Secretary. 

Mr.  Cotter  [presiding].  Thank  you  very  much,  Mr.  Secretary.  I 
am  still  very  confused  about  this  $14  billion.  Did  I  just  understand 
you  to  say  that  this  is  going  to  be  borrowed  ? 
Sf^cretarv  Cai.tfaxo.  That  is  correct. 

Mr.  Cotter.  This  is  just  what  I  am  getting  to.  How  can  you  say 
that  going  out  into  the  market  and  borrowing  $6.8  billion  is  not  going 
to  be  inflationary.  Isn't  it  going  to  have  an  effect  upon  the  stock 
market?  Is  it  going  to  to  have  effect  upon  interest  rates ?  It  has  got  to 
be  inflationary. 
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Secretary  Calipano.  You  are  talking  about  borrowing  $14  billion 
over  a  period  of  several  years. 

Mr.  Cotter.  Now,  they  said  $6.8  billion  the  first  year,  as  I  recall. 

Secretary  Califano.  That  is  right. 

Mr.  Cotter.  I  am  sorry.  Go  ahead. 

Secretary  Califano.  Let  me  explain  how  we  visualize  this  would 
work.  The  only  time  this  money  would  have  any  impact  would  be  if 
the  money  Avere  actually  spent.lt  would  not  have  any  budgetary  im- 
pact unless  the  money  were  actually  spent.  The  money  goes  into  a  trust 
fund.  It  goes  into  a  fund  to  be  used  as  a  contingency  when  taxes  don't 
raise  an  adequate  amount.  The  money  is  simply  a  paper  transfer. 

Mr.  Cotter.  But  it  is  put  in  Government  bonds,  is  that  correct  ? 

Commissioner  Cardwell.  It  would  be  a  Government  note. 

Secretary  Califano.  It  would  be  some  kind  of  a  Government  note. 

Mr.  Cotter.  If  it  is  put  in  Government  bonds  or  a  Government  note, 
it  has  to  have  an  effect  upon  the  interest  rates.  That  kind  of  money 
in  the  economy  has  got  to  have  an  inflationary  effect.  Do  you  have  any 
studies  as  to  what  the  effect  will  be?  We  are  just  trying  to  come  out 
of  a  grave  recession,  and  I  think  you  are  compounding  the  problem. 

Mr.  Waggonner.  Mr.  Chairman,  would  you  yield  ? 

Mr.  Cotter.  Certainly. 

Mr.  Waggonner.  ^Ir.  Secretary,  to  put  this  into  better  perspective 
as  to  whether  or  not  it  is  inflationary,  keep  in  mind  that  the  cost  of  the 
$50  rebate  was  estimated  on  a  one-shot  basis  to  be  $11  billion,  and  the 
President  just  a  few  week  ago  withdrew  that  proposal  because  it  was 
considered  to  be  inflationary.  Now,  if  $11  billion  demand  borrowing 
was  inflationary,  then  to  a  lesser  extent  $6.8  billion  would,  by  the  same 
token,  be  inflationary. 

Secretarv  Califano.  First  of  all,  the  times  at  which  this  occurs  are 
distinctly  different.  Second,  I  am  not  sure  where  you  are  getting  $0.8 
billion  from. 

]\Ir.  Cotter.  Wait  a  minute.  Wait  a  minute. 

Mr.  Cardwell  stated  first 

Secretary  Califano.  No.  We  will  have  to  borrow  $6.5  billion. 

Mr.  Cotter.  He  testified  this  morning. 

Commissioner  Cardwell.  I  said  the  transfer  between  the  two  funds 
in  the  first  year  would  equal  $6.5  billion.  I  do  not  believe  myself 
that  that  would  put  a  demand  on  treasury  borrowing. 

Mr.  Cotter.  It  is  still  put  in  a  trust  fund ;  am  I  correct? 
Commissioner  Cardwell.  That  is  correct. 

Mr.  Cotter.  If  these  funds  represent  an  actual  transfer  they  have 
an  effect  upon  interest  rates  ? 

Commissioner  Cardwell.  It  would  be  interest  bearing. 

Mr.  Cotter.  What  kind  of  interest  would  be  paid  on  the  borrowed 

funds  ? 

Commissioner  Cardw^ell.  Presumably  the  treasury  rate,  which  is 

about  7  percent. 

Mr.  Archer.  Would  the  gentleman  yield  ? 

Mr.  Cotter.  Certainly. 

]Mr.  Archer.  In  addition,  you  are  going  to  lose  the  $24  billion  out  of 
the  trust  fund  which  is  presently  being  loaned  to  the  Federal  Govern- 
ment and  you  will  have  to  go  into  the  private  market  and  borrow  that 
much  additional  money  to  replace  that ;  will  you  not? 
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Commissioner  Card  well.  No. 

Mr.  Archer.  If  the  trust  fund  has  $24  billion  less  in  it,  there  is  thcat 
much  money  less  to  loan  to  the  Federal  Government. 

That  is  where  that  money  is  going  now.  That  part  of  the  national 
debt  is  going  to  have  to  be  picked  up  somewhere  which  means  you  are 
going  to  have  to  go  into  the  private  sector  and  borrow  that  much 
additional  m  oney  ? 

Conimissioner  Card  well.  The  $24  billion  would  not  be  transferred. 
That  is  an  amount  that  would  be  equivalent  to  money  that  you  would 
otherwise  want  to  be  holding  in  reserve  or  need  in  reserve  "if  you  try 
to  hold  a  50  percent 

Mr.  Archer.  That  is  my  whole  point.  If  you  had  that  in  there  as 
your  50  percent  reserve,  there  would  be  that  much  more  money  to 
loan  to  the  Federal  Government  and  provide  money  to  the  general 
fund. 

You  are  not  going  to  have  that.  You  are  foregoing  that.  Therefore, 
you  are  going  to  have  less  money  in  the  trust  fund  to  apply  against 
the  national  debt  ? 

Commissioner  Card  well.  To  invest,  yes. 

Secretary  Califano.  Mr.  Archer,  a  point  that  should  be  made  here 
is  that  you  don't  have  that  now  in  effect. 

The  question  is  whether  you  build  up  to  put  tliat  in  there.  We  are 
building  up  these  trust  funds.  We  are  faced  with  a  situation  where 
those  trust  funds  have  been  depleted  over  the  last  4  or  5  years  and 
faced  with  what  has  happened  from  1972  to  1977  or  1978. 

We  have  to  replenish  those  trust  funds.  You  can't  talk  about  it  as 
thougli  there  is  $24  billion  sitting  there  now.  It  is  not  there.  Is  it  long 
gone. 

It  has  been  shot  by,  among  other  things,  all  that  unemployment. 

Mr.  Cotter.  To  wind  this  up,  Mr.  Secretary — we  could  go  on  this 
for  a  long  while — T  was  wondering  if  your  Department  or  0MB 
could  provide  us  with  some  data  on  the  economic  impact  of  this. 

Secretary  Caltfano.  Yes,  we  can. 

Mr.  Cotter.  This  would  permit  us  to  make  a  more  intelligent  deci- 
sion, in  the  matter. 

I  certainly  have  a  lot  of  reservations  about  it.  I  would  appreciate 
anything  you  could  provide  me  with. 

Mv  time  has  expired. 

[The  information  follows :] 

Economic  Impact  op  the  Administration's  Social  Security  Financing  Plan 

The  first  table  shows  the  unemployment  rate  under  the  1977  Trustees  Report 
assumptions  nnd  the  change  resnltinar  from  the  Administration  plan  and  the 
oonventional  plan.  If  not  offset  by  other  government  fiscal  or  monetai'y  policy, 
the  Administration  plan  would  cause  a  0.2  percentage  point  increase  in  unem- 
ployment by  19S2.  but  the  increase  resulting  from  the  conventional  plan  would  be 
twice  a.s  large. 

UNEMPLOYMENT  RATE 


[In  percent] 

1979 

1980 

1981 

1982 

Level  •Current  law 

5.7 

5.2 

.n? 
.22 

5.0 

.14 
.32 

5.0 

Difference: 

/Administration  plan.     .  . 

+.0? 

.19 

Conventional  plan . 

+.08 

.42 
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Although  part  of  a  payroll  tax  increase  is  passed  forward  in  higher  prices,  any 
tax  increase  decreases  consumer  income  and  spending  and  reduces  pressure 
on  prices  from  the  demand  side.  When  the  conventional  plan  is  accompanied  by 
income  tax  reductions  that  offset  the  greater  effect  of  the  conventional  plan  on 
total  spending,  the  conventional  plan  emerges  as  being  more  inflationary  than 
the  Administration  plan.  As  shown  in  the  second  table,  however,  the  difference 
between  the  two  plans  is  only  about  0.1  percent. 

Consumer  Price  Index — Percent  difference  hetiveen  administration  plan  and 

modified  conventional  plan 

1979 -«•  fl 

1980 -^-  ^^. 

1982 "'-'•  -^"^ 

Mr.  Cotter.  Mr.  Steiger? 

Mr.  Steiger.  Thank  you,  ^Ir.  Chairman. 

Mr.  Secretary,  may  I  say  before  I  get  into  any  questions,  I  wouldn  t 
want  to  leave  you  with  the  impression  that  there  is  a  disagreement 
about  the  need  to  do  something. 

There  can  be  substantial  disagreement  about  the  approach  taken, 
but  I  would  hope  that  nobody,  particularly  you,  comes  away  from  this 
hearing  with  anything  other  than  the  fact  that  there  is,  I  think,  al- 
most unanimous  agTeement  that  something  has  to  be  done.  From  my 
standpoint.  Congress  ducked  this  issue  for  2  years  running  because 
they  didn't  want  to  deal  with  it. 

My  hope  is  that  you  have  given  them  an  impetus  to  try  to  do 
something. 

Mr.  Waggonner.  Would  the  gentleman  yield  at  that  point? 

Mr.  Steiger.  As  hard  as  that  is. 

Yes,  I  will  yield. 

Mr.  Waggoxner.  I  think  we  can  agree  we  can't  blame  the  Carter 
administration  for  the  condition  of  the  social  security  trust  fund  ? 

Mr.  Steiger.  No.  No  question  about  it. 

I  don't  think  anyone  has.  We  claimed  a  lot  for  the  Carter  admin- 
istration, but  that  is  not  one  of  them.  [Laughter.] 

Can  I  go  back  through  what  I  subtly  called  this  morning  a  shell 
game  on  the  $24  billion  ? 

The  more  I  look  at  it  the  more  perplexed  I  get  about  what  you  ex- 
actly propose  to  do. 

If  I  understand  you  correctly  today,  you  said  what  we  are  doing  is 
making  a  change  of  assumptions.  You  were  in  the  Johnson  adminis- 
tration when  you  made  a  change  of  assumptions  on  imemployment 
statistics. 

That  rate  went  down  by  nine-tenths  of  1  percent,  if  I  remember. 

You  are  changing  the  assumption  that  we  don't  need  50  percent,  we 
need  35  percent.  Therefore  we  save  $24  billion. 

Am  I  fairly  characterizing  your  proposal  ? 

Secretary  Calitano.  No.  We  are  not  changing  the  assumption  at  all. 
That's  not  a  fair  characterization.  Let  me  try  it  another  way. 

]Mr.  Steiger.  OK. 

Secretary  Califano.  People  have  all  kinds  of  views  as  to  what  the 
level  of  the  social  security  trust  fund  should  be.  They  are  contin- 
gency funds.  They  are  for  use  when  economic  conditions  are  such  that 
enough  money  is  not  raised  in  a  particular  year  to  pay  the  benefits  out 
for  that  year.' They  are  a  cushion.  It  is  something  we  feel  very  strongly 
that  the  American  worker  deserves. 
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A  lot  of  people  including  the  actuaries  feel  that  cushion  should  be 
about  50  percent  if  one  of  the  functions  of  the  trust  fund  is  to  protect 
the  American  worker  against  very  severe  bad  economic  situations  like 
unemployment  above  and  beyond  6  percent,  which  is  very  severe 
unemployment. 

Our  best  estimate  of  the  amount  of  the  trust  fimd,  that  amount  that 
has  to  be  kept  in  the  trust  fmid  if  we  relieve  it  of  that  burden,  if  we 
provide  an  automatic  countercyclical  protection  so  the  American 
worker  is  guaranteed  that  his  money  will  be  there  when  he  retires 
is  that  we  do  not  have  to  perform  that  fimction,  and  so  we  no  longer 
need  50  percent.  We  only  need  35  percent  or  33  to  35  percent.  That's 
how  we  get  to  the  $24  billion  that  we  will  no  longer  need.  It  is  the  dif- 
ference between  35  and  50  percent. 

It  is  the  difference  between  taking  care  of  this  contingency  and  not 
taking  care  of  it.  If  the  trust  fund  during  the  past  several  years  had 
had  a  countercyclical  device  in  it,  it  would  be  in  better  shape  than  it 
has  been  with  the  theoretical  50-percent  trust  fund  c-eiling  and  a  dis- 
astrous economic  policy  that  led  us  to  unemployment  sharply  above 
6  percent.  We  would  be  better  off  if  this  had  been  in  effect  for  the 
last  several  years.  We  are  not  (^hanging  the  assumptions. 

Commissioner  Cardwell.  Mr.  Steiger,  could  I  bear  on  your  time  for 
a  moment  to  make  a  comment  ? 

Mr.  Steiger.  Of  course  you  can.  Commissioner. 

Commissioner  Cardwell.  The  last  time  this  committee  considered 
any  proposition  to  deal  with  this  problem  it  was  the  Ford  administra- 
tion proposal  which  assumed  a  33-percent  reserve  level. 

Questions  about  its  adequacy  were  raised,  but  they  were  never  raised 
as  any  challenge.  I  think  everyone  recognized  at  that  time  that  the  de- 
mands for  additional  revenue  were  so  severe  that  some  compromises 
would  probably  have  to  be  made  with  the  reserve  levels. 

What  has  happened  since  then  is  this  analysis  that  was  undertaken 
by  the  department,  and  by  the  Social  Security  Administration  of  what 
kind  of  reserve  would  have  taken  the  system  through  this  particular 
recession  of  the  last  several  years. 

That's  how  we  arrived  at  this  50-percent  level. 

Mr.  Steiger.  So,  there  was  an  assumption? 

I  am.  sorry,  Mr.  Secretary,  you  absolutely  baffled  me.  You  are 
changing  an  assumption  ? 

Secretary  Calepano.  No. 

Mr.  Steiger.  The  50  percent  is  not  necessary  and  the  35  percent  is 
sufficient  ? 

Secretary  Califaxo.  We  rejected  the  assumption  of  the  prior  ad- 
ministration that  they  could  let  these  trust  funds  go  to  35  percent. 

We  thought  that  was  unsafe  for  the  American  worker  without  any 
countercyclical  device. 

That  was  the  assumption  on  which  the  Ford  n.dministration  pro- 
posed to  operate  these  trust  funds  without  the  added  insurance  we  are 
providing  through  the  countercyclical  device  we  have. 

If  you  do  not  ha^^e  the  countercyclical  device,  we  would  say  you 
have  to  have  trust  fund  reserves  of  50  percent.  We  are  saying  we 
will  provide  the  protection  when  the  economy  produces  an  unemplov- 
ment  rate  higher  than  6  percent  to  mnke  sure  that  the  money  gets  in 
there  so  that  the  American  worker  will  have,  when  he  retires,  the  kind 
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of  peace  of  mind  that  he  deserves  after  paying  into  this  system.  If  we 
take  care  of  that  problem,  we  only  need  35  percent. 

Mr.  Steiger.  Mr.  Chairman,  Dick  Schulze  was  nice  enough  to  give 
me  a  minute  and  a  half. 

Let  me  go  to  where  Vv'e  are.  You  have  $41  billion  in  the  trust  fund 
at  the  present  time. 

Commissioner  Cardavell.  On  a  combined  basis  we  have — we  came 
in  this  year  with  about  $41  billion. 

Mr.  Steiger.  The  figure  we  have  that  you  gave  us  in  the  trustee's 
report  is  $41,133  billion  ? 

Commissioner  Cardwell.  That  is  correct. 
Mr.  Steiger.  You  show  in  1977  that  that  goes  to  $35  billion? 
Commissioner  Cardwell.  Correct. 
Mr.  Steiger.  Then  $28,  $20,  and  $11  billion. 
Commissioner  Cardwell.  Correct. 

Mr.  Steiger.  Let's  assume  the  trustee's  report — ]Mr.  Secretary,  you 
being  a  trustee — is  accurate  and  that  we  have  at  the  end  of  1977, 
$35,496  billion. 

You  are  going  to  take  $24  billion  from  that,  if  I  have  understood 
what  you  have  said  to  us — you  are  going  to  save  $24  billion,  that  will 
flow  out. 

That  takes  you  down  to  $11  billion.  How  do  we  get  then  to  35  per- 
cent or  50  percent  or  anything  else  under  that  set  of  assmnptions  ? 
Secretary  Califano.  We  are  not  taking  $24  billion  from  that.  The 

-if  you  go  back  to  my  chart  in  which  the  $83  billion  figure 

Mr.  Steiger.  Payments  of  $84.8  billion. 
Secretary  Califano.  If  the  trust  funds  were  kept  at  50  percent,  the 
$24  billion  comes  from  a  situation  in  which  the  trust  funds  would  be 
kept  at  50  percent  without  the  countercyclical  device  that  would  be 
needed  to  make  the  payments  for  the  next  year. 
Mr.  Waggonner.  That  is  your  saving  from  the  reserve  requirements  ? 
Secretary  Caltfano.  That  is  correct. 
We  are  not  taking  it  from  that  figure. 
Mr.  Steiger.  Wliere  are  you  taking  it  from,  pray  tell  ? 
Secretary  Califano.  If  you  look  at  the  two  charts,  the  short-term 

1978-82  needs  chart ;- 

Mr.  Steiger.  I  have  it. 

Secretary  Califano.  In  addition  to  the  revenues  that  are  now  in  the 
trust  fund,  in  addition  then  to  the  revenues  that  are  already  there,  in 
addition  to  your  $41  billion  which  you  talk  about,  and  you  can  add  up 
the  revenues  that  would  be  there  under  the  Advisory  Committee's  re- 
port without  any  change  in  the  law,  and  without  any  increase  in  the 
1977  taxes,  those  numbers  you  have  just  read,  in  addition  to  those 
numbers,  these  trust  funds  need  $117  billion  over  the  next  5  years; 
$34  billion  of  that  $117  billion  will  be  provided  from  an  already 
scheduled  health  insurance  tax  rate  increase  leaving  a  need  for  $83 
billion.  That  $83  billion  is  needed  if  there  is  no  countercyclical  pro- 
tection and  if  you  want  to  keep  the  trust  fund  at  the  50-percent  level 
rather  than  keep  it  at  the  35-percent  level  of  the  prior  administration 
in  order  to  be  absolutely  safe.  It  is  from  that  $83  billion  that  the  $24 
billion  comes.  In  order  to — and  we  raised  all  but  $24  billion — all  but 
$38  billion  of  that  $83  billion  from  taxes,  social  security  taxes,  if  you 
will,  and  other  changes;  $14  billion  will  be  available  through  this 
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countercyclical  device  when  imemployment  goes  above  6  percent  be- 
cause we  are  guaranteeing  the  American  taxpayer  and  the  American 
worker  that  his  fimd  will  be  protected  from  losses  in  revenues  in 
cases — in  years  of  high  unemployment  we  believe  we  can  safely  reduce 
the  trust  fund  assumption  of  50  percent,  to  use  your  term,  to  35 
percent. 

I  know  the  Ford  administration  was  willing  to  do  that.  Your  ad- 
ministration was  Avilling  to  do  that  without  pi'oviding  any  protection 
for  the  American  worker. 

We  won't  do  it  under  those  circumstances.  If  you  don't  want  to  go 
with  the  countercyclical  device,  we  think  you  should  not  play  Russian 
roulette — as  the  last  administration  did  during  the  last  several 
years — with  proposals  that  would  have  kept  that  trust  fund  at  only 
35  percent. 

We  think  you  must  go  back  to  50  percent. 

Mr.  Steiger.  The  Chair  has  been  very  generous.  I  will  come  back 
to  this,  Mr.  Chairman. 

Mr.  Cotter.  Mr.  Waggonner  ? 

Mr.  Waggonner.  Thank  you,  ISIr.  Chairman. 

Mr.  Secretary,  I  want  to  discuss  in  a  little  more  detail  the  counter- 
cyclical proposal,  when  we  transfer  the  general  revenues  to  the  trust 
funds. 

I  am  interested  in  trying  to  determine  exactly  what  you  consider 
this  to  be.  Do  you  consider  this  to  be,  as  I  think  you  said  a  moment 
ago,  a  loan? 

Secretary  Caltfano.  It  is  not  a  loan  in  the  ordinary  sense  of  the 
term  of  going  out  into  the  market  and  borrowing  the  money,  Mr. 
Waggonner. 

Since  it  is  essentially  a  contingency  fund,  what  we  would  want^ — 
the  social  security  system,  as  you  know  much  better  than  I  do — and 
most  members  of  this  committee  know  much  better  than  I  do — is 
financed  under  an  indefinite  permanent  appropriation.  We  would  like  a 
similar  kind  of  appropriation  to  take  care  of  the  difference  that  would 
be  raised  if  the  unemployment  rate  were  down  to  6  percent  in  any 
year  which  it  exceeds  6  percent  through  the  taxes  on  the  social  security 
system.  That  money  would  only  be  actually  needed  rather  than  just 
being  transferred  there  and  sitting  there.  You  would  only  actually 
need  that  money  in  terms  of  it  showing  up  as  an  expenditure  in  the 
budget  in  those  years  in  which  it  were  actually  spent.  God  willing,  we 
would  be  able  to  have  an  economy  sound  enough  so  that  we  would 
not  have  to  use  it. 

Mr.  Waggonner.  Specifically,  then,  you  consider  it  as  being  an  au- 
thority to  appropriate? 

Secretary  Califano.  From  one  fund  to  the  other,  yes,  that  is  correct. 

Mr.  Waggonner.  The  next  question  is:  Wipt  hf^ppons  fifter  1982 
when  the  $24  billion  cushion  is  gone,  which  is  brought  about  by  lower- 
ing the  reserve  requirements  ? 

Secretary  Caltfano.  We  deliberately  left  our  proposal  in  effect  for 
only  5  years.  We  would  leave  it  in  effect  permanently.  That  is  our 
preference.  We  propose  it  for  only  5  years  so  that  the  Congress  can 
look  at  it,  so  that  we  can  look  at  it,  and  so  that  the  Advisory  Council 
which  will  be  meeting  over  the  next  year  or  so  can  look  at  it  and  look 
at  other  long-range  problems. 
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Our  preference  would  be  to  make  it  permanent. 

Mr.  Waggonner.  You  consider  this,  you  just  said,  something  to  be 
described  more  properly  as  a  contingency  fund  ? 

Secretary  Calitano.  Tlie  trust  fund,  yes,  I  should  say,  to  clearlj-^and 
directly  respond  to  your  question,  if  you  did  not  continue  this  after 
1982,  5'Ou  would  have  to  make  the  level  at  which  wo  feel  the  trust 
fund  should  be  set,  you  would  have  to  raise  the  $24  billion  one  way  or 
the  other  to  bring  the  trust  fund  up  to  the  50-percent  level. 

Mr.  Waggonxer.  If  the  trust  fund  gets  down  to  the  point  that  it  is 
necessary  to  use  this  contingency  fund,  will  congressional  action  be 
required  at  that  time  ? 

Secretary  Calitano.  No;  it  won't.  Just  as  congressional  action  is 
not  required  in  the  context  of  the  Social  Security  System,  but  the  Con- 
gress would  loiow  because  we  would  have  to  advise  you  through  the 
Budget  Committees  and  through  projections  in  the  budget.  The  social 
security  payment  projections,  have  not  been  that  far  oS.  If  we  are  in 
that  kind  of  ball  park,  we  would  all  know  certainly  well  in  advance  of 
where  we  were  headed. 

Mr.  Waggonner.  To  go  back  to  one  of  Mr.  Archer's  questions  a  few 
minutes  earlier  having  to  do  with  the  $30  billion  which  will  be  used 
in  the  instance  of  taxing  the  employer  for  all  those  wages  above  $16,- 
500  at  the  rate  of  5.85  percent. 

You  say  you  enhance  the  trust  fund  position  over  a  4-year  period 
by  $30  billion. 

Do  you  agree  with  his  figure  that  maybe  that  figure  ought  to  be 
$15  billion  because  this  is  a  cost-of-doing-business  item,  this  is  a  tax- 
deduction  item  to  the  employer  ? 

Wliat  I  am  getting  at  is,  have  you  corrected  this  figure  already? 

Was  it  $60  billion  and  you  reduced  it  $30  billion?  Or,  is  it  $30  bil- 
lion and  you  haven't  corrected  for  the  tax  deduction,  or  what? 

Secretary  Califaxo.  It  is  $30  billion,  Mr.  Waggonner,  going  into 
the  trust  funds. 

The  deduction,  of  course,  comes  out  of  the  general  revenues.  It 
would,  if  we  did  not  use  this  plan,  but  went  to  any  combination  of 
increasing  the  wage  base  and  the  tax  rate  oqvially,  cost  the  employer 
$34  billion. 

Mr.  WACGONNER.If  that's  the  case,  then  tliere  would  be  a  loss  to  the 
Treasury  in  the  matter  of  income  taxes  collected  because  still  there 
would  be  a  tax  deduction  for  those  moneys  which  do — 

Secretary  Calitano.  But  the  loss  would  be  less  than  it  would  be 
under  any  method  of  raising  the  wage  base  and  the  tax  rate  equally 
on  the  employer  and  employee  because  under  such  method  by  which 
you  do  that,  the  employer  would  be  paying  a  tax  of  $34.2  billion,  the 
loss  to  the  Treasury  would  be  an  additional  billion  and  a  half. 

Mr,  Archer  does  assume  one  thing  I  do  not  agree  with.  It  is  only 
in  the  wildest  theory  that  the  corporations  in  this  country  pay  at  the 
50-percent  tax  rate.  Many  corporations  in  this  country  pay  no  taxes ; 
and  the  average  tax  rate  for  corporations,  I  think,  is  a  lot  closer  to 
30  percent — 40  percent,  I  should  say — than  50  percent. 

So,  we  lose  less  than  Mr,  Archer  estimates, 

Mr,  Waggonner,  Just  one  other  thought.  You  recommend  decoup- 
ling. Certainly  I  believe  that  most  of  the  committee  agrees  v.'ith  you 
in  your  recommendation  having  to  do  with  decoupling. 
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As  part  of  your  decoupling  plan,  you  advance  tax  rate  schedules 
from  about  2010  to  1985,  and  you  project  that  this  reduces  the  pay- 
roll deficit  to  about  1.9  percent. 

Now,  if  this  does  have  that  affect,  I  am  just  curious  about  why  you 
didn't  go  ahead  and  wipe  out  the  entire  deficit.  Why  just  reduce  it 
if  this  is  good  to  1.9  ? 

Secretary  Califano.  Well,  Mr.  Waggonner,  we  moved  it  in  two 
pieces.  We  moved  a  quarter  of  a  percent  to  1985  and  three-quarters  to 
1990  from  2011.  Our  own  feeling,  quite  candidly,  is  when  you  get  75 
years  out — 1.9  percent — it  is  awfully  hard  to  tell  how  right  or  wrong 
that  kind  of  figure  is.  It  is  hard  to  project  75  years  out. 

Mr.  Waggonner.  Hard  to  do  5  years  out,  isn't  it  ? 

Secretary  Califano.  It  is  pretty  tough  5  years  out.  We  also  moved 
it  to  those  points  because  we  did  want  to  make  absolutely  sure  that 
for  the  next  25  years,  through  the  year  2002  this  system  would  be 
clearly  in  surplus,  and  it  is. 

Mi\  Waggonner.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Secretary. 

Mr.  BuBKE  [presiding].  Mr.  Schulze. 

Mr.  Schulze.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  will  you  go  over  for  me  again,  please,  how  this  is 
going  to  save  these  titans  of  American  industry  $4:.2,  billion  ? 

That  kind  of  went  over  my  head. 

Secretary  Califano.  Mr.'  Schulze,  if  you  take  any  combination  of 
any  plans  under  which  you  would  raise  the  same  amount  of  funds 
by  equally  taxing  the  employer  and  the  employees  or  equally  increas- 
ing the  wage  base  on  the  employee  and  the  employer  on  which  the  tax 
was  paid  or  some  combination  "thereof,  the  employer  ends  up  paying 
$34.2  billion  over  the  next  5  years. 

Mr.  Schulze.  I  heard  your  Avords.  I  just  don't  understand  thepL 

Secretary  Califano.  Your  own  staff  can  make  the  same  calculations. 
There  is  nothing  magic  about  them. 

Mr.  Schulze.  There  is  so  much  in  the  pot. 

You  are  reaching  in  and  taking  that  much  out. 

Secretary  Califano.  Under  the  plan  we  have  without  counter- 
cyclical device,  we  can  tax  the  entire  wage  base  of  the  employer  and 
only  subject  him  to  taxes  of  $30  billion;  and  we  can  avoid  taxing  the 
employee  any  further. 

Mr.' Schulze.  Then  it  is  the  countercyclical  imposition  that  makes 
the  difference  so  that  it  is  being  made  through  the  general  fund  not  by 

the  employers  ?  ^  •     rrn        i        ?4. 

Secretary  Califano.  No.  A  much  smaller  part  of  it.  That  doesn  t 
make  the  entire  difference.  Another  element  of  the  difference  is  ob- 
viously that  when  you  have  the  tax  on  the  employer's  side  of  the  base 
only  you  are  not  increasing  a  wage  on  which  the  benefit  is  going  to  be 
raised  as  much  as  you  would  otherwise  increase  it. 

Mr.  Schulze.  that's  assuming  that  the  employee  would  say  I  have 
to  pay  X  number  of  taxes  and  you  have  to  increase  my  wages  to  make 

up  for  that  ?  ^     ,.       ,  i 

Secretary  Califano.  No.  No.  No.  No.  The  benefit  for  the  employee 
is  determined  in  part  on  what  his  taxable  wage  base  is.  If  you  increase 
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his  wage  base  for  taxation,  you  increase  his  entitlement  to  benefits  to 
some  degree. 

Mr.  ScHTiLZE.  Wliat  we  are  doing  by  600  a  year  ? 

Secretary  Califano.  For  4  years,  1979, 1980, 1981,  and  1982. 1  should 
note  that  there's  a  sense  that  this  is  just  unprecedented.  There  are 
situations  presently  in  the  law  in  which  employers  are  paying  the  tax 
and  employees  are  not.  If  an  employee  is  working  at  the  maximum  at 
one  job  and  will  be  paid  through  another  job,  he  is  entitled  to  a  rebate 
of  his  portion  of  the  social  security  tax.  His  employer  is  not  entitled 
to  a  rebate  of  that  portion  of  the  social  security  tax.  So,  it  is  not  some- 
thing that  has  never  been  thought  of  before,  just  as  the  general  reve- 
nues. There  are  general  revenues  used  to  pay  benefits  for  people  over 
72  who  are  not  eligible  under  the  Prouty  amendment.  There  are  gen- 
eral revenues  used  for  the  SMI  trust  fund  in  addition  to  the  premium. 
There  is  no  virginity  here,  if  you  will,  that  is  being  shattered. 

Mr.  ScHULZE.  In  other  words,  there  is  no  such  thing  as  being  a  little 
bit  pregnant  ? 

Secretary  Califano.  The  system  is  already  a  little  bit  pregnant. 

Mr.  ScHULZE.  Have  your  actuaries  and  accountants  done  any  figur- 
ing on  what  this  would  also  cost  the  States  in  reduced  corporate  taxes? 

There  will  be  some  ripple  effect,  I  presume? 

Secretary  Califano.  I  think  raising  any  revenues  has  some  ripple 
effect.  Again,  the  only  reason  that  can  be  is  that  in  terms  of  the  em- 
l)loyer,  it  will  be  less  than  it  would  be  under  a  conventional  method 
of  financing.  I  doubt  we  have  numbers  like  that. 

Mr.  ScHULZE.  We  heard  we  were  talking  about  just  a  little  bit  of 
inflation. 

Can  you  give  me  a  figure  on  a  little  bit  of  inflation  ? 

Secretary  Califano.  I  am  not  talking  about  a  little  bit  of  inflation. 
We  are  an  administration  determined  to  balance  the  budget  for  those 
who  believe  that  deficits  cause  inflation  and  to  eliminate  even  the 
psychological  feeling  of  it. 

So,  we  are  not  even  happy  with  a  little  bit  of  inflation. 

Mr.  ScHULZE.  Let's  face  it,  Mr.  Secretary,  with  the  first  3  months, 
we  are  talking  about  an  annual  rate  of  12  percent. 

That  is  something  of  great  concern,  especially  to  our  senior  citizens. 

Anything  which  adds  to  that  merely  penalizes  the  senior  citizens. 

Secretai-y  Califano.  Let  me  just  say  that  the  Congress  indexed  the 
social  security  system  to  give  the  senior  citizens  some  protection,  so 
that  fortunately  "they  have  that  kind  of  protection,  but  I  am  certainly 
not  happy  with  the  inflation  rates  for  the  first  quarter  of  this  year. 
I  don't  think  Charlie  Schultze  is  and  I  don't  think  any  of  the  other 
economic  people  are. 

Mr.  Waggon NER.  Would  the  gentleman  yield  ? 

The  Secretary  just  spoke  about  Congress  indexing  the  system.  That 
in  itself  most  everybody  agrees  is  not  as  bad  as  it  appears  to  be  be- 
cause Congress  itself  aggravated  what  it  did  by  indexing  by  disrupt- 
ing the  schedule  before  it  ever  had  a  chance  to  go  into  effect. 

We  made  some  inordinately  large  increases  over  and  beyond  that 
which  would  have  been  made  by  indexing.  So,  it  is  our  tampering  with 
indexing  that  has  probably  hurt  worse  than  indexing  itself  in  my 
opinion. 

94-325—77 5 
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]\[r.  ScHULZE.  Ono  additional  qnostio]i.  Mi*.  Secretary:  Will  yon 
just  briefly  o;ive  me  your  specific  sufrgestious  on  decoupling? 

Secretary  Califano.  What  we  propose  is  to  permit  the  payments  to 
presently  retired  persons  to  be  indexed  by  the  Consumer  Price  Index 
as  the  Congress  has  it  in  existing  law.  So.  it  would  change  as  the  Con- 
sumer Price  Index  rose.  We  would  not,  however,  continue  to  increase 
the  percentage  of  the  wage  that  the  active  worker  is  entitled  to  upon 
retirement  as  the  Consumer  Price  Index  i-ose.  We  would  eliminate 
that  element.  We  would  not  2:0  back  and  roll  that  all  the  way  back  to 
1972  when  this  element  was  first  introduced  into  the  statute.  We  would 
rather  leave  workers  where  they  are  now,  which  is  an  average  of 
essentially  around  45  percent,  not  roll  tliem  back  to  about  34  percent 
or  82  percent. 

Mr.  ScHULZE.  You  woidd  pick  a  date  certain  ? 

Secretary  Califano.  We  would  pick  a  date  certain  in  connection 
with  the  law.  We  would  have  some  jn-otections  built  in  for  peo]^le  a 
couple  of  years  out. 

Mr.  ScHULZE.  Well,  my  time  has  expired. 

Mr.  Burke.  Did  von  wish  to  inquire,  Mr.  Jacobs  ? 

Mr.  Jacobs.  No,  thank  you.  Mr.  Chairman. 

Mr.  Bit^ke.  Mr.  Pickle? 

Mr.  Pickle.  Thank  you.  Mr.  Chairman. 

Mr.  Secretary.  I  was  called  from  the  hearing  before  noon.  I  regret 
that  some  questions  I  may  ask  may  have  been  asked.  If  so,  will  you 
advise  me? 

I  am  concerned  about,  first,  the  wage  payroll  scale  that  would  go  up. 

Would  that  apply  to  State  and  local — universities,  cities? 

Would  that  payroll  ceiling  be  lifted  for  them  also? 

Secretary  Califaxo.  Yes;  that  payroll  ceiling  would  be  lifted  for 
all  employers.  ]Mr.  Pickle. 

Mr.  Pickle.  Plow  would  that  be  fair  to — say  a  university  where 
they  have  no  more  income?  They  are  limited.  They  can't  raise  the 
profit. 

Mr.  Waogoxxer,  He  has  a  junior  college  in  his  district.  [Laughter.] 

Secretary  Califaxo.  He  has  a  very  important  school  of  public  affairs. 

Mr.  Pickle.  Yes.  It  seems  to  me  we  need  to  look  at  that  aspect  more. 

You  are  going  to  hit  them  very  hard.  Public  universities,  nonprofit 
organizations. 

Secretary  Califax'o.  ]Mr.  Pickle,  on  the  whole  it  is  our  belief  that 
the  employer  will  be  hit  less  hard  under  this  program  than  he  would 
be  if  Ave  come  in  and  raise  either  the  wage  base  or  the  tax  rate  or  some 
combination  of  both  equally  on  employee  and  employer.  I  can  only  ffive 
you  that  in  gross,  for  example,  in  the  $30  billion  versus  the  $34  billion 
figure. 

]Mr.  Pickle.  That  might  be  true  for 

Secretary  Califax'o.  Related  to  a  specific  university- 


Mr.  Pickle  Fcontinuinff].  Plniversities  or  nonprofit  institutions.  I 
Avish  you  would  think  further  about  that. 

The  disability  fund  is  the  fund  that  is  bleeding  us  faster  than  per- 
haps any  other.  We  should  question  whether  we  made  it  too  easy, 
whether  we  don't  have  thorough  hearings,  or  Avhether  we  don't  require 
them  to  go  back  to  work. 

It  has  taken  a  good  bit  of  money  out  of  our  fund. 
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Do  you  think — you  or  the  Commissioner  feel  that  if  we  made  these 
hearings  adversary  hearings,  would  that  i^ossibly  reduce  the  number 
of  awards? 

Secretary  Califaxo.  ]\Ir.  Pickle,  let  me  say  that  Ave,  too,  are  con- 
cerned about  the  whole  disability  process  and  the  whole  disability 
fund.  We  have  Ix-gun — to  put  in  motion  a  review  of  this  entire  area. 
Indeed,  I  have  asked  the  (leneral  Counsel  and  Commissioner  Card- 
well  and  some  others  to  really  thoroughly  look  through  this  whole 
thing,  everything  from  the  standards  by  which  we  are  judging  dis- 
ability to — and  in  great  depth  at  the  wliole  procedure  by  which  these 
adjudications  are  made  and  ])y  which  they  are  appealed.  I  think  we 
would  be  happy  to  look  at  your  suggestion. 

]Mr.  Pickle.  Some  of  us  as  membei-s  of  the  committee  have  been 
approached  by  hearing  examiners,  wlio  contend  if  you  did  make  it  an 
adversary  proceeding,  that  you  might  cut  out  a  lot  of  these  hearings 
and  eventually  they  may  get  ruled  out  after  a  lot  of  payments  are 
made. 

I  think  it  makes  some  sense.  Some  of  us  are  thinking  about  introduc- 
ing a  bill  to  that  eft'oct.  I  think  it  is  something  Ave  ought  to  look  at. 

That's  a  great  feeling  of  some  possible  savings. 

Secretary  Califano.  We  Avill  look  at  that,  Mr.  Pickle.  As  a  hiAvyer, 
as  you  make  more  and  more  of  the  proceedings  adA^ersary,  j^ou  also  add 
more  and  more  expense  to  the  administratiA'e  side  of  the  House. 

Mr.  Pickle.  That's  true.  That's  tlie  first  argument  that  arises. 

If  you  pay  out  $1  for  the  employees'  attorneys  and  if  you  save  $100, 
it  is  a  pretty  good  saving.  I  think  in  balance  Ave  have  to  look  at  that 
part  of  it. 

Secretary  Califaxo.  We  Avill  look  at  tlial.  If  you  don't  mind,  m;iybe 
as  they  do  the  study.  Ave  can  get  in  toucli  Avith  you  or  your  staff. 

Mr.  Pickle.  Thank  you. 

NoAv  at  the  liearing  this  morning  I  asked  3'ou  about  the  decoupling 
aspect,  Avhich  Ave  all  agreed  must  be  changed.  You  said  it  was  the  fame 
as  proposed  last  year  by  President  Ford  Avith  the  exception  of  tlie 
transition  period. 

I  don't  knoAv  Avhether  you  haA'e  gone  into  this  today  or  not,  but  Avhat 
is  the  ncAv  transition  proposal  and  hoAv  does  it  differ  from  last  year? 

Commisvsioner  Cardavell.  Mr.  Pickle,  the  transition  provisions  pjo- 
posed  by  the  Ford  administration  Avoukl  have  been  for  a  10-year  period. 
They  Avould  have  paid  the  higher  of  the  tAvo  fornudas  to  individuals  in- 
cluding retirees  as  Avell  as  disal)led  and  surA'ivor  beneficiaries. 

Mr.  Pickle.  What  Avould  you  do? 

Conunissioner  Cardavell.  The  proposal  that  is  in  this  package  and 
is  priced  into  the  package  Avould  proA^de  a  5-year  transition  periwl 
and  would  pay  the  higher  of  the  two  formulas  to  an  individual  only 
if  he  Avere  a  I'etiree  on  the  assumption  that  retirees  are  the  only  bene- 
ficiaries Avho  liaA^e  an  expectation  that  they  could  have  anticipated  in 
advance. 

That  Avould  not  apply  to  the  disabled. 

XoAv.  in  making  that  adjustment,  Ave  have  reduced  the  cost  of  tran- 
sition from  $700  million  doAvn  to  a  very  marginal  factor,  a  A-ery  nomi- 
nal amount,  perhaps  no  transitional  cost  at  all. 

^Ir.  Pickle.  Have  you  given  that  to  the  committee  in  any  kind  of 
a  chart  or  fonu  ? 
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Commissioner  Cardwell.  No,  sir. 

Mr.  Pickle.  I  would  want  to  see  that.  It  seems  that  if  yon  just  cut 
from  10  to  5,  with  the  other  changes  you  make,  you  would  have  no 
«xtra  costs. 

If  it  is  $700  million  down  to  zip  million,  that  is  a  pretty  good  little 

act. 

I  wish  you  would  submit  that. 

Commissioner  Cardwell.  We  were  aware  of  the  concern  that  this 
subcommittee  had  expressed  previously  as  to  the  high  cost  of  transition 
in  that  last  proposal. 

[The  information  follows :] 

The  following  table  shows  the  net  early  year  reduction  from,  present  law  benefit 
costs  under  the  Administration's  decoupling  proposal,  taking  into  account  the 
reduction  due  to  the  new  benefit  formula  and  the  increases  due  to  the  transition 
provision  and  to  the  proposed  increase  in  the  delayed  retirement  credit  from  1 
percent  per  year  to  3  percent  per  year  for  workers  reaching  age  62  after  1978. 
This  table  reflects  the  provisions  of  the  decoupling  proposal  as  of  May  10,  1977 — 
any  subsequent  modifications  could,  of  course,  affect  the  figures  shown  below. 
The  major  elements  of  the  decoupling  proposal  reflected  in  the  tables  are  the  same 
as  those  in  H.R.  14430 — the  Ford  Administration  decoupling  bill  in  the  last 
Congress — except : 

1.  The  indexing  point  would  be  based  on  the  year  in  which  the  worker 
reaches  age  62,  rather  than  the  year  the  worker  "retires"  ; 

2.  For  workers  who  become  eligible  for  retirement  benefits  after  1978,  the 
delayed-retirement  credit  would  be  increased  from  1  percent  per  year  to  3 
percent  per  year : 

3.  People  age  62  before  1979  (the  assumed  effective  date)  would  continue 
to  get  benefits  under  the  present  coupled  benefit  system,  including  present  law 
recomputations ;  and 

4.  The  transitional  period  would  be — 5  rather  than  10 — years,  and  the 
provision  would  apply  only  in  retirement  cases.  (Workers  age  62  after  1978 
would  be  guaranteed  a  PIA  that  would  be  no  lower  than  the  one  based  on  the 
table  in  the  law  when  the  new  system  becomes  effective.) 

ESTIMATES  EFFECT  ON  OASDI  EXPENDITURES  OF  ADMINISTRATION  DECOUPLING  PROPOSAL  WITH  BENEFIT 
REPLACEMENT  RATES  AT  JANUARY  1979  LEVEL  AND  5-YEAR  TRANSITIONAL  PROVISIONS  GUARANTEEING 
JANUARY  1979  BENEFITS  TO  RETIRED  WORKERS! 

[In  millions] 


Reduction  in  benefit  Additional      benefit      payments 

payments  that  would  attributable  to—  Net  reduction  in 

result  from  wage — ^  benefit  payments 

indexng  if  there  3%  per  year  resultmg  from  pro- 
were  no  transitional  Transitional      dealyed  retire-  posal — col.  1  mmus 
Calendar  year                                            provision  provision          ment  credit  col.  2  minus  col.  3 

(1)  (2)                        (3)  (4) 


1979 $25  $10 $15 

1980 130  30 _  100 

1981 240  45 195 

1982                 450  50 400 

1983    ""l.'. 880  60         $15  805 

1984""""' — 1,430  65                       50  1,315 


1  The  estimates  are  based  on  wage  indexing  to  age  60  or,  if  earlier,  the  second  year  before  the  year  of  death  or  onset  of 
disability,  with  wage-indexing  not  applicable  if  the  worker  dies,  becomes  disabled,  or  reaches  age  62  before  1979.  The 
1979  benefit  formual  was  assumed  to  be:  94  percent  of  the  first  $180  of  AIME.  plus  34  percent  of  the  next  $895  of  AIME, 
plus  16  percent  of  AIME  over  $1,075.  The  interminate  set  of  economic  assumptions  in  the  1977  report  of  the  social  security 
trustees  were  used. 

Mr.  Pickle.  Would  wage  indexing  decoupling  and  no  transition 
period  or  whatever  transition  period  you  offer,  would  that  have  a  posi- 
tive— would  it  not  have  a  positive  effect  on  the  work  incentive  of  young 
disabled  workers? 
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Secretary  Galitano.  Actually,  luider  this  proposal  there  will  be  less 
incentive  to  stay  disabled. 

Mr.  Pickle.  Do  you  think  that  will  solve  the  problem  ? 

Secretary  Califano.  In  all  candor  I  don't  think  it  will  fully  solve 
the  problem.  We  can  show  you  figures  which  will  sho-w  it  will  have  a 
significant  impact  on  it. 

There  will  be  much  less  incentive  to  stay  disabled. 

Mr.  Pickle.  Wound  you  not  admit  that  in  recommending  the  coun- 
tercyclical approach,  taking  out  the  $18  billion,  that  that  is  taking 
money  from  the  General  Treasury  ? 

You  could  propose  any  one  of  a  dozen  other  approaches  that  would 
take  money  from  the  General  Treasury.  This  is  just  one  that  looks 
better  or  appeals  to  you  most. 

The  net  eifect  of  it  is  that  you  take  it  from  the  General  Treasury. 

That's  what  I  think  bothers  most  of  us  more  than  anything  else. 
Surely,  we  can  work  out  a  decoupling  in  the  other  aspects  of  disability 
matters;  but  if  you  take  it  from  the  General  Treasury,  you  are  making 
the  most  major  departure  from  this  program  that  we  have  had  since 
it  was  instituted  in  the  thirties. 

This  is  what  concerns  us  more  than  any  other  factor,  particularly 
with  out  deficit  running  $60  billion. 

Secretary  CALiFANO.^Mr.  Pickle,  let  me  say  that  the  net  of  this  pro- 
posal is  not  really  that  in  a  sense.  This  is  a  very  special  way  of  doing 
that.  It  has  got  a  cap  on  it. 

It  cannot  become  a  part  of  any  permanent  benefit  clianges  in  the 
social  security  system.  It  comes  into  play  only  when  and  to  the  extent 
that  revenues  are  lost  through  social  security  taxes  because  unemploy- 
ment exceeds  6  percent. 

That  has  only  happened  twice  since  World  War  II,  only  twice  since 
World  War  II  has  unemployment  exceeded  6  percent  except  for  the 
severe  recession  of  the  last  :2  years. 

So,  there  is  not  much  likelihood  of  that  becoming  a  way  of  getting 
to  the  general  revenues.  We  think — and  second,  the  general  revenues 
are  used  under  the  Prouty  admendment  to  take  care  of  people  72  or 
older  who  are  not  otherwise  eligible.  General  revenues  are  used  along 
with  the  premiums  to  take  care  of  the  SMI  trust  fund. 

So,  it  is  something  that  is  new,  I  agree  with  you.  It  is  something  that 
is  diiferent  from  the  way  this  has  iDcen  financed  in  the  past.  I  think 
that  it  makes  sense  and  I  think  it  maintains  the  trust  funds'  discipline, 
which  is  what  we  were  after. 

Mr.  Pickle.  Well,  a  rose  by  any  other  name  looks  the  same  to  many 
of  us. 

Thank  you. 

Mr,  Burke.  The  Chair  will  recognize  Mr.  Jacobs,  who  has  been  so 
patient. 

Mr.  Jacobs.  Mr.  Secretary,  has  your  Department  made  a  study  on 
the  benefit  side  of  possible  limitation  of  unearned  income? 

Secretary  Califaxo.  I  don't  know  whether  the  Social  Security  Ad- 
ministration has  made  such  a  study  or  not. 

Commissioner  Cardwell.  The  cost  implications  ? 

Mr.  Jacobs.  Sir? 

Commissioner  Cardwell.  Are  j'ou  speaking  of  the  cost  implications  ? 
Mr.  Jacobs.  I  am  talking  about  the  gain  to  the  social  security  trust 
fund  that  might  emanate  from  limitations  on  unearned  income. 
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Commissioner  Cardwell.  No,  sir,  we  liave  not.  On  unearned  income, 
no,  sir. 

Mr.  Jacobs.  One  hardly  knows  what  to  say  at  this  jwint  except  to 
hope  that  such  a  study  mig^ht  be  made  and  as  far  as  a  philosophical 
approach  is  concerned,  I  suppose  the  extreme  example  would  l3e  the 
person  who  by  investment  has  an  income  of  $100,000,  $200,000  and  still 
represents  some  drain  on  the  trust  fund  each  year  by  collecting  the 
social  security  benefits. 

Tlie  other  side  of  that  coin,  I  realize,  is  that  very  few  people  would 
fall  into  that  category.  If  you  edge  it  back  down  to  some  kind  of  limita- 
tion, I  would  support  that  in  fairness,  in  justice,  that  limitation  would 
be  markedly  different  from  the  limitation  on  earned  income  for  the 
reason  tliat  unearned  income  in  many  instances  represents  past  earned 
income  as  invested. 

I  often  wondered  if  some  limitation  were  made  if  the  social  security 
trust  fund  wouldn't  gain? 

kSecretary  Califako.  Let  me  say  I  suppose  he's  the  same  as  other 
people  are  if  he  has  worked  and  paid  social  security  taxes  and  there- 
fore is  entitled  to  his  share  upon  retirement.  The  inequity  that  exists 
between  the  limitations  on  earned  income  versus  the  lack  of  limitations 
on  unearned  income  are  one  of  the  things  that  we  hope  the  Advisory 
Council  will  look  at  as  they  look  at  other  longer  iim  pixjblems. 

Mr.  Jacobs.  Mr.  Secretary,  it  seems  to  me  if  we  are  entertaining 
radical  changes  in  our  concept  of  social  security  we  might  just  recog- 
nize reality  and  start  dealing  somew^hat  in  terms  of  need  rather  than 
the  quasi-myth  that  a  person  has  in  fact  purchased  a  precise  annuity 
and  that  the  social  security  system  is  analogous  to  a  private  annuity 
plan  Avhich  clearly  I  think  it  is  not. 

I  would  think  in  conjunction  with  proposals  to  raise  higher  fi- 
nances to  take  care  of  the  social  security  trust  fund,  we  ought  also  to 
loolv  at  the  outgo  side,  too,  and  decide  w'hether  we  are  going  to  continue 
to  pay  people  benefits  when  clearly  they  don't  need  them ;  might  want 
them,  but  don't  need  them. 

The  other  question  I  have  relates  to  Federal  employees.  Has  the 
Department  a  position  on  that  ? 

Secretary  Cai^ifano.  No;  we  do  not  have  a  position  on  that.  "We 
realize  that's  been  a  topic  of  quevStioning  this  morning.  I  am  not  pre- 
pared to  answer  that  question  at  this  time. 

Mr.  Jacobs.  Let  me  say  for  the  record  that  this  is  a  fast  figure  in  my 
own  head  here. 

It  seems  to  me  you  would  stand  to  pick  up  somewhere  around  $2.5 
billion  just  with  the  employees  alone  making  contributions  compara- 
ble to  those  in  the  private  sector ;  and,  let  me  say  further,  on  the  equity 
side  of  the  question,  it  seems  to  me  you  could  analogize  the  Federal 
Government  and  its  pension  plans  with  a  private  company  and  its 
pension  plans  in  which,  in  the  latter  case,  the  employee,  of  course,  is 
required  to  contribute,  and  in  the  former  the  employee  is  not. 

From  the  point  of  view  of  my  constituents  anyway,  that's  a  little 
too  cozy. 

I  understand,  Mr.  Jacobs. 

Mr.  Burke.  Mr.  Tucker? 

I\Ir.  Tucker.  Thank  you,  Mr.  Chairman, 
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Mr.  Secretary,  did  the  Social  Security  Act  up  until  about  1950  have 
a  provision  for  general  revenue  making  up  any  deficits  that  existed  in 
the  fund? 

Commissioner  Cardwell.  There  was  at  one  time  what  was  called — 
referred  to  as  the  Vandenburg  provision. 

It  had  the  effect  of  guaranteeing  the  trust  fund  through  the  poten- 
tial of  transfers  from  the  general  f imd. 

Mr.  Tucker.  There  was  in  fact  a  statutory  provision  for  general 
revenue  transfer. 

Commissioner  Cardwell.  I  can't  tell  you  how  long  it  was  in  the  law. 
It  was  never,  of  course,  exercised. 

Mr.  Tucker.  You  do  recall  it  being  there.  I  think  research  would 
show  it  was  there  until,  I  think,  about  1950  when  it  was  repealed. 

I  see  people  nodding  their  heads.  Perhaps  this  concept  of  revenue 
sharing  is  not  as  brancl,  spanking  new  as  some  would  liave  us  think. 

It  has  been  there  in  the  past  because  it  was  recognized  at  one  time 
that  there  was  a  prospect  for  a  deficit. 

Secretary  Califano.  A  very  good  point,  Mr.  Tucker. 

Mr.  Tucker.  Let  me  ask  about  your  State-Federal  administration 
on  your  disability. 

Again,  you  say  that  you  are  going  to  have  a  study  on  this.  I  don't 
want  to  go  into  it  deeply. 

Can  you  give  us  any  indication,  Mr,  Secretary,  that  that  study  would 
be  ready  for  us  in  time  for  us  to  include  in  our  action  on  this  recom- 
mendation any  action  on  disability  aspects — at  least  as  far  as  having 
the  information  available? 

Secretary  Califano.  I  would  doubt  we  would  have  anything  to  help 
you  as  soon  as  I  think  the  Congress  should  act  on  this. 

Let  me  say  that  I  will  be  happy  to  make  available  to  you  whatever 
I  can.  I  will  be  happy  to  make  available  to  you  any  information  as 
the  study  develops. 

Mr.  Tucker.  Well,  I  am  a  little  concei'ned,  as  I  told  you  earlier — 
I  am  going  to  support  this  proposal.  I  think  it  is  a  good  one. 

I  am  a  little  concerned  that  in  moving  on  these  particular  items  we 
are  going  to  leave  in  our  Avakc  several  important  matters  that  simply 
will  not  get  dealt  with  again  unless  wo  deal  with  tliem  now. 

The  disability  question  is  one;  the  Federal-State  relationship  on 
it;  the  question  of  earned  income  limitations  and  earned  versus  un- 
earned income  and  the  inequities  that  I  think  are  involved  in  that. 

I  am  very  anxious  personally  that  we  go  ahead  and  grapple  with 
some  of  tJiese  issues.  Otherwise.  I  am  afraid  for  the  next  decade  Con- 
gressmen are  going  to  be  introducing  tlieir  bills  each  year  and  they 
are  going  to  continuet  to  wait  on  the  table  for  action. 

Secretary  Califaxo.  Well,  some  of  those  issues  go  into  the  Advisory 
Council  by  our  present  plans ;  and  others  we  may  be  able  to  come  up 
here  with  reconnnendations  on  sooner.  Let  me  think  about  that  and 
rethink  it.  We  will  get  back  to  you. 

Mr.  Tucker.  All  right,  Mr.  Secretary. 

Commissioner  Cardwell.  Mr.  Tucker,  could  I  make  an  observa- 
tion ? 

Mr.  Tucker.  Yes. 

Commissioner  Cardwell.  The  decoupling  plant  that  is  being  recom- 
mended to  the  Congress  would  malce  one  significant  contribution  to 
limiting  the  rising  disability  replacement  rate  for  younger  workers. 
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It  would  tend  for  the  individual  worker  to — as  we  see  it — to  solve  that 
particular  part,  of  the  problem.  That  is  only  one  part  of  the  problem, 
but  it  is  a  significant  part. 

Mr.  Tucker,  Good. 

Mr.  Secretary,  there  have  been  several  suggestions  made  that  this 
proposal  will  hurt  small  businessmen.  Of  course,  we  know  that  if  we 
are  going  to  remove  the  wage  base  limitation  as  far  as  the  employer 
is  concerned,  then  for  those  employers  who  do  pay  very  high  salaries, 
it  is  obviously  going  to  have  a  significant  impact  to  the  tune  of  $30 
billion ;  is  that  correct  ? 

Secretary  Califano.  This  proposal  would  cost  $30  billion.  Any  other 
proposal  would  cost  $34  billion. 

Mr.  TucKEPx.  So, • 

SecretaryCALiFANO.  It  would  hurt  them  less  than  they  would  other- 
wise be  hurt. 

Mr,  Tucker.  Could  you  go  a  step  further  than  that? 

I  don't  think  you  have  it  in  your  data  here.  Could  you  give  us  some 
idea  with  some  figures  of  how  many  of  the  employers  involved — how 
many  employers  we  are  talking  about  collecting  this  from? 

I  kind  of  doubt  there  are  that  many  small  businessmen.  My  mother 
had  a  small  business  operation  for  many  years.  Of  course,  it  gets  into 
a  definition  of  what  is  a  small  business, 

I  though  a  small  business  was  6  or  7  employees,  maybe  10  employees, 
but  some  of  the  definitions  my  colleagues  on  the  other  side  of  the 
aisle  have  for  small  business  boggle  my  mind. 

Could  you  give  us  some  figures  on  just  who  the  employers  are  and 
the  numbers  that  will  be  paying  this  ? 

Secretary  Califaxo.  Yes.  I  would  like  to  provide  that,  I  think  that's 
a  very  good  question. 

We  will  provide  numbers  on  that, 

[The  information  follows :] 

TABLE  1.— PERCENTAGE  INCREASE  IN  EMPLOYER  TAX  LIABILITIES  BY  INDUSTRY  GROUP  AND  SIZE  OF  FIRM 
COMPARISON  OF  ESTIMATED  1981  LIABILITY  UNDER  ADMINISTRATION  PLAN  AND  UNDER  A  CONVENTIONAL 
ALTERNATIVE  PLAN  TO  1981  LIABILITY  UNDER  PRESENT  LAW 


All  firms 

Small  firms' 

Large  firms' 

Industry 

Administra-     Convention 
tion  plan               plan 

Administra- 
tion plan 

Convention 
plan 

Administra- 
tion plan 

Convention 
plan 

Agriculture,  forestry  and  fisheries 

Construction    .. 

6.0 
14.3 
14.1 
13.0 
15.7 
23.6 

9.7 
21.2 
60.5 

4.8 
10.6 
10.6 
14.8 

7.7 

4.7 

11.9 
16.8 
16.4 
14.5 
18.0 
17.2 
12.5 
15.6 
16.4 
10.6 
14.8 
14.2 
14.4 
13.4 
12.2 

4.8 

13.7 

12.6 

12.9 

12.8 

23.2 

9.8 

21.1 

63.3 

2.7 

6.2 

9.9 

14.5 

2.5 

(2) 

11.5 
16.5 
14.3 
13.6 
15.6 
16.1 
12.4 
15.3 
16.4 
10.0 
12.5 
13.8 
14.0 
10.5 
(2) 

(0 
14.1 
16.6 
13.8 
18.4 
25.9 
9.9 
21.1 

(2) 

17.1 

<",7.. 
10.7 
4.7 

(=) 
17.9 

Mining  and  durable  manufacturing 

Nondurable  manufacturing... 

18.5 
15.5 

Transport,  communication  and  utilities. 

Wholesale  trade 

Retail  trade 

19.4 
20.4 
12.9 

Finance,  insurance  and  real  estate 

Medical  offices .    . 

16.6 

Hospitals  and  nursing  homes 

Educational  institutions 

0) 
18.4 

Nonprofit  institutions . 

(=) 

Other  services 

15.8 

State  and  local  government 

15.1 

U.S.  military 

12.2 

All  industries.. 

13.9 

15.1 

14.0 

14.1 

14.7 

16.7 

1  Small  firms  are  those  w/ith  fewer  than  1.050  employees;  large  firms  are  those  with  in.oOP  or  more  employees.  Classi- 
fication based  on  estimated  total  number  of  persons  employed  by  firm  at  some  lime  during  1973. 
'  None  in  category  or  too  few  to  allow  reliable  estimate. 

Note:  Administration  plan  removes  ceiling  on  1981  wages  subject  to  employer  tax.  Conventional  plan  features  1981  tax 
rate  of  6.85  percent  and  1981  earnings  base  of  $29,100  as  compared  to  a  present  law  rate  of  6.30  percent  and  base  of 

$21,900. 


1.6 

1.3 

(?) 

8.3 

10.9 

16.4 

14.6 

7.1 

26.2 

8.5 

5.3 

14.9 

18.0 

9.0 

29.9 

12.2 

9.1 

25.8 

2.7 

2.4 

3.9 

8.7 

7.0 

14.5 

6.8 

6.5 

(-) 

2.5 

1.4 

(?) 

8.7 

5.4 

14.4 

3.8 

3.6 

(2) 

3.7 

4.7 

3.8 

8.0 

2.4 

12.6 

4.6 

(-) 

4.6 
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TABLE  2.— ESTIMATED  PERCENTAGE  OF  EMPLOYEES  EARNING  MORE  THAN  THE  1981  PRESENT  LAW  TAXABLE 

MAXIMUM  FROM  1  EMPLOYER 


Industry  All  firms     Small  firms '       Large  firms  > 

Agriculture,  forestry,  and  fisheries 

Construction. _._ 

Mining  and  durable  manufacturing --- 

Nondurable  manufacturing 

Transport,  communication,  and  utilities. 

Wholesale  trade _ - 

Retail  trade --- 

Finance,  insurance,  and  real  estate - 

Medica!  offices 

Hospitals  and  nursing  homes - 

Educational  institutions - - 

Nonprofit  institutions -. -._ - 

Other  services .-- - --- 

State  and  local  government - -. 

U.S.  military - 

1  Small  firms  are  those  with  fewer  than  1,050  employees;  large  firms  are  those  with  10,000  or  more  employees.  Classi- 
fication based  on  estimated  total  number  ot  persons  employed  by  firm  at  some  time  during  1S73. 
'  None  in  category  or  too  few  to  allow  reliable  estimate. 

The  estimates  contained  in  these  two  tables  are  based  on  a  1  percent  sample  of 
persons  working  in  covered  employment  in  1973.  The  sample  is  maintained  by 
the  Office  of  Research  and  Statistics  of  the  Social  Security  Administration.  All 
aspects  of  the  estimates  are  subject  to  normal  sampling  error. 

Implicit  in  this  exercise  is  the  assumption  that  the  1981  structure  of  relative 
wages  and  employment  in  each  industry  will  be  identical  to  the  1973  structure. 

Employers  are  categorized  by  the  estimated  total  number  of  persons  who 
worlied  for  them  at  any  time  during  the  year.  Since  the  estimates  are  based  on 
a  1-percent  sample.  It  is  not  feasible  to  break  out  employers  having  fewer  than 
1,050  different  employees. 

State  and  local  government  employment  is  categorized  according  to  the  industry 
reported  by  the  governmental  unit.  Some  governments  report  local  school  and 
hospital  employment  as  education  and  hospitals  respectively;  others  report  all 
employment  regardless  of  function  as  government. 

Mr.  Tucker.  Thank  you,  Mr.  Secretary. 

Mr.  Burke.  Mr.  Steiger? 

Mr.  Steiger.  The  decoupling  proposal  I  think  is  creative  and  I 
think  you  have  done  a  very  good  job  with  it. 

The  Commissioner  knows  we  talked  about  that  item.  I  don't  want 
to  be  totally  negative  about  everything  today. 

We  talked  about  the  5-year  transition  versus  the  10-year. 

I  think  that  may  be  a  sensible  way  of  doing  it.  I  think  you  are 
right  about  retirees  being  the  ones  that  have  anticipated ;  therefore, 
to  continue  that  makes  a  lot  of  sense. 

One  of  the  other  items  that  I  would  like  you  to  look  at  would  be 
the  date.  If  my  memory  is  correct  on  all  of  this,  Mr.  Ford  proposed 
January  1, 1978,  with  the  transitional  period. 

That  would  cut  the  long-term-deficit  projection  by  about  50  percent. 

If  you  make  the  date  January  1,  1973,  you  cut  the  long-term  deficit 
by  another  10  or  somewhere  in  that  range,  I  have  forgotten  what. 
"  It  went  up  to  around  60  percent.  Did  you  consider  that  at  all? 

Secretary  Califano.  Oh,  I  see  your  point.  January  1,  1973,  with  a 
commitment  that  he  would  not  reduce  the  replacement  rate,  that  it 
would  be  the  current  replacement  rates  that  would  continue. 

Therefore,  he  has  rejected  rolling  back  in  effect  to  1972  or  1973 
when  this  law  went  into  effect. 
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]Mr.  Steiger.  There  is  a  difference,  however:  be  careful.  Yes.  you 
are  ricfht.  Yon  liave  a  rollback  if  yon  make  tlie  date,  let's  say,  July  1, 
1972,  prior  to  the  20  percent. 

Secretary  Califaxo.  Oh,  I  see  your  point.  January  1,  1973  vcith  5 
years  coming  forward  to  Jannaiy  1, 1978  ? 

Mr.  Steiger.  Yes.  I  would  ask  you — I  Avon't  ask  you  to  make  a 
jud<i-ment  on  it  at  this  point.  I  will  ask  you  to  look  at  it. 

In  terms  of  trying  to  Avork  with  you,  I  Avould  like  to  be  able  to  do 
that.  I  w^ould  like  you  to  think  about  whether  that  couldn't  be  done. 
Secretary  Caltfano.  Yes. 

Mr.  Steiger.  One  other  thiuG;  I  would  like  to  ask  you  to  look  at 
is  a  bill  tliat  I  have  introduced,  H.R.  3450. 

The  bill  pro]^oses  a  National  Commission  on  Social  Security,  and  I 
recoirnize  the  President  has  problems,  so  do  Ave  all,  with  commissions, 
boards,  and  those  kinds  of  things. 

AVhat  concerns  me  about  Avhere  Ave  go  in  the  future  on  social  security 
is  tiiat  I  don't  think  you  can  look  at  social  security  in  isolation. 

Yon  liaA-e  to  look  at  it  also  in  terms  of  the  private  pension  systems, 
IRA's,  H.R.  lO's,  public  employee  pension  systems,  and  figure  out 
vrhattodo. 

"When  Ave  look  at  a  strategy  for  retirement,  looking  for  replace- 
ment, where  does  the  emphasis  lie,  Avhat  sliould  the  replacement  rates 
be :  hoAV  do  those  mesh  ? 

Frankly,  I  don't  think  they  mesh  well  at  all  now.  The  social  security 

advisory  committee  has  a  specific  mandate,  to  look  at  social  security. 

I  really  woidd  like  to  see  if  yon  might  be  willing  to  consider  the 

concept  of  trying  to  get  a  group  who  looks  beyond  just  social  security 

at  all  of  our  strategies  in  terms  of  retirement. 

Secretary  Calieano.  Mr.  Steiger,  let  me  say  that  there  is  great 
aAvareness  in  the  administration  of  the  general  problem.  Harold  BroAvn 
is  concerned  about  Avhat  is  a  tremendous  unfunded  pension  and  lia- 
bility for  military  personnel.  There's  the  Federal  retirement  system. 
There  are  many  private  retirement  systems.  The  Congress  iust  a  fcAV 
years  ago  set  up  this  whole  world  of  private  pensions.  There  is  no 
question  but  that  somcAvhere  some  group  has  to— in  my  mind  at  least, 
and  I  am  speaking  personally  now — someone  has  to  take  a  look  at  the 
Avhole  ball  of  wax.  It  is  a  very  important  look.  I  will  be  happy  to  look 
at  A'our  legislation. 

Mr.  Steiger.  I  Avould  be  grateful  if  you  would. 

Commissioner  Cardavell.  Mr.  Steiger,  one  thing  that  we  would 
examine  in  looking  at  that,  it  seems  to  me,  is  the  question  of  whether 
under  the  charter  of  the  existing  Council  it  could  not  be  assigned  a 

broader 

Secretary  Caltfano.  But  they  Avon't  do  what  you  are  talking  about. 
Mr.  Steiger.  That's  mv  concern.  I  suspect  you  could  finagle  the 
charter  to  get  you  there.  I  Avould  like  to  put  it  beyond  the  myopia  of 
just  the  social  security  system. 

If  you  would.  I  AA'ould  be  very  grateful  to  have  you  take  a  look  at 
th'it.  I  will  talk  to  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Burke.  Has  the  administration  given  any  thought  to  looking 
into  the  question  of  the  retirement  age,  both  in  terms  of  social  desir- 
ability of  the  present  age  and  the  long-range  effects  on  the  deficit? 
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Secretary  Califano.  Mr.  Chairman,  we  have  not  looked  at  that.  I 
suppose  the  Social  Security  Advisory  Council  can  look  at  that  as  part 
of  its  long-ranofe  study.  Life  has  changed,  though,  in  these  United 
States.  It  probably  is  something  that  should  be  looked  at.  We  have  not 
looked  at  it  at  thik  point  in  time  in  connection  with  this.  We  have  left 
the  retirement  ages  as  they  are  in  current  law. 

Mr.  Burke.  I  have  many  questions  to  ask.  I  have  had  them  typed 
up  here.  I  am  going  to  submit  them  to  you  and  give  you  time  to  look 
them  over  and  answer  them  carefully,  because  I  will  scrutinize  the 
answers  very  carefully. 

Secretary  CatvIFAxo.  All  right,  Mr.  Chairman. 

]Mr.  Burkj:.  Are  there  any  further  questions  ? 

[No  response.] 

Mr.  Burke.  There  being  no  further  questions,  the  committee  thanks 
the  Secretary  and  his  associates  for  their  appearance  here  today  and 
their  testimony. 

This  will  conclude  the  hearings  at  this  time. 

The  committee  will  adjourn  subject  to  the  call  of  the  Chair. 

Secretary  Califano.  Thank  you  very  much,  Mr.  Chairman. 

Commissioner  Cardwell.  Thank  you,  Mr.  Chairman. 

[Whereupon,  at  3  :53  p.m.,  the  hearing  was  adjourned.] 

[The  following  was  subsequently  received  for  the  record :] 

Secretary  of  Health,  Education,  and  Welfare, 

Washington,  B.C. 

Hon.  James  A.  Burke, 

Chairman,  Subcommittee  on  Social  Security,  Committee  on  Ways  and  Means, 
House  of  Representatives,  Washington,  B.C. 
Dear  Mr.  Chairman  :  Enclosed  are  our  responses  to  the  questions  you  sub- 
mitted to  me  on  May  11  following  my  testimony  before  the  Subcommittee  on 
Social  Security  on  the  President's  social  security  reconnuendations. 
Please  let  me  know  if  you  have  any  further  questions. 
Sincerely, 

.Joseph  A.  Califano,  .7r. 

Enclosure. 

trust  fund  reserves 

Question.  Mr.  Secretary,  tliroughout  your  presentation  today  it  is  clear  that 
the  Administration  has  committed  itself  to  a  .35-percent  trust  fund  reserve  level 
with  counter-cyclical  general  revenue  financing,  which  is  cited  for  its  actuarial 
soundness. 

If  the  upcoming  Advisory  Council  on  Social  Security  rejects  the  counter- 
cyclical device,  won't  this  leave  us  in  1982  with  an  underfinanced  program? 

Answer.  This  question  essentially  divides  into  two  issues :  wliether  a  negative 
Advisory  Council  recommendation  on  counter-cyclical  general  revenues  would 
leave  the  program  underfinanced  in  1982.  and  what  the  Administration's  views 
are  with  regard  to  trust  fund  reserve  levels. 

1.  The  answer  to  the  first  question  is  "Xo".  A  negative  Council  recommendation 
would  leave  us  in  the  position  of  reevaluating  the  situation  in  light  of  the  Coun- 
cil's reconunendations.  We  would  want  to  carefully  review  the  Council's  reasons 
for  recommending  against  the  future  use  of  counter-cyclical  general  revenues, 
any  alternatives  the  Council  may  have  considered,  and  any  recommendations  tlie 
Council  may  have  made  witli  regard  to  providing  for  the  future  financial  sound- 
ness and  integrity  of  the  social  security  cash  benefit  system. 

As  indicated  in  our  May  10  testimony,  we  lielieve  that  the  provision  for  counter- 
cyclical general  revenues  is  essentially  sound.  However,  we  recognize  that  even 
tiiough  it  is  proposed  on  a  limited  basis  the  Congress  will  want  to  review  the 
proposal  carefully  since  it  is  a  departure  from  past  practices.  Also,  we  tliink  it 
woixld  be  desirable  to  have  the  benefit  of  tlie  Advisory  Council's  views  on  the 
(luestion  before  deciding  whether  it  should  be  proposed  as  a  permanent  feature 
of  social  security  financing.  It  may  well  be  that  as  we  woriv  with  the  Congress 
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and  the  Council  on  the  question  of  future  financing  of  social  security  even  better 
mechanisms  may  evolve.  But  this  is  not  to  say  that  we  have  substantial  doubts 
regarding  the  merits  of  the  proposed  counter-cyclical  general  revenues. 

2  With  regard  to  appropriate  ratios  of  trust  fund  reserves  to  annual  expendi- 
tures the  Administration  believes  that,  for  purposes  of  public  confidence  and 
responsible  Federal  stewardship,  reserve  ratios  of  about  50  percent  of  annual 
expenditures  are  a  reasonable  contingency  reserve.  However,  we  believe  that 
with  an  explicit  Federal  guarantee  to  maintain  social  security  revenue  receipts 
in  the  event  that  unemployment  rates  reach  high  levels,  the  contingency  reserve 
role  of  the  trust  funds  can  be  adequately  served  by  funds  that  operate  annually 
in  the  black  and  that  equal  about  35  percent  of  annual  expenditures.  It  is  our 
view  that  absent  some  such  explicit  guarantee,  provision  should  be  made  to 
build  the  reserve  ratios  up  to  a  level  of  about  50  percent  of  annual  expenditures. 
If  it  were  determined  not  to  use  the  countercyclical  device  in  the  future,  we 
reluctantly  would  recommend  additional  financing  to  achieve  the  50  percent  ratio. 

COUNTERCYCLICAL   GENERAL   REVENUE   FINANCING 

Question.  Mr.  Secretary,  in  responding  to  questions  before  the  Subcommittee, 
you  stated  several  times  that  the  $14.1  billion  countercyclical  general  revenue 
contribution  to  the  social  security  trust  funds  would  not  have  to  be  spent  from 
the  trust  funds  if  it  was  not  needed.  This  $14.1  billion  contribution  would  be  co- 
mingled  with  all  the  other  assets  of  the  trust  funds. 

How  can  it  be  determined  whether  this  $14.1  billion  or  some  other  $14.1  billion 
of  the  fund's  assets  would  be  spent?  ^      .    ^        ^     « 

If  the  $14.1  billion  is  not  to  be  spent,  then  what  is  the  purpose  of  this  transfer  .•* 

Won't  the  $14.1  billion  be  an  expenditure  item  in  the  administrative  part  of 
the  unified  budget? 

What  effect  will  the  $14.1  bilUon  transfer  have  on  Federal  borrowing  from 

the  private  sector? 

What  effect  will  the  transfer  have  on  the  national  debt? 
.    Will  it  be  necessary  to  increase  the  statutory  national  debt  ceiling? 

Ansicer.  It  is  expected  that,  over  the  period  1978-80,  the  $14.1  billion  would  be 
deposited  to  the  trust  funds  in  the  form  of  Government  bonds  (or  special  obli- 
gations) similar  to  other  trust  fund  holdings.  The  normal  investment,  disinvest- 
ment, and  spending  policies  would  continue  to  be  followed.  Current  tax  receipts 
would  be  used  to  pay  current  benefits.  Monies  not  needed  currently  for  this 
purpose  would  be  invested  in  Government  bonds.  Issues  already  held  by  the 
trust  funds  would  be  redeemed  as  they  fall  due  or  as  needed  to  meet  benefit 
expenditures.  On  the  basis  of  current  economic  assumptions,  we  do  not  antici- 
pate that  it  will  be  necessary  to  redeem  the  bonds  representing  the  counter- 
cyclical general  revenues  and  spend  these  monies.  As  part  of  the  trust  funds,  the 
purpose  "^of  the  $14.1  billion  will  be  to  provide  a  contingency  reserve  for  the 

system.  .   .  ^     ^. 

The  $14.1  billion  will  represent  an  expenditure  item  in  the  administrative 
part  of  the  budget,  but  it  will  be  an  income  item  for  the  trust  funds  part  of  the 
budget.  Since  it  is  a  transfer  between  two  parts  of  the  unified  budget,  it  will 
have  no  effect  on  the  unified  budget  deficit  so  long  as  the  funds  are  not  actually 
spent. 

As  noted  earlier,  the  transfer  would  be  in  the  form  of  Government  secnrities. 
Therefore  it  would  not  be  necessary  to  go  into  the  private  sector  to  borrow  an 
equivalent  sum  at  this  time.  If  it  should  become  necessary  to  redeem  the  Govern- 
ment securities  or  when  the  securities  mature,  there  are  a  number  of  possible 
sources — additional  borrowing  from  the  private  sector,  reductions  in  other  Fed- 
eral outlays,  any  surpluses  then  existing  in  general  funds  of  the  Treasury, 
various  combinations  of  these,  etc., — for  the  additional  income  needed. 

The  impact  of  the  transfer  on  the  national  debt  would  be  similar  to  the 
impact  on  the  budget.  So  long  as  the  $14.1  billion  was  not  spent,  the  real  national 
debt  (that  is.  the  money  owed  by  all  Federal  Government  entities  to  all  non- 
Federal  Government  entities)  would  not  be  increased.  However,  trust  fund  held 
debt  is  subject  to  the  debt  ceiling,  so  adjustments  in  the  ceiling  would  need  to 
take  it  into  account. 

TAX  BATE  INCREASE 

Question.  You  have  stated  that  the  Carter  Administration's  financing  proposals 
will  add  to  the  progressivity  of  the  social  security  tax.  But  how  does  moving  up 
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the  1  percent  tax  rate  increase  from  the  year  2011  to  1985  and  1990  square  with 

this? 

Answer.  The  proposed  earlier  effective  dates  for  the  tax  rate  increase  scheduled' 
in  present  law  for  2011  and  thereafter  have  no  effect  on  the  "progressivity"  of 
the  social  security  tax.  In  any  event,  the  overall  effect  of  all  of  the  Administra- 
tion's financing  proposals  is  that  the  social  security  tax  is  more  progressive 
under  the  proposals  than  under  present  law  at  all  times  in  the  future. 

The  major  elements  of  the  Administration's  plan  that  would  tend  to  add  to 
the  progressivity  of  the  tax  are  the  provision  for  countercyclical  general  reve- 
nues, the  elimination  of  the  ceiling  on  employers'  payrolls  subject  to  social  se- 
curity taxes,  and  the  $2400  increase  in  the  maximum  annual  amount  of  earnings 
subject  to  employee  social  security  taxes. 

These  provisions  would  result  in  workers  with  earnings  in  excess  of  what  the 
base  would  be  under  current  law  paying  social  security  taxes  on  a  larger  pro- 
portion of  their  earnings,  increasing  the  amount  of  employer  social  security 
taxes  which  to  some  extent  would  be  absorbed  by  employers  and  the  owners  of 
capital,  and  use  limited  general  revenues  in  the  form  of  Government  bonds  which 
would  be  backed  by  the  more  progressive  Federal  income  tax  structure. 

H.I.   FUNDS 

Question.  How  can  you  say  that  the  social  security  hospital  insurance  (HI) 
prograxa  under  Medicare  needs  less  than  anticipated  funds  when  the  HI  Ti-ust- 
ees'  Report  says  that  the  i>rogram  is  adequately  financed  over  the  next  5  years 
or  so  but  that  the  schedule  of  taxes  is  not  adequate  to  sustain  the  system? 

Answer.  The  1977  Trustees'  Report  on  the  HI  program  does  show  that  the  HI 
financing  provisions  in  present  law  are  suflicient  to  finance  the  program  over  the 
short  range  but  not  over  the  long  range.  Trust  fund  reserves  relative  to  a  year's 
outgo  under  the  program  are  expected  to  remain  relatively  level  into  the  early 
1980's  and  then  decline  until  the  fund  is  exhausted  in  the  late  1980's. 

Under  the  Administration's  hospital  cost  containment  proposals,  the  cost  of 
the  HI  program  will  be  less  than  that  projected  to  occur  under  the  HI  benefit 
provisions  of  present  law  without  the  cost  containment  proposals.  At  the  same 
time,  under  the  Administration's  financing  proposals  the  HI  trust  fund  will 
receive  additional  income  under  the  proposal  to  increase  the  taxable  earnings 
base.  And  the  assets  of  the  HI  program  will  be  increased  by  the  countercyclical 
general  revenue  financing  proposal.  As  a  result,  some  of  the  HI  trust  fund  money 
can  be  reallocated  to  the  cash  benefits  program  and  at  the  same  time  still  leave 
the  HI  program  better  off  financially  in  the  first  part  of  the  25-year  valuation 
period,  although  not  significantly  changing  the  overall  long-range  outlook  from 
what  it  would  be  under  present  law. 


Question.  The  Administration's  budget  revisions  for  FY78  included  amend- 
ments to  the  social  security  "students'  "  benefits  provision.  I  believe  the  proposal 
would  limit  the  maximum  amount  of  any  student's  social  security  benefit  to  the 
maximum  grant  obtainable  through  the  Basic  Educational  Opportunity  Grant 
(BEOG)  program. 

Does  the  Administration  think  it  is  wise  to  link  the  support-grounded  "stu- 
dents'"  benefit  to  a  welfare-based  educational  grant?  Is  this  consistent  with 
social  security  principles? 

Answer.  The  Administration's  proiK)sal  to  limit,  for  future  beneficiaries,  the 
monthly  social  security  benefit  for  a  "student"  to  a  maximum  of  1/12  of  the 
maximum  annual  grant  payable  under  the  BEOG  program. 

The  proposal  would  not  change  the  basic  principles  on  which  all  social  security 
benefits — including  the  "students' "  benefit — are  based.  The  benefits  would  still 
be  provided  to  replace  part  of  the  support  lost  when  a  worker  retires,  becomes 
disabled,  or  died  and  the  benefits  would  still  be  based  on  the  worker's  social 
security  earnings. 

NEW  DEPENDENCY  TEST 

Question.  How  does  the  proposed  new  dependency  test  measure  up  against  a 
simple  offset  provision — ^for  example,  dollar  for  dollar  against  any  other  gov- 
ernmental staff  pension? 
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What  group  of  dependents  would  he  affected ;  for  example,  would  it  apply  to 
wives  and  \\idows  on  the  rolls  prior  to  the  Goldfaj-b  decision,  or  those  under  ex- 
isting law,  or  only  those  coming  on  the  rolls  after  enactment? 

Answer.  The  proposed  new  dependency  test  is  more  effective  than  a  pension 
offset  because  it  measures  each  spouse's  total  contribution  to  family  income  and 
considers  a  person  to  be  dependent  if  he  or  she  contributed  less  than  one-half  of 
total  income  over  the  three-year  period  before  the  worker  retired,  became  dis- 
abled or  died.  The  pension  offset  does  not  look  at  total  income  and  is  applied  only 
to  those  who  are  eligible  for  pensions  from  noncovered  employment. 

The  proposed  test  would  apply  to  people  first  becoming  eligible  for  dependents' 
benefits  after  enactment  of  the  proposal.  Thus,  wives  and  widows  already  on  thd 
social  security  benefit  rolls  would  not  have  the  benefits  they  are  receiving 
affected. 

DISABILITY  WOKK  DISINCENTIVES 

Qncsfion.  Last  year  H.R.  15630  contained  a  number  of  provisions  to  encourage 
disability  beneficiaries  to  return  to  work. 

In  view  of  the  declining  number  of  terminations  and  the  growing  disability 
rolls,  should  further  consideration  be  given  to  improvements  in  this  area?  Do 
you  have  any  suggestions  to  make? 

Answer :  HEW  is  concerned  about  incentives  for  social  security  disability  bene- 
ficiaries to  return  to  productive  activity.  The  Social  Security  Administration  is 
currently  studying  the  social  security  disability  program  -witu  particular  em- 
phasis on  providing  incentives  for  disability  beneficiaries  to  return  to  work.  It 
is  expected  that  its  findings  and  recommendations  will  be  completed  in  the  near 
future. 

It  is  also  worth  noting  that,  if  a  wage-indexed  decoupling  measure  is  enacted, 
the  advantage  that  young  disabled  workers  have  under  present  law  (in  terms 
of  higher  potential  benefits)  as  compared  to  older  workers  would  be  virtually 
eliminated.  This  might  reduce  the  number  of  people  coming  on  the  benefit  rolls 
and,  at  the  same  time,  provide  some  incentive  for  younger  beneficiaries  to  retiun 
to  work. 

DISABILITY  AWARDS 

Qnrfition.  Although  the  Trustee's  Report  shows  a  further  worsening  of  the 
actuarial  condition  of  the  system,  it  does  state  that  disability  awards  for  last 
year  were  less  than  the  previous  year. 

What  significance  do  you  attach  to  this? 

Answer.  In  calendar  year  1974.  with  the  launching  of  the  supplemental!  security 
income  (SSI)  program,  disability  insurance  benefit  claims  were  25  percent 
higher  than  in  the  preceding  year,  representing  the  largest  year-to-year  per- 
centage increase  since  1968,  wlien  major  disability  insurance  amendments  went 
into  effect.  ]Much  of  the  increased  volume  in  1974  eventually  resulted  in  denials 
but  some  claims  were  eventually  awarded.  As  a  result,  awards,  including  initial 
and  appellate  awards,  peaked  in  1975.  New  disability  insurance  claims  declined  in 
1975  and  again  in  1976.  4  percent  each  year.  The  decline  in  the  number  of  ap- 
plications in  1970  is  also  probably  due  in  part  to  the  drop  in  unemployment, 
which  has  expanded  the  .iob  possibilities  for  impaired  individuals.  The  drop  in 
awards  in  calendar  year  1976  reflects  the  drop  in  applications. 

NONMEDICAL  FACTORS  ON  DISABILITY  DETERMINATION 

Question.  One  of  the  things  you  have  told  us  would  help  in  disability  was  the 
promulgation  of  the  regulations  on  the  vocational  factors.  These  regulations  have 
been  pending  a  long  time  and  extensive  hearings  have  been  held  on  them. 

When  will  they  be  released?  Do  such  regulations  require  legislation  in  your 
view? 

Answer.  As  you  know,  the  Social  Security  Administration  held  public  meetings 
in  Baltimore,  Dallas,  and  San  Francisco  on  proposed  changes  in  the  disability 
vocational  regulations ;  two  of  the  meetings  were  held  as  recently  as  March  1977. 
Interested  citizens  were  then  given  imtil  April  29,  1977.  to  submit  written  com- 
ments about  the  proposed  changes.  The  Social  Security  Administration  is  in  the 
process  of  revising  the  proposed  changes  in  the  regulations  in  order  to  reflect,  to 
the  extent  practicable,  the  public's  views.  It  is  expected  that  the  revised  regula- 
tions package  will  be  published  as  a  Notice  of  Proposed  Rulemaking  by  July 
30,  1977. 
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We  do  not  believe  that  legislative  authority  is  required  in  order  for  the  pro- 
posed changes  to  be  made.  The  proposed  regulations  would  not  change  basic 
program  philosophy  or  practices.  However,  by  being  placed  in  regulation  form, 
the  vocational  guidelines  will  be  binding  at  all  levels  of  adjudication. 

EFFECT   OF   RECENT   DISABILITY   REGULATIONS 

Question.  You  recently  released  some  highly  significant  regulations  on  the 
rights  of  the  disabled  which  carry  out  the  1973  amendments  of  the  Vocational 
Rehabilitation  Act. 

Do  they  have  any  effect  at  all  on  the  disability  insurance  program — ^particularly 
the  rights  of  alcoholics  and  drug  addicts  under  the  definition  of  disability  in  the 
lawV 

Answer.  The  regulations  should  have  no  effect  on  the  social  security  disability 
iusuz-ance  program.  As  you  know,  section  504  of  the  1973  amendments  to  the 
Vocational  Rehabilitation  Act  provides  that  "no  otherwise  qualified  handicapped 
individuals  .  .  .  shall,  solely  by  reason  of  his  handicap,  be  excluded  from  the 
l)articipation  in,  be  denied  the  benefits  of,  or  be  subject  to  discrimination  under 
any  program  or  activity  receiving  Federal  financial  assistance."  Under  the  social 
security  disability  law,  alcoholics  and  drug  addicts  are  not  discriminated 
against — ^they  must  meet  the  same  definition  of  disability  that  any  other  dis- 
aliled  person  must  meet  (i.e.,  inability  to  engage  in  (uii/  substantial  gainful  ac- 
tivity by  reason  of  a  medically  determinable  impairment) . 

TRUST  FUND  VOCATIONAL  REHABILITATION 

Question.  By  administrative  action  vocational  rehabilitation  funds  for  dis- 
ability beneficiaries  has  been  reduced  by  10  percent  in  each  of  the  last  two 
budgets. 

With  this  in  mind  is  it  time  we  consider  a  change  in  the  legislation  which 
provides  funding  in  this  area  V 

Answer.  We  think  that  changes  in  the  manner  of  funding  the  social  security 
Beneficiary  Rehabilitation  Program — the  program  under  which  social  security 
trust  fund  money  is  used  to  pay  for  the  vocational  rehabilitation  services  provided 
to  social  security  disability  beneficiaries — may  well  be  needed.  However,  we 
think  that  no  action  should  be  taken  until  HEW  completes  a  current  study, 
now  under  way,  of  alternative  approaches  to  linking  funding  to  State  agency 
performance  and  to  cost  savings  to  the  social  security  trust  funds. 

When  the  Beneficiary  Rehabilitation  Program  began  in  1966,  the  formula 
method  for  determining  the  total  funds  which  could  be  made  available  provided 
vocational  rehabilitation  agencies  with  the  necessary  funds  for  starting  up  this 
new  program  and  made  a  slight  increase  in  monies  available  each  year  as  bene- 
ficiaiT  caseloads  grew.  In  recent  years,  however,  a  number  of  circumstances  liave 
resulted  in  dramatic  increases  in  the  total  funds  available — legislative  increases 
in  the  formula  schedule,  the  growing  disability  benefit  rolls,  and  the  periodic 
increases  in  social  security  benefit  levels.  The  original  formula  basis  for  financing 
the  Beneficiary  Rehabilitation  Program  is  currently  providing  more  funds  than 
may  prudently  be  expended  by  the  vocational  rehabilitation  agencies.  It  was 
for  tliis  reason  that  the  funds  made  available  were  reduced  in  the  last  two 
budgets. 

STATE-FEDERAL  ADMINISTRATION 

Question.  Commentators  on  the  disability  system  over  the  years  have  been 
concerned  about  the  Social  Security  Administration's  lack  of  control  over  the 
State  agencies  and  the  lack  of  accountability  of  State  agencies  to  the  Federal 
agency.  And  it  is  also  true  that  the  Social  Security  Administration  has  never 
terminated  a  State  agency  for  its  failure  to  carry  out  an  agreement. 

If  you  move  more  aggressively  to  assure  nationwide  standards  as  to  such  mat- 
ters as  training,  quality  control,  administrative  structure,  etc.,  is  not  the  pos- 
sibility of  termination  of  the  agreement  by  either  the  State  or  the  Federal  Gov- 
ernment more  of  a  possibility  ? 

If  this  is  so  might  not  it  be  wise  that  we  should  be  enacting  standby  autliority 
so  that  Social  Security  could  ab.sorb  terminated  State  agency  personnel  so  that 
the  disability  program  would  not  be  disrupted? 

Answer.  Over  the  years,  we  have  found  the  States  to  be  very  cooperative  with 
the  Social  Security  Administration.  Since  the  beginning  of  the  disability  insur- 
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ance  program,  there  have  been  many  major  changes  in  the  law,  regulations,  and 
administration,  and  in  the  size  and  scope  of  the  activities  performed  by  the  States 
under  the  contractual  arrangements.  Throughout  this  period,  there  has  never 
been  a  serious  effort  by  either  a  State  or  the  Social  Security  Administration  to 
terminate  a  contract.  While  we  would  consider  it  very  unlikely  that  a  State 
would  pursue  termination  of  the  relationship  because  of  the  Social  Security  Ad- 
ministration's efforts  to  achieve  greater  consistency  and  uniformity  of  program 
results,  it  is  not  inconceivable. 

As  part  of  our  current  review  of  the  disability  insurance  program,  we  are 
giving  consideration  to  whether  any  changes  in  the  existing  relationships  would 
be  desirable.  While  we  are  not  prepared  to  make  any  specific  recommendations 
at  this  point,  we  will  continue  to  keep  you  advised  of  our  progress. 

PROBLEMS  IN  DISABILITY  INSURANCE 

Question.  The  long-term  estimate  for  the  disability  program  has  once  again 
been  substantially  increased.  In  recent  years  the  estimate  of  the  incidence  rate 
for  disability  has  been  drastically  increased  and  this  year  I  undei-stand  there 
is  a  new  assumption  of  fewer  benefit  terminations. 

How  can  we  reverse  this  trend??  Would  you  comment  on  the  following  pro- 
posals ? 

(1 )  More  uniform  and  tighter  administration  ; 

(2)  A  revised  definition  of  disability  in  the  law  or  more  explicit  regulations; 

(3)  A  revision  of  the  disability  benefit  structure  and  other  work  incentive 
provisions ;  and 

(4)  More  effective  rehabilitation. 

Answer.  Following  is  a  discussion  of  each  of  these  points. 

(1)  This  might  have  an  effect  if,  in  fact,  the  incidence  rate  is  related  to  the 
uniformity  and  tightness  of  administration.  However,  in  any  ease,  we  certainly 
want  the  administration  of  the  disability  program  to  be  as  uniform  and  tight 
as  possible. 

The  Social  Security  Administration  is  pursuing  a  number  of  initiatives  with 
these  goals  in  mind.  A  study  has  been  undertaken  to  determine  whether  more 
types  of  awards  should  be  regularly  reexamined  to  determine  whether,  and  to 
what  extent,  medical  improvement  occurs.  On  a  test  basis,  the  Social  Security 
Administration  has  instituted  a  100-percent  review  of  State  agency  determina- 
tions that  a  beneficiary  has  not  medically  recovered  from  his  disability.  At  the 
same  time,  the  Social  Security  Administration  is  working  with  State  agencies 
to  improve  adjudicative  skills  and  quality  controls,  and  to  expedite  disability 
claims  decisions.  We  cannot  say,  of  course,  to  what  extent  these  measures  will 
improve  long-term  trends  in  awards  and  terminations. 

(2)  A  revised  definition  of  disability  would  certainly  produce  fewer  allow- 
ances if  it  were  more  strict  than  the  present  definition.  Given  the  present  defini- 
tion of  disability,  it  is  doubtful  that  more  explicit  regulations  would  have  much 
effect  on  the  incidence  rate  of  disability  or  on  terminations. 

(3)  Revising  the  benefit  structure  downward,  offsetting  other  benefit  pay- 
ments, decoupling,  etc.,  could  surely  be  expected  to  have  some  effect  on  the 
number  of  people  coming  on  the  benefit  rolls  and  the  number  of  terminations. 
We  cannot,  though,  predict  what  the  extent  of  the  effect  would  be. 

(4)  More  effective  rehabilitation  and  rehabilitation  programs  would,  of  course, 
be  helpful  The  Social  Security  Administration  has  substantially  increased  its 
activities  in  the  administrative  oversight  of  the  VR  programs  funded  under  the 
Social  Security  Act.  Various  facets  of  State  VR  operations  are  being  closely  ex- 
amined to  ensure  compliance  with  policies  and  procedures  designed  to  rehabili- 
tate the  maximum  number  of  disability  beneficiaries.  The  Social  Security  Ad- 
ministration also  provides  the  State  agencies  with  various  instructions  and  train- 
ing materials  for  their  use  in  orienting  counselors  to  the  basic  philosophy  ot  the 

program.  ,  .      .  if 

The  Social  Security  Administration  is  also  currently  reviewing  a  sample  ot 
cases  reported  rehabilitated  by  the  VR  agencies  and  terminated  from  the  benefit 
rolls  in  fiscal  year  1976.  The  purpose  of  this  review  is  to  determine,  in  each 
sample  case,  the  impact  VR  services  had  on  the  termination.  Results  of  the  re- 
view are  provided  to  the  States  in  all  cases  reviewed.  This  should  help  the  States 
to  more  accurately  access  counselor  performance.  -^     ,  4-„ 

The  Social  Securitv  Administration  also  has  been  working  to  improve  its  data 
collection  system  for  evaluating  the  effectiveness  of  the  beneficiary  rehabilita- 
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tion  program.  As  a  result  of  this  improved  system,  better  coordination  among 
the  Social  Security  Administration,  the  individual  State  VR  agencies,  and  the 
Rehabilitation  Services  Administration  should  result  in  more  effective  use  ot 

^"oHesJS^rA!' will  the  Administration  recommend  the  enactment  of  legislation 
authorizing  bilateral  totalization  agreements  similiar  to  the  bill  the  Subcommit- 
tee held  hearings  on  last  year? 

B.  Can  vou  please  give  us  your  latest  estimates  as  to  how  man.y  people  would 
be  covered  by  the  agreements,  the  costs  of  the  additional  benefits,  and  the  ad- 
ministrative costs  ?  ,      .,       ^,  ---i    Tt„i„  „„n 

C  Do  you  expect  that  any  other  agreements  besides  the  ones  with  Italy  and 
West   Germany   might   be   negotiated   soon?   How   many   might   be   negotiated 

^"^D'^ckn^you  explain  which  classes  of  former  German  citizens  might  benefit 
inmiediSely  as  soon  as  the  U.S.-German  agreement  takes  effect,  and  which 
classes  you  hope  to  benefit  by  further  discussions  ? 

R  Ts^'you  Jnow,  the  United  States  has  negotiated  the  terms  of  only  two 
aa-reements— with  Italv  and  the  Federal  Repubbc  of  Germany  (FRU)  Theie 
would  be  a  backlog  es  imated  at  about  16.300  people  who  could  become  insured 
?or  a  US  social  security  benefit  under  the  Italy  and  FRG  agreements  The  on- 
JSnt  number  of  J^rsons  who  would  become  insured  for  U.S.  benefits  under 
these  agreements  is  estimated  at  abotu  1,100  persons  a  year. 

The  SgSange  program  cost  of  the  two  agreements  would  be  negligible.  The 
short^ringlfs  year)  program  costs  estimated  for  the  two  agreements  are  as 
follows : 


[In  millions  of  dollars] 

Fiscal  year 

Income 

Outlays 

1978.... .- 

1979 — 

1980 -- 

1981 - - 

1982 - 

-4 
-7 
_7 

-8 
-9 

-t-4 

It  is  estimated  that  the  Social  Security  Administration  could  dispose  of  the 
backlog  of  a  W  16.300  claims  in  about  two  years.  The  administrative  ca«ts  esti- 
mated for  the  two  agreements  are  as  follows: 


Fiscal  year 

Money 
(millions) 

Man-years 

iniQ                                                                                                   - 

$3.8 
.6 
.6 
.6 
.6 

215 
32 
32 
32 
32 

1979 - - 

1980 

1981 -- - 

1982 - - 

iC  We  do  not  expect  to  conclude  any  new  agreements  this  year.  However,  we 
have  had  technical'^discussions  with  Canada,  Switzerland,  and  France  and  may 
conclude  an  agreement  with  one  or  more  of  those  countries  next  year.  Also,  Japan 
nnd  the  United  Kingdom  have  expressed  interest. 

D  The  uS-FRG  agreement  would  provide  several  advantages  to  Germans 
who  became  U.S.  citizens  or  U.S.  residents.  .vstem 

1.  Many  who  do  not  have  sufficient  quarters  of  coverage  under  t^e  U^S^system 
to  be  eUgible  for  U.S.  benefits  could  become  eUgible  for  pro  rata  U.S.  benetits 

2  MaS?  whether  or  not  they  were  eligible  for  U.S.  benefitsmth  or  without 
totalization,  who  did  not  have  suffficient  coverage  "-d^^tl^t,^^^,^;^^^,^  '^^  '" 
eligible  for  FRG  benefits,  could  become  eligible  for  pro  rata  ^KG  be^nehts^ 

f  German  citizens  who  are  U.S.  residents  and  who  are  employed  by  a  German 
employer  in  the  United  States  woud  not  have  to  pay  contributions  to  both  the 
U.S.  and  FRG  systems  on  their  employment. 

94-325—77 6 
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4.  Those  former  Germans  wlio  have  become  U.S.  citizens  and  are  self-employed 
or  employed  by  a  U.S.  employer  in  the  FRG  would  also  not  have  to  pay  contribu- 
tions to  both  systems  with  resi)ect  to  their  self-employment  or  employment. 

Former  German  citizens  who  were  citizens  of  the  United  States  or  who  were 
refugees  or  stateless  persons  under  the  FRG  law  residing  in  the  UnitM  States 
and  who  were  Nazi  victims  who  had  generally  at  least  five  years  of  FRG  cov- 
erage were  allowed  to  make  voluntary  FRG  contributions,  including  substantial 
retroactive  contributions,  if  they  applied  for  this  right  by  December  31,  1975. 
Citizens  of  certain  countries  are  permitted  to  count  voluntary  contributions  to 
meet  the  five-year  requirements  under  provisions  in  social  security  agreements. 
Because  the  United  States  did  not  have  a  totalization  agreement  in  force  with 
the  FRG  by  the  deadline.  U.S.  citizens  who  were  Nazi  victims  were  unable  to 
meet  the  requirement  before  the  deadline.  The  United  States  hopes  to  secure  the 
right  for  this  group  to  make  voluntary  contributions  when  a  U.'S.-FRG  supple- 
mentary administrative  agreement  is  negotiated.  (This  situation  does  not  involve 
FRG  citizens  who  are  residents  in  the  United  States  because  they  have  the  right 
to  make  voluntary  contributions  by  virtue  of  their  FRG  citizenship.) 

WAGE    REPORTING   PROBLEMS 

Question.  Won't  the  recent  legislation  on  annual  reporting  make  it  much  more 
difficult  to  check  up  on  earnings  for  the  termination  of  disability  benefits,  for 
policing  of  the  retirement  test,  and  in  determining  earnings  for  unemployment 
compensation  and  welfare  purposes.  What  can  be  done  to  remedy  this  situation? 

Answer.  Since  the  Social  Security  Administration  will  be  receiving  wage  re- 
ports annually  under  the  recent  legislation  instead  of  quarterly  as  theretofore, 
the  reports  will  not  be  as  useful  in  enforcing  the  retirement  test,  determining 
whether  a  disability  beneficiary  has  returned  to  work,  and  verifying  earned  in- 
come for  determing  eligibility  for  SSI  payments.  As  a  result,  overpayments  of 
benefits  generally  will  not  be  discovered  as  early  as  under  quarterly  reporting. 
Since  the  time  frame  in  any  annual  reporting  system  is  longer  than  in  a  quarterly 
reporting  system,  the  impairment  of  the  u.se  of  the  reports  as  an  enforcement  de- 
vice is  unavoidable :  these  problems  are  inherent  in  an  annual  reporting  system. 
However,  because  wage  reporting  systems  for  unemployment  insurance  pur- 
poses are  established  by  State  law,  they  are  not  necessarily  affected  by  the  change 
to  annual  reporting  for  social  security  and  income  tax  purposes. 

Although  annual  reporting  will  affect  the  usefulness  of  wage  reports  as  an 
enforcement  device,  it  will  result  in  substantial  benefits  for  employers  and  for 
the  government  as  a  whole.  Annual  reporting  will  result  in  savings  for  employees 
of  several  hundred  million  dollars  each  year.  So  far  as  benefits  to  government  are 
concerned,  in  addition  to  administrative  savings  to  the  Social  Security  Adminis- 
tration, annual  reporting  will  also  contribute  to  the  detection  and  correction  of 
significant  tax  errors  on  the  part  of  employees. 

ANNUAL   REPORT  .   . 

Quc-^tion.  As  you  know,  legislation  to  authorize  annual  reporting  of  social 
security  earnings  in  combination  with  the  reporting  of  wages  for  income  tax 
purposes  was  enacted  in  January  of  1976.  The  House  delayed  the  effective  date 
of  this  legislation  for  a  year  in  order  to  give  the  Administration  an  opportunity 
to  suggest  any  changes  it  feels  are  necessary  before  it  is  implemented. 

Has  the  Administration  formulated  a  position  on  this  as  yet  and  if  not,  does 
it  expect  to  do  so  this  year? 

Answer.  Changes  in  the  annual  reporting  provisions  are  needed  to  facilitate 
administration  and  more  fully  realize  the  benefits  for  employers  and  the  Govern- 
ment that  should  result  from  annual  reporting.  The  Administration's  proposal, 
which  was  sent  to  Congress  on  May  19,  1977,  would  implement  the  recommen- 
dation made  in  the  ioint  HEW-Treasury  report  on  annual  reporting  to  the  Con- 
gress. The  proposal  will  recommend  substantive  changes  in  the  Social  Security 
Act  to  eliminate  the  need  for  employers  to  report  quarterly  data  on  an  annual 
l)asis  for  individual  employees,  as  is  necessary  luider  the  present  annual  report- 
ing provisions ;  it  will  be  necessary  for  employers  to  report  only  annual  data. 

HI  FUND  BEL4.LL0CATI0N 

Question.  With  respect  to  your  proposal  to  reallocate  part  of  the  scheduled 
1978  and  1981  HI  tax  rate  increases  into  the  disability  program,  what  proportion 
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of  those  scheduled  tax  increases  will  in  fact  be  reallocated?  Show  tliis  year  by 
year.  How  does  this  translate  into  dollars? 

Answer.  Under  present  law,  the  contribution  rate  for  the  HI  program  is  sched- 
uled to  increase  by  0.20  percent,  each,  for  employees  and  employers  on  .January  1, 
197S,  and  by  another  0.25  percent  on  .January  1.  1981.  Under  the  Administration's 
proposal,  each  of  these  HI  rate  increases  would  be  reduced  by  0.10  percent,  and 
tlie  contribution  rates  for  the  cash  benefits  program  (OASDI)  would  be  increasefl 
by  a  like  amount.  The  part  of  the  proposed  OASDI  tax  rate  allocated  to  the  DI 
trust  fund  for  the  period  1978-82  would  be  increased  by  0.15  percent,  each,  for 
employees  and  employers  over  and  al)Ove  the  rates  allocated  under  present  law. 

The  contribution  rates  that  are  scheduled  under  present  law  during  the  period 
1977-82,  and  the  Administration's  proposed  rates  for  the  same  period,  are  shown 
in  the  following  table : 

CONTRIBUTION  RATES  FOR  EMPLOYEES  AND  EMPLOYERS,  EACH,  1977-82 

[In  percent! 


Calendar  year 

Total 

OASDI 

OASI 

DI 

HI 

Present  law: 

1977 

1978-80 -- 

5.85 
6.05 

4.95 
4.95 
4.95 

4.95 
5.05 
5.15 

4.375 
4.350 
4.300 

4.375 
4.300 
4.350 

0.575 

.600 
.650 

.575 
.750 
.800 

0.90 
1.10 

1981-82... 

Administration's  proposal: 

1977 

1978-80. 

1981-82 

6.30 

5.85 
6.05 
6.30 

1.35 

.90 
1.00 
1.15 

As  a  result  of  the  shift  of  contribution  rates  for  HI  to  OASDI,  contribution 
income  to  the  combined  OASI  and  DI  trust  funds  will  be  increased,  and  contribu- 
tion income  to  the  HI  trust  fund  will  be  decreased,  by  the  estimated  amounts 
that  are  shown  below.  (The  amounts  were  estimated  after  taking  account  of  (1) 
the  proposed  gradual  elimination  of  the  earnings  base  for  employers  and  (2) 
the  proposed  ad  hoc  increases  of  .$600  in  the  contribution  and  benefit  base  for 
employees  in  each  year  1979  and  1981.) 

ESTIMATED  AMOUNT  OF  CONTRIBUTION  INCOME  THAT  WOULD  BE  TRANSFERRED  FROM  HI  TO  OASDI 

[In  billions] 


Amount  due 

to  tax  rate  shift  in— 

Calendar  year 

Total 

1978 

1981 

1978.... -- 

1979 

$1.6 

.      ..                     2.0 

$1.6 

2.0 

1980                              

.       2.3 

2.3 

2.5 
2.7 

1981.. 

1982 

4.8 

5.4 

$2.3 
2.7 

Total  1978-82 

16.1 

11.1 

5.0 

Of  the  amounts  shown  in  the  above  table,  the  amounts  shown  below  would  be 
transferred  to  the  DI  trust  fund. 

ESTIMATED  AMOUNT  OF  CONTRIBUTION  INCOME  THAT  WOULD  BE  TRANSFERRED  FROM  HI  TO  DI 

[In  billions] 


Calendar  year 

Total 

Amount  di 

ue  to  tax 

rate 

shift 

in— 

1978 

1981 

1978 

$1.6 

$1.6  .. 

1979 

Total,  1978-82 

2.0 

2.3 

3.8 

4.1 

2.0 

1980 

2.3 

1981. 
1982. 

2.5 
2.7 

$1.3 
1.4 

13.8 

11.1 

2.7 

7.4 

FINANCE 

Question.  Would  you  please  provide  a  detailed  breakdown  of  how  each  of  the 
three  trust  funds  (OASI,  DI,  and  HI)  is  affected  over  a  5-year  period  by  each 
of  the  President's  proposals? 

Answer.  The  estimated  amount  of  additional  contribution  income  to  each  of  the 
three  tnist  funds,  OASI,  DI,  and  HI,  that  would  result  from  each  of  the  financ- 
ing changes  in  the  Administration's  proposal  is  shown  in  the  following  table  for 
calendar  years  1978-82.  The  table  also  sliows  the  estimated  amount  of  transfers 
from  the  general  fund  to  each  trust  fund  and  the  estimated  amount  of  reduction 
in  benefit  payments  that  would  result  from  the  proposed  changes  in  benefits.  The 
net  amount  of  additional  interest  income  resulting  from  all  of  the  proposed 
changes  in  financing  and  benefits  is  also  shown  in  the  table. 

FEBTIUTT    RATES 

Question. — Mr.  Secretary,  what  prompted  the  Board  of  Trustees  to  change  the 
assumption  in  last  year's  report  which  showed  a  1.9  fertility  rate? 

Answer.  The  Trustees  this  year  examined  the  evidence  on  fertility  trends  and 
have  concluded  that  it  does  not  warrant  the  assumption  of  a  fertility  rate  as  low 
as  1.9  over  the  nest  75  years.  They  believe  that  the  1.9  assumption  adopted  last 
year  was  too  strong  a  reaction  to  the  low  fertility  rate  of  the  past  few  years.  The 
use  of  a  2.1  fertility  rate  for  the  central  set  of  assumptions  makes  the  social 
security  fertility  projection  consistent  with  the  intermediate  assumption  used 
in  the  Census  Bureau's  estimates. 

The  effect  of  using  2.1  instead  of  1.9  depends  upon  the  time  period  considered. 
The  change  has  no  measurable  effect  on  the  costs  for  the  first  25  years  (1977- 
2001)  of  the  projection  period;  for  the  second  25  years  (2002-2026)  it  produces 
costs  which  are  2  percent  less  than  those  produced  by  the  1.9  fertility  rate ;  and 
for  the  third  25  years  (2027-2051)  it  produces  costs  which  are  7  percent  less 
than  those  produced  by  tne  1.9  fertility  rate.  Measured  over  the  entire  75-year 
period,  the  average  cost  is  reduced  from  20.03  percent  of  taxable  payroll  to  19.19 
percent ;  and  the  75-year  actuarial  deficit  is  decreased  from  9.04  percent  of  tax- 
able payroll  to  8.20  percent. 
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PRESIDENT  CARTER'S  SOCIAL  SECURITY  PROPOSALS 


MONDAY,  JULY  18,  1977 

House  of  Repeesextatives, 
Subcommittee  ox  Social  Security, 

Committee  ox  Ways  axd  ISIeaxs, 

Washington^  D.C. 

Tlie  subcommittee  met  at.  10  a.m..  pursuant  to  notice,  in  room  11-208, 
the  Capitol,  Hon.  Joe  D.  Waggonner  presiding. 

Mr.  Waggoxxer.  The  subcommittee  at  this  time  reconvenes  the 
hearings  commenced  on  the  10th  day  of  ]May  of  this  year  for  the  pur- 
pose of  receiving  testimony  on  the  administration's  financing  pro- 
posals and  other  proposed  "revisions  of  the  social  security  system. 

The  hearings  will  continue  throughout  this  Aveek  and  part  of  the 
following  week. 

As  vou  know,  our  able  and  distinguished  chairman,  the  gentleman 
from  Massachusetts,  Mr.  Burke,  is  presently  hospitalized  and  will  not 
Ije  able  to  preside  over  these  hearings.  The  absence  of  his  guidance  and 
leadership  will,  of  course,  be  felt.  I  solicit  the  assistance  and  the  atten- 
tion of  members  during  the  discussion  of  the  many  serious  issues  at 
liand  so  as  to  partially  compensate  for  what  we  hope  is  only  a  tem- 
porary loss. 

Having  talked  with  him  several  times  last  week  and  again  earlier 
tliis  morning,  it  would  appear  to  me  that  if  they  keep  him  in  good, 
strong,  black  cigars,  whether  Cuban  cigars  or  not,  it  will  l^e  just  a  tem- 
porary loss,  because  his  spirits  are  good. 

The  time  limits  of  these  hearings  cannot  be  exaggerated.  The  com- 
mittee has  a  grave  responsibility  to  insure  the  financial  integrity  of  the 
social  security  program. 

I  want  to  add  this  has  to  be  done. 

To  accommodate  the  President  and  the  Speaker,  the  cominittee 
suspended  its  subcommittee's  legislative  business  for  the  considera- 
tion of  the  energy  bill. 

This  is  our  first  opportunity  to  receive  comments  from  the  general 
public.  We  are  encouraged  that  the  administration  has  come  forward 
with  its  draft  legislation  and  taken  the  responsible  course  of  action  in 
recognizing  the  importance  of  presenting  legislation  this  year. 

We  look  forward  to  working  with  the  administration  in  developing 
the  most  effective  and  timely  solutions  to  the  financing  problems  and 
other  important  issues  in  1977. 

Although  the  primary  focus  of  our  hearings  is  on  the  administra- 
tion's social  security  financing  proposals,  the  subcommittee  invited 
comments  on  an  extensive  range  of  legislative  issues  07i  social  security 
which  the  committee  mav  act  on  at  the  conclusion  of  these  hearings. 

We  have  a  very  full  hearing  agenda.  There  are  approximately  120 
witnesses  scheduled  to  testify. 

(77) 
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Our  hearings  have  been  scheduled  for  every  day  this  week  through 
Friday  and  for  Tuesday  and  Wednesday  of  next  week. 

The  hearings  will  commence  at  10  a.m.  each  day  and  run  until  noon- 
time and  from  2  p.m.  until  witnesses  scheduled  for  each  day  have 
completed  their  testimony. 

To  further  clarify  what  I  mean  by  noontime,  being  in  this  room, 
it  is  my  intention — although  I  will  be  involved  heavily  with  the  Ad 
Hoc  Energy  Committee  this  week  to  the  extent  the  chairman  of  that 
committee  has  scheduled  Saturday  and  Sunday  meetings — that  we  will 
continue  here  in  this  room  until  we  get  the  first  bells  in  the  House  or 
until  about  12:30. 

It  has  been  necessary  to  impose  time  limits  on  the  oral  statements  of 
witnesses.  The  maximum  time  limit  of  10  minutes  will  be  observed  and 
some  witnesses  will  be  asked  to  limit  their  testimony  to  5  minutes. 
Tliose  time  limits  will  have  to  be  strictly  adhered  to. 

Without  objection,  I  will  have  inserted  at  the  conclusion  of  my 
statement  the  subcommittee  press  release  of  June  10,  1977,  annoimc- 
ing  this  series  of  hearings. 

[The  press  release  follows :] 

[Press  release  of  Friday,  June  10,  1977] 

Chairman  James  A.  Bukke,   (D.  Mass.),  Subcommittee  on  Social  Security, 

Committee  on  Ways  and  Means 

The  Honorable  James  A.  Burke  (D.  Mass.),  Chairman  of  the  Subcommittee 
on  Social  Security,  House  Committee  on  Ways  and  Means,  announced  today  that 
the  Subcommittee  on  Social  Security  will  continue  its  hearings  on  the  social 
security  system.  These  hearings  began  on  May  10th  when  Secretary  Califano 
of  the  Department  of  Health,  Education,  and  Welfare  testified  on  the  Carter 
administration's  social  security  proposals.  The  public  hearings  on  social  security 
which  had  been  scheduled  to  begin  on  May  16th  were  postponed  because  of  the 
working  schedule  of  the  full  Ways  and  Means  Committee  on  the  President's 
energy  proposals. 

A  hearing  will  be  held  on  Saturday,  June  ISth  at  10  a.m.  in  the  Main  Com- 
mittee hearing  room  in  the  Longworth  House  Office  Building,  to  provide  Members 
of  Congress  with  an  opportunity  to  testify.  On  July  18-22,  additional  hearings 
will  be  held  for  interested  individuals  and  representatives  of  organizations.  The 
July  hearings  will  begin  at  10  a.m.  each  day  in  room  H-208  in  the  Capitol.  If 
necessary,  the  hearings  will  be  extended  to  the  week  of  July  25th. 

Chairman  Burke  indicated  that  the  hearings  are  expected  to  Include  com- 
ments on  the  President's  financing  proposals  as  well  as  a  broad  range  of  social 
security  issues,  including  the  disability  in.surance  program,  the  appeals  process, 
equal  treatment  of  men  and  women,  the  earnings  limitation,  international  social 
security  agreements,  coverage  under  social  security,  annual  reporting,  etc. 

Any  individual  or  organization  that  requested  an  opportunity  to  testify  at  the 
May  Social  Security  Subcommittee  hearings  must  reconfirm  the  request  to  testify 
at  the  July  hearings. 

The  limited  time  available  to  the  subcommittee  for  the  hearings  requires  that 
all  persons  and  organizations  with  a  common  position  exert  the  maximum  effort 
to  designate  one  spokesman  to  represent  their  viewpoint.  It  will  be  necessary  for 
each  witness  to  summarize  his  testimony,  with  the  understanding  that  a  more 
detailed  statement  can  be  submitted  for  review  and  for  inclusion  in  the  printed 
record  of  the  hearing.  If  it  becomes  necessary,  the  subcommittee  staff  will  group 
the  witnesses  into  panels  to  expedite  the  hearing  process  further. 

Requests  from  Members  of  Congress  to  testify  on  June  18th  must  be  received 
no  later  than  Thursday,  June  16th.  Requests  to  testify  at  the  July  hearings 
must  be  received  no  later  than  the  close  of  business  on  Friday,  July  8th.  Re- 
quests should  be  addressed  to  .John  M.  Martin.  Jr.,  Chief  Counsel,  Committee  on 
Ways  and  Means,  1102  Longworth  House  Office  Building,  Washington,  D.C. 
20515,  telephone:  (202)  225-3625.  Confirmation  of  appearance  to  those  request- 
ing to  be  heard  will  be  made  promptly.  If  a  change  in  the  witness  or  a  cancella- 
tion is  necessary,  please  advise  this  office  immediately. 
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The  request  to  be  heard  should  contain  the  following  information : 

(1)  The  name,  address  and  capacity  in  which  the  witness  appears; 

(2)  A  list  of  any  clients  (or  the  firm  or  association  he  represents)  at 
whose  behest  or  in  whose  employ  the  witness  appears ; 

(3)  The  precise  aspect  of  the  hearing  to  which  the  witness  will  address 
himself;  and 

(4)  An  outline  of  the  comments  and  recommendations  the  witness  will 
make. 

Persons  scheduled  to  appear  must  submit  50  copies  of  their  prepared  state- 
ment to  the  committee  oflBce,  room  1102  Longworth  House  OflSce  Building,  at 
least  24  hours  in  advance  of  the  appearance.  An  additional  supply  may  be  fur- 
nished for  distribution  to  the  press  and  public. 

Any  person  or  organization  may,  instead  of  appearing  in  person,  file  a  wrritten 
statement  for  inclusion  in  the  printed  record  of  the  hearing.  For  this  purpose, 
five  copies  of  the  statement  should  be  submitted  by  the  close  of  business,  Friday, 
July  22,  1977.  Additional  copies  may  be  furnished  for  distribution  to  the  mem- 
bers of  the  committee,  staff,  press,  and  public,  if  submitted  to  the  committee 
during  the  course  of  the  hearings. 

Mr.  WAGGONiSrER.  As  our  first  witness  today,  the  subcommittee  wel- 
comes the  distino:uished  gentleman  from  Florida,  our  colleague.  Sena- 
tor Claude  Pepper.  The  subcommittee  appreciates  your  appearance, 
Senator,  and  you  may  proceed. 

STATEMENT  OP  HON.  CLATTDE  PEPPER,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OP  PLORIDA 

Mr.  Pepper.  Good  morning,  Mr.  Chairman. 

Mr.  Waggonis-er.  Senator,  before  we  start.  I  would  like  to  ask  INfr. 
Conable,  the,  ranking  minority  member  of  the  full  committee,  if  he 
wants  to  add  anything  to  the  statement. 

Mr.  CoxABLE.  No,  thank  you,  at  this  time,  Mr,  Chairman.  We  regret 
the  absence  of  our  friend,  Mr.  Burke,  but  we  understand  it  is  im- 
portant that  these  hearings  go  forward.  I  hope  we  will  see  some  action 
on  social  security  in  this  session. 

Mr.  Waggonner.  Thank  you,  Mr.  Conable. 

Senator,  proceed  in  your  way. 

]Mr.  Pepper.  Thank  you,  Mr.  Chairman,  and  members  of  the 
committee. 

I  am  very  grateful  to  appear  before  you  today  and  commend  you 
for  holding  these  hearings  so  promptly  after  your  extremely  hea^^y 
duties  related  to  the  President's  energy  proposal.  I  believe  your  desire 
to  hold  these  hearings  as  soon  as  you  were  able  indicated  the  import- 
ance you  attach  to  this  issue  and  your  commitment  to  act  on  legislation 
to  resolve  the  system's  financial  problems. 

In  submitting  his  proposals  on  the  financing  of  social  security  on 
May  9,  1977.  the  President  responded  promptly  to  his  campaign 
promise  to  safeguard  the  financial  integrity  of  the  social  security  svs- 
tem.  T  applaud  the  President's  promptness  as  well  as  the  nature  of  his 
response. 

OA^erall.  I  believe  the  President's  proposal  is  a  major  first  step  in 
the  updating  of  the  social  security  system  and  one  that  should  be  acted 
on  quickly  in  order  to  alleviate  any  anxiety  created  by  the  potential 
"bankruptcy"  of  the  system.  The  proposal  contains  a  number  of  im- 
portant elements  for  both  the  short  run  and  the  long  run  deficit  that 
T  would  like  to  comment  on.  The  one  element  that  seems  to  have  gained 
the  most  attention  initially  is  the  limited  use  of  general  revenue  funds. 
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The  President's  proposed  use  of  general  revenues  is  a  very  modest 
and  extremely  limited  one — one  that  is  far  more  conservative  than 
that  proposed  by  your  chairman,  Mr.  Burke,  last  Congress  and  sup- 
ported by  some  130  co-sponsors,  of  which  I  am  proud  to  be  one.  Mr. 
Carter  proposes  to  initiate  a  special  countercyclical  system  through 
1982  and  retroactive  to  1975  which  would  use  general  revenues  to 
replace  the  social  security  taxes  lost  when  the  unemployment  rate 
exceeds  6  percent.  Such  a  program  would  provide  $14.1  billion  of  the 
$83  billion  needed  to  balance  the  old  age  and  survivors  insurance  and 
the  disability  insurance  trust  funds  during  the  short  term  through 
1982. 

I  am  sure  that  it  comes  as  no  revelation  to  the  members  of  this 
committee  that  the  use  of  general  revnues  to  finance  benefits  under  the 
social  security  system,  excludino;  needs-tested  programs,  is  not  now. 
In  fact,  in  1976.  over  $4  billion  from  oreneral  revenues  was  paid  to  the 
trust  funds  for  benefits  to  certain  uninsured  persons  ajre  72  and  over, 
for  benefits  related  to  militaiy  service,  for  parts  A  and  B  of  medicare, 
and  for  noncontributory  wage  credits  for  American  citizens  of  Japa- 
nese ancestry  interned  during  "World  War  IT.  It  seems  clear  to  me 
that  the  present  circimistances  warrant  the  extension  of  this  present 
practice,  at  least  in  the  short  run,  to  insure  the  financial  stability  of 
the  system. 

I  am  reminded  bv  the  national  council  of  senior  citizens  in  its  "Pro- 
gram for  the  95th "Congress''  that  from  1944  to  1950,  title  II  of  the 
Social  Security  Act  contained  a  provision  authorizing  the  appropria- 
tion to  the  tmst  funds  such  additional  sums  as  mijrht  be  required  to 
finance  benefits  under  the  title.  It  is  my  understanding  that  this  pro- 
vision was  later  eliminated  l:»ecause  there  was  never  a  need  to  use  it 
and  such  a  need  Avas  not  foreseen.  I  believe  that  now  is  an  excellent 
time  to  reaffirm  in  statutory  language  that  Congress  will  guarantee 
the  financial  stability  of  the  social  security  system. 

In  a  1973  survey  of  social  security  programs.  105  countries  had  a 
social  insurance  plan  for  old  age,  disability  and  survivors  and  over 
half  used  genei-al  revenues  from  the  Government.  For  example,  the 
CoATT-nment  in  Japan  contributes  20  percent  of  the  benefit  costs:  "West 
Gormnny  conti'ibutes  nn  annual  subsidy  of  15  percent,  the  Ignited 
Kiuq-dom  ronti'ibutes  nbout  25  percept.  Trelond  about  one-third.  The 
"NTethorlands  guarantees  agsiinst  any  deficit  and  nays  the  contribution 
for  low-income  workers.  Clearly,  the  use  of  general  rovenues  in  a 
social  insurance  plan  for  old  asre.  disability  and  survivors  is  not  unique 
and  not  some  7iew.  luitried  practice. 

Tho  President's  proposal  also  calls  for  n  small  iurmase  in  the  wnge 
base  for  individuals  and  the  removal  of  the  v/ao-o  ceiling  upon  which 
employers  pay  social  security  taxes.  I  believe  this  anproach  is  much 
more  equitable  than  an  incroasp  in  the  tpx  rato  for  all.  By  implement- 
inir  tliic  clunno-e.  we  will  mako  the  financing  of  the  svstem  increasingly 
pronoT'tionnl  ond  less  re^res^ive.  Moreover,  I  was  ctnick  by  S^cretarv 
Califano's  testimony  before  your  committee  thnt  this  approach  wonld 
actually  cost  employers  almost  i^4  bilbon  less  than  if  the  traditional 
method  of  fiuRncin.cr  were  used  and  the  tax  rate  were  increased  .3 
perroTit  for  both  employers  and  employees. 

What  is  now  often  called  n  "tedinicnl  error"  in  the  1972  amend- 
ments needs  to  be  corrected.  The  President's  proposal  does  address 
this  error  which  is  more  formally  called  "decoupling."  Actually.  I 
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believe  the  problem  has  resulted  from  the  nnprecedented  high  rate  of 
inflation  at  the  same  time  as  high  unemployment.  This  combination 
would  result  in  benefits  rising  much  faster  than  wagers,  and  in  some 
future  retirees  becoming  eligible  for  benefits  exceeding  any  wages  they 
have  ever  earned.  We  need  to  correct  this  situation  so  that  benefits  for 
future  retirees  will  replace  the  same  proportion  of  pre-retirement 
earnings  as  received  by  current  retirees.  At  the  same  time,  we  should 
note  that  benefits  at  retirement  should  be  determined  by  a  wage- 
indexed  formula  which  allows  retirees  to  share  in  productivity  in- 
creases in  the  economy.  Certainly,  the  purchasing  power  of  benefits 
should  be  maintained  after  retirement  by  automatic,  cost-of-living 
adjustments.  In  fact.  I  would  support  a  semiannual  adjustment  and  a 
separate  consumer  price  index  for  the  elderly. 

^Miile  I  commend  the  President's  proposal  concerning  social  secur- 
ity in  general,  I  do  have  some  concern  about  the  shift  of  revenues  from 
the  hospital  insurance  trust  fund,  especially  if  such  a  switch  would 
prevent  the  improvements  in  the  Medicare  program  that  our  com- 
mittee has  proposed :  for  example,  increases  in  home  health  care  serv- 
ices, coverage  for  preveiitative  checkups  and  for  medical  appliances 
like  eyeglasses,  dentures,  and  hearing  aids.  Perhaps  a  continued  use 
of  general  revenue  funds  would  be  preferable  to  a  switch  of  funds 
between  trust  funds. 

As  you  know,  Mr.  Chairman.  I  have  been  a  long  time  advocate  of 
eliminatinir  the  retirement  test  under  social  security  for  those  between 
65  and  72.  I  realize  that  there  are  some  important  financial  considera- 
tions involved  in  this  matter.  But.  T  would  hope  that  this  issue  will 
be  addressed  in  any  amendments  that  you  might  report  out.  Our  com- 
mittee has  advocated  the  lilwralization  of  the  earnings  test  and  I  would 
favor  its  complete  removal  as  contained  in  H.E.  1134.  This  committee 
has  gradually  raised  the  amounts  that  a  recipient  of  social  security 
may  receive  without  losing  any  benefits  up  to  $3,000  a  year. 

There  are,  Mr.  Chairman,  a  few  additional  items  related  to  social 
security  which  I  believe  deserve  consideration  and  which  T  would 
support :  Elimination  of  all  of  the  social  security  laws  which  discrimi- 
nate on  the  basis  of  sex;  extension  of  the  social  security  system  to 
include  mandatoiy  coverage  of  all  workers  including  State  and  local 
jurisdictions;  elimination  of  the  monthly  aspect  of  the  retirement  test 
(if  any  test  is  to  be  kept)  and  retention  of  the  annual  limitation. 

The*  social  security  system  has  become  a  major  source  of  retirement 
income  for  millions  of  Auiericans.  For  this  reason,  the  system  must 
be  maintained  on  a  sound  basis.  I  am  sorry,  however,  that  the  present 
financial  situation  prohibits  our  discussing  increases  in  the  benefit 
levels.  Today,  over  2  million  senior  citizens — most  of  whom  receive 
social  securitv — are  receiving  additional  income  through  the  supple- 
mental security  income  program.  The  Federal  payment  level  for  these 
persons  is  still  well  below  the  poverty  level. 

T  would  respectfully  suggest  we  should  try  to  raise  the  supplemental 
income  standard  to  at  least  the  poverty  level. 

According  to  a  social  security  survey  of  newly  entitled  beneficiaries, 
over  20  percent  of  married  and  48  percent  of  the  unmarried  had  only 
social  securitv  as  their  income  and  no  income  from  a  second  pension 
or  earnings.  About  40  porcent  of  the  married  and  65  percent  of  the 
unmarried  mentioned  above  had  a  total  income  below  the  poverty 
level.  This  situation  certainlv  needs  to  be  corrected. 
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In  concluding,  Mr.  Chairman,  I  would  like  to  state  that  I  am  most 
pleased  with  the  quickness  with  which  the  President  act«d  and  the 
nature  of  his  response.  It  represents  a  welcome  first  major  step  toward 
preserving  the  financial  integrity  of  the  social  security  system  and  I 
am  hopeful  that  Congress  will  act  on  this  matter  promptly  and 
thoroughly. 

I  want  to  thank  you,  Mr.  Chairman,  and  members  of  the  subcom- 
mittee, for  this  opportunity  to  appear  before  you  this  morning. 

Mr.  Waggonner.  Thank  you,  Mr.  Pepper. 

Mr.  Conable? 

Mr.  CoisrABLE.  Mr.  Chairman,  I  would  like  to  interrogate  you  for  a 
minute  about  this  hearing.  I  realize  it  is  not  your  fault,  but  I  find  it 
very  difficult  to  take  seriously  a  hearing  held  under  these  circum- 
stances. Is  there  any  alternative,  a  hearing  room  or  emdronment  that 
would  be  more  conducive  to  some  understanding  of  the  proposals  that 
are  beinij  made  to  us  ? 

Mr.  Waggonner.  It  is  being  explored,  Mr.  Conable. 

Mr.  Conable.  This  is  an  impossible  situation.  I  think  there  is  wide- 
spread interest  in  this  subject  matter.  It  needs  timely,  earnest  and  seri- 
ous consideration  and  it  is  not  going  to  get  it  under  these  circum- 
stances. I  just  hope  that  something  can  be  done. 

Mr.  Waggonner.  It  is  being  explored.  The  problem  is  being  further 
complicated.  I  am  told  the  chaiiTiian  has  scheduled  this  room  for  other 
activity  throughout  the  week  between  the  hours  of  12  and  2. 

Mr.  'Conable.  I  am  finding  it  hard  to  believe  that  anybody  can  se- 
riously expect  us  to  deliberate  with  thoughtfulness  under  the 
circumstances. 

Mr.  Waggonner.  If  it  can  be  corrected,  it  will  be. 

Mr.  Conable.  I  think  we  must  correct  it. 

I  appreciate  Senator  Pepper's  thoughtful  analysis.  I  regret  that  he 
has  had  to  deliver  his  testimony  under  these  circumstances. 

I  wonder  if  we  could  have  the  door  closed,  too,  Mr.  Chairman,  so  we 
won't  have  hall  noises. 

Mr.  Pepper.  Thank  vou  very  much,  Mr.  Chairman. 

Mr.  Waggonner.  Thank  you  very  much.  Are  there  any  other  ques- 
tions from  membei-s  of  the  committee? 

Mr.  Pickle.  I  did  want  to  add  that  I  appreciate  the  Senator's  three 
points  he  raised,  but  we  will  do  it  as  the  hearing  proceeds.  This  gentle- 
man has  been  a  leader  in  the  care  of  the  elderly  and  in  social  security. 
We  appreciate  your  testimony. 

Mr.  Pepper.  Thank  you  very  much. 

Mr.  Waggonner.  Thank  you,  Mr.  Pepper. 

Next,  we  will  hear  from  our  colleague  from  New  York,  !Mr. 
Bingham. 

STATEMENT  OE  HON.  JONATHAN  B.  BINGHAM,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  NEV7  YORK 

Mr.  Bingham.  Thank  you  ver>^  much.  Mr.  Chairman,  and  members 
of  the  subcommittee. 

I  will  try  to  abbreviate  my  statement  in  the  interests  of  time.  I  do 
appreciate  the  opportunity  to  testify  on  a  matter  of  vital  importance 
to  all  Americans— the  restoration  of  fiscal  integrity  to  the  social  se- 
curity trust  funds. 
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I  generally  support  the  President's  proposals  to  prevent  the  short- 
run  exhaustion  of  the  Old  Age,  Survivors  and  Disability  Insurance 
Trust  Funds  and  drastically  reduce  their  long-run  projected  deficits. 
I  applaud  the  President's  efforts  reflected  in  his  proposals  to  accom- 
plish these  difficult  goals ; 

Without  additional  tax  rate  increases  on  the  employee  beyond  that 
already  in  present  law ; 

Without  impairing  the  economic  recovery  this  year  and  next,  delay- 
ing increases  in  employer  payroll  tax  liabilities  until  1979 ;  and 

Without  sacrificing  the  future  benefits  of  workers,  assuring  them 
the  same  proportion  of  preretirement  pay  that  today's  retirees  receive, 

I  also  support  the  concept  of  supplementing  the  trust  funds  with  gen- 
eral tax  revenues.  As  a  long-time  co-sponsor  of  Chairman  Burke's  pro- 
posal to  supplement  the  social  security  trust  funds  with  one-third  gen- 
eral tax  revenues,  I  welcome  any  step  in  that  direction.  However,  I  am 
concerned  about  pegging  the  trigger  for  countercyclical  assistance  to 
the  trust  fimds  to  6  percent  unemployment. 

It  is  my  fein^ent  hope  that  after  1979  when  unemployment  is  ex- 
pected to  go  below  6  percent,  that  we  will  never  see  it  above  that  level 
again.  Congress  and  the  executive  branch  should  by  then  have  devised 
jobs  programs  to  insure  that  goal. 

One  final  point  on  the  use  of  general  tax  revenues :  It  is  not  a  new 
concept.  The  Advisory  Council  which  proposed  the  original  legisla- 
tion recommended  it  in  1935  and  a  backup  general  revenues  aid  mech- 
anism— allowing  the  authorization  and  appropriation  of  funds  as 
needed — was  enacted  in  1989  but  never  used  so  it  was  repealed  in  1950. 
The  rationale  for  the  mechanism  was  essentially  the  same — to  avoid 
tax  increases  in  a  recessionary  period. 

Looking  at  the  longrun  aspect  of  the  President's  plan,  I  am  con- 
cerned about  acceptance  of  a  so-called  manageable  deficit  of  1.9  percent 
of  taxable  payroll  into  the  middle  of  the  next  century.  Tliis  leaves  no 
room  for  what  I  am  sure  will  be  necessary  changes  in  the  social  secu- 
rity law  to  eliminate  inequities  or  liberalize  benefits  to  meet  changing 
economic  conditions.  I  don't  expect  that,  after  shortrun  and  longrun 
financing  proposals  are  adopted,  this  subcommittee  will  retire  to  over- 
sight duties  only  and  not  make  further  changes  in  benefits.  Of  course, 
under  the  President's  plan  the  temporary  countercyclical  general  tax 
revenue  aid  to  the  trust  funds  could  be  made  permanent  bej'ond  1982 
if  so  recommended  by  the  next  Social  Security  Advisory  Council,  but 
again  we  run  into  the  6-percent  trigger  problem. 

I  strongly  believe  we  need  to  build  in  room  in  the  social  security  fi- 
nancing system  to  allow  for  some  future  changes  in  benefits.  Perhaps 
we  would  be  wise  to  heed  the  population  experts  and  begin  building  a 
nest  egg  to  deal  with  the  drastic  demographic  changes  expected  in  the 
next  century. 

The  postwar  baby  boom  population  will  begin  to  retire  at  age  62  in 
2007,  while  the  U.S.  birth  rate  is  expected  to  go  below  the  replacement 
rate  to  1.9.  If  you  believe  as  I  do  that  we  should  tiy  to  limit  the  social 
security  financing  burden  on  emplo3'ers  and  employees,  then  the  fund- 
ing of  this  longrun  deficit  and  any  expansion  of  reserves  to  provide 
program  flexibility  should  be  from  general  tax  revenues. 

I  would  like  to  mention  briefly  some  of  the  inequities  in  the  social 
security  law  and  some  of  the  liberalizations  which  I  feel  are  necessary 
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in  the  future.  None  of  these  are  new  proposals  and  have  appeared  in 
bill  form  before  your  subcommittee  and  committee,  Congress  after 
Congress.  They  are : 

Easing  the  eligibility  requirements  for  the  blind  for  disability  in- 
surance and  allowing  them  to  continue  to  draw  payments,  irrespective 
of  their  earnings; 

Increasing  the  outside  earnings  limitation  or  perhaps  totally  elimi- 
nating it  in  stages  to  encourage  recipients  to  supplement  their  income 
by  working ; 

Enacting  a  special  consumer  price  index  for  the  elderly  with  cost- 
of-living  increases  for  all  recipients  effective  everj'  6  n\onths  instead 
of  annually ; 

Ending  all  discriminatory  provisions  based  on  sex ; 

Raising  minimum  benefit  levels  for  the  elderly  or  providing  a  hous- 
ing allowance  to  take  care  of  area  cost-of-living  differentials;  and  last, 
but  certainly  not  least ; 

Enacting  a  national  health  insurance  plan  to  replace^  medicare  and 
medicaid. 

I  have  no  illusions  about  the  costs  involved  in  these  changes,  but  we 
must  face  the  fact  eventually  that  present  social  security  income  levels 
are  inadequate. 

I  have  inserted  in  my  statement  here  an  article  from  the  New  York 
Daily  News,  wdiich  is  "hardly  a  radical  publication,  wdiich  appeared 
earlier  this  year  and  which  points  out  that  social  security  is  more  like 
social  insecurity. 

[The  news  article  follows :] 

[From  the  New  York  Daily  News] 
Survey  Finds  Social  Security  Is  More  Like  Social  Insecurity 

(By  Arthur  Mulligan) 

You  had  been  paying  into  Social  Security  ever  since  it  started  in  1936  and.  ]p.st 
October,  when  you  reached  the  age  of  65.  you  retired  and  you  and  your  wife 
began  receiving'  $338  a  month  from  the  federal  government.  Great,  huh  ? 

Nope !  If  you  were  living  modestly  in  an  apartment  in  New  York  City,  it  co.«t 
yon  $641  to"  struggle  through  the  month.  That  was  $206  more — an  increase  of 
47.4  percent — than  it  cost  in  October  1971.  according  to  the  Coimnunity  Council 
of  Greater  New  Y^ork. 

The  coimcil  noted  that  the  47.4  percent  rise  had  outpaced  the  40  percent  in- 
crease in  the  consumers  price  index  over  the  five-year  period. 

The  findings  of  the  council  were  based  on  a  .sui'vey  of  elderly  retired  couples 
who  furnish  their  own  apartments,  eat  out  occasionally  and  take  an  occasional 
modest  vacation. 

Bernard  M.  Shiffman.  executive  director  of  the  council,  said  that  the  discrep- 
fnicy  between  actual  minimal  l>udgetary  costs  and  Social  Security  payments 
"cannot  be  ignored  as  we  move  forward  in  the  public  debate  of  the  many  issues 
raised  under  the  Carter  administration's  Social  Security  and  welfare-reform 
proposals." 

The  survey  .showed  that  if  the  elderly  couple  eliminated  the  occasional  "lux- 
uries." such  as  vacations  and  eating  out.  it  would  still  cost  $381  a  month  for  bare 
essentials,  such  as  food.  rent.  heat,  utilities,  medical  and  telephone. 

Mr.  BiNGHA]\r.  AVlien  one  considers  the  proposed  replacement  rate 
of  wages  to  bejiefits  to  be  maintained  under  the  President's  plan  is 
45  percent,  it  is  clearly  "Social  Insecuiity."  In  the  i)ast,  the  Govern- 
menfs  response  to  this  problem  has  been  to  discourage  the  supple- 
mentinir  of  one's  income  through  earnings — imposed  poverty — and 
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tlien  provide  \ayev  upon  layer  of  i^ublic  assistance — SSI,  housing 
subsidies,  food  stamps,  veterans  benefits,  and  medicaid;  and  those  are 
just  tlie  Federal  piograms.  The  result  has  been  a  maze  of  inequities 
as  the  different  ])roirrams  clash  with  each  other,  especially  around 
social  security  cost-of-living  adjustment  time.  Then  when  we  add  such 
so-called  contributory  income  benefits  programs  as  unemployment 
compensation,  civil  service  retirement,  and  railroad  retirement  into 
the  mix,  Congress  is  faced  with  pressures  to  pass  through,  disregaid, 
or  equalize  benefits  between  the  single  program  recipients  and  the 
multidippers.  These  ])ressures  force  the  various  program  costs  up  and 
exacerbate  the  inequities.  To  give  you  an  example  of  the  extent  of 
the  problem — a  staff'  analysis  prepared  for  a  welfare  reform  consulting 
group  established  in  February  1977  by  Secretary  Califano  found  that 
18  percent  of  recipients  got  benefits  from  five  or  more  different  pro- 
grams. I  might  add  that  of  the  10.6  percent  of  Americans  over  65  who 
receive  SSI,  70  percent  also  receive  social  security. 

So,  I  think  the  subcommittee  and  the  committee  as  a  whole  has  a 
major  job  to  do  in  trying  to  bring  some  rationalization  to  these  many 
different  programs. 

Social  security  financing  clearly  cannot  be  considered  in  a  vacuum. 

The  billions  involved  impact  on  our  economy,  our  tax  structure,  and 
our  complex  income  insurance — welfare  system.  The  House  Ways 
and  Means  (^ommittee  has  a  unique  opportunity  in  this  Congress  to 
consider  social  security  financing  reform,  tax  reform,  welfare  reform, 
and  health  insurance  reform  in  the  context  of  each  other.  It  is  an  im- 
mense job  and  I  have  confidence  in  the  committee  and  its  subcommit- 
tees to  study  the  matters  carefully  and  come  up  with  a  comprehensive, 
interrelated  approach. 

Mr.  Waggoxner.  Thank  you,  ^Ir.  Bingham. 

Ai-e  there  questions  from  members  of  the  committee  ? 

Mr.  Pickle.  Mr.  Bingham,  do  you  have  any  idea  what  the  cost 
would  be  if  we  added  all  the  points  that  you  recommended? 

Mr.  BiNGHAivi.  Xo,  ]Mr.  Pickle,  I  do  not  have  estimates  for  those 
costs.  I  know  that,  in  many  cases,  the  gross  cost  would  be  enormous 
but  there  would  be  enormous  savings  as  well.  That  would  be  particu- 
larly tnie  of  national  health  insurance  where  we  are  ah'eady  spending 
a  tremendous  proportion  of  our  GXP  on  health  and  we  might  be 
spending  those  same  funds  better. 

But  I  can't  give  you 

Mr.  Pigkij:.  I  assume  these  are  rather  long-range  goals? 

]\[r.  Bingham.  Some  of  them  are.  I  would  hope  that  action  on  others 
could  be  taken  promptly.  I  don't  see  why  the  cost-of-living  increase, 
for  examjde,  can't  be  made  to  take  place  every  6  montlis  rather  than 
annuallv.  I  don't  think  that  would  increase  the  total  costs  substan- 
tially. The  improvement  in  provisions  for  the  blind  are  relatively 
inexpensive  on  a  national  basis  but  tei-ribly  important  for  those 
persons. 

They  do  vary.  There  is  no  question  on  the  national  health  insurance. 
That  is  something  ^ve  have  been  workiii'r  toward  for  the  last  ?>0  years, 
and  I  hope  we  can  get  to  it.  I  realize  it  is  an  enormous  task  and  I 
j'oalize  also  in  listinp-  that  I  have  gone  beyond  the  immediate  confines 
of  this  subconnnittee's  consideration. 
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Mr.  Waggonner.  That  is  true,  Mr.  Bingham.  Of  course,  we  have 
tlie  committee's  other  work,  tax  reform,  welfare  reform,  healtli  insur- 
ance. It  is  quite  possible  some  of  these  suggestions  might  be  more 
properly  dealt  with  in  those  areas. 

Mr.  Bingham.  I  realize  that,  Mr.  Chairman. 

Mr.  Waggonner.  Thank  you,  j\Ir.  Bingham. 

Is  Mr.  Anderson,  our  colleague  from  California,  in  the  room?  If 
not,  we  will  continue,  but  should  our  colleagues  who  are  not  present 
submit  their  statement  for  inclusion  in  the  record,  they  will  be  printed 
at  this  point  if  there  is  no  objection. 

We  will  go  now  to  a  panel  of  some  people  who  are  in  many  respects 
without  peer.  The  panel  consists  of  my  friend,  Wilbur  Cohen,  the 
dean  of  the  School  of  Education,  University  of  Michigan,  and  the 
former  Secretary  of  HEW;  Robert  J.  Myers,  social  security  adviser 
representing  the  American  Council  of  Life  Insurance  and  former 
chief  actuary  of  the  Social  Security  Administration ;  Robert  M.  Ball, 
senior  scholar,  National  Academy  of  Sciences,  former  Administrator 
of  Social  Security ;  and  two  gentlemen  from  the  Academy  of  Ameri- 
can Actuaries,  who  I  understand  have  a  joint  statement,  Mr,  Robert 

F.  Link,  chairman,  committee  on  social  insurance,  and  Mr.  Stephen 

G.  Kellison,  executive  director. 

Gentlemen,  would  you  take  a  place  at  the  end  of  the  table  there 
where  many  of  you  have  been  many  times  before. 

Gentlemen,  if  you  will  allow  me  an  intrusion,  Mr.  Whalen  has  just 
come  into  the  room  and  it  would  save  time  if  you  would  move  aside 
for  a  moment,  and  we  will  allow  you,  Mr.  Whalen,  to  present  your 
testimony  now. 

STATEMENT  OF  HON.  CHARLES  H.  WHALEN,  JR.,  A  REPRESENTA- 
TIVE IN  CONGRESS  EROM  THE  STATE  OE  OHIO 

Mr.  Whalen.  Thank  you,  ]\Ir.  Chairman,  I  appreciate  this  oppor- 
timity  to  appear  before  your  subcommittee  to  discuss  proposals  ad- 
dressing the  financial  ills  besetting  the  social  security  system. 

The  fiscal  soundness  of  the  social  security  system  is  of  crucial  im- 
portance to  all  Americans.  Yet,  a  distressing  imbalance  between  ex- 
penditures and  income  has  occurred  during  the  past  2  years  and  is 
predicted  to  become  worse  in  the  future. 

The  current  decline  in  the  social  security  fund,  from  $45.9  billion 
in  1974  to  an  expected  $35.5  billion  by  the  end  of  this  year,  stems  from 
two  principal  sources :  a  higher  than  average  rate  of  unemployment 
and  serious  inflation. 

A  projected  long-range  problem  is  expected  to  result  from  action 
taken  by  the  Congress  in  1972  and  the  subsequent  invalidation  of  the 
economic  and  demographic  assumptions  upon  which  the  1972  social 
security  amendments  were  predicated. 

Representative  Berkley  Bedell  and  I  have  introduced  legislation — 
H.R.  7154  and  H.R.  8368 — dealing,  respectively,  with  both  set  of 
problems. 

1.  SHORT-EANGE  ISSUES 

"\Ylien  our  Nation's  social  security  program  was  originally  con- 
ceived, 95  percent  of  covered  workers  paid  taxes  on  all  of  their  wages. 
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In  recent  years,  this  has  shrunk  to  85  percent  of  eligible  employees. 
II.R.  7154  increases  to  $30,000  over  a  3-year  span,  the  ceiling  on  the 
amount  of  earnings  which  may  be  counted  for  social  security  benefit 
and  tax  purposes.  See  chart  1. 

If  enacted,  H.R.  7154  would  accomplish  two  objectives. 

First,  it  would  raise  once  again  to  about  95  percent  the  number  of 
covered  employees  whose  entire  wages  are  subject  to  social  security 
taxes.  By  exposing  higher  salaries  to  taxation,  this  measure  reduces 
somewliat  the  system's  regressivity. 

Second,  by  producing  increased  annual  revenues — see  chart  2 — 
H.R.  7154  forestalls  the  depletion  of  the  social  security  funds  which, 
under  present  circumstances,  should  occur  by  1982.  Instead  this  pro- 
posal will  rebuild  the  system's  assets  to  $58.4  billion  by  December  31, 
1983. 

A  word  of  caution  is  in  order,  however.  As  more  and  more  high- 
bracket  wage  earners — up  to  $30,000 — retire,  benefit  outlays  will  in- 
crease. Therefore,  if  H.R.  7154  becomes  law,  by  1984  yearly  social 
security  expenditures  again  will  exceed  annual  receipts.  Consequently, 
in  addition  to  a  stopgap  approach,  the  Congress  must  develop  a  long- 
term  solution  if  erosion  of  the  trust  fund  is  to  cease. 

2.    LONG-RANGE   PROBLEM 

One-half  of  the  future  social  security  deficit  is  attributable  to  the 
double  indexing  or  "coupled"  benefit  formula  adopted  by  the  Congress 
in  1972  when  it  revised  the  Social  Security  Act. 

Until  that  time,  social  security  benefits  were  raised  on  an  ad  hoc 
basis.  The  1972  amendments  were  designed  to  protect  both  present  and 
future  recipients  against  the  ravages  of  inflation  by,  first,  providing 
that  current  benefit  levels  rise  automatically  to  correspond  to  in- 
creases in  the  Consumer  Price  Index;  and,  second,  adjusting  the  max- 
imum earnings  base,  on  which  social  security  taxes  are  levied,  to  con- 
form to  increases  in  average  earnings. 

Unfortunately,  since  1972  two  situations  have  developed  which  have 
contributed  greatly  to  the  financial  dilemma  confronting  the  social 
security  system. 

First,  the  future  cost  projections  made  in  1972  were  based  on  an 
obsolete  set  of  demographic  assumptions  which  bore  little  relationship 
to  our  recent,  sharply  declining  birth  rates.  Population  estimates  de- 
veloped in  the  1960's  were  not  revised  until  1974 — hence  the  alarming 
and  radically  difi^erent  computations  released  in  1975  by  the  Advisory 
Council  on  Social  Security.  Indeed,  the  actual  birth  rate  in  1972  was 
30  percent  lower  than  the  assumed  rate.  Obviously,  since  support  for 
future  costs  (benefit  outlays)  depends  crucially  upon  the  number  of 
available  contributors  (taxable  workers),  any  decline  in  that  figure 
requires  that  alternative  income  sources  be  considered. 

Second,  in  the  1972  amendments.  Congress  legislated  an  indexing 
method  that  overcompensates  for  inflation.  Under  this  plan,  if  inflation 
occurs  in  a  given  year,  present  workers  (retirees  of  the  future)  receive 
a  double  benefit.  First,  their  wages  undoubtedly  are  adjusted  to  com- 
pensate for  the  cost-of-living  increase.  Second,  a  higher  benefit  per- 
centage is  ascribed  to  their  actual  average  monthly  wage.  This  "cou- 
pling" effect  is  diagramed  in  chart  3. 
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Chart  4  illustrates  how  automatic  cost-of-living  increases  affect 
both  current  and  future  retirees.  Permit  me  to  elaborate  by  using  two 
examples. 

(A)  Mr.  Smith  is  retired  after  40  years  of  employment.  During 
these  four  decades,  his  average  monthly  wage  was  $200.  He  now  re- 
ceives a  benefit  equal  to  50  percent  of  his  average  monthly  wage,  or 
$100  per  month.  If  inflation  in  a  given  year  reached  10  percent,  under 
the  1972  Act,  Mr.  Smith's  benefits  automatically  increased  by  10  per- 
cent. Mr.  Smith,  therefore,  would  be  entitled  to  $110  montlily  benefits. 
This  procedure  correctly  adjusts  for  inflation  for  retired  workers. 

(B)  Mr.  Jones,  age  50,  has  been  in  the  labor  force  for  30  years.  His 
average  monthly  pay  during  this  period  is  $200.  If  consumer  prices 
advance  10  percent  in  Mr.  Jones'  31st  year  of  employment,  he  will  re- 
ceive two  compensation  adjustments.  First,  his  employer  undoubtedly 
will  increase  his  wages  to  offset  the  10-percent  inflation  rate.  Second, 
provisions  of  the  1972  act  will  boost  the  ratio  of  his  present  earnings 
in  relation  to  his  future  retirement  benefits.  Thus,  Mr.  Jones,  upon  re- 
tirement, will  obtain  a  much  greater  percentage  of  his  average  monthly 
wage  than  did  Mr.  Smith.  And,  of  course,  he  also  will  receive  the  an- 
nual cost-of-living  adjustment  after  he  leaves  the  work  force.  As 
Hobart  Kowen  noted  in  his  column  which  appeared  in  yesterday's 
Washington  Post,  "As  a  result,  many  retirees  would  get  benefits  far 
above  the  best  pay  they  ever  earned." 

H.R.  8368  eliminates  the  provision  of  the  1972  act  which  mandates 
an  automatic  adjustment  to  the  benefit  percentage  figure.  Instead,  it 
incorporates  a  progressive  three-step  benefit  formula  with  average 
earnings  based  on  the  highest  10  years  of  the  contributor's  work  life 
(see  chart  5). 

Enactment  of  this  measure  would  achieve  two  objectives. 

First,  it  would  reduce  by  almost  one-half  the  estimated  75-year 
social  security  trust  fund  deficit. 

Second,  while  replacing  an  erroneous  benefit  formula,  the  Whalen- 
Bedell  decoupling  proposal  also  simplifies  the  system  significantly, 
bringing  it  within  the  understanding  of  the  more  than  33  million  citi- 
zens who  participated  in  the  social  security  program.  The  present 
method  of  determining  one's  benefit  entitlements  is  incomprehensible. 
The  new  retiree  is  presented  with  a  blue  pamphlet  (see  exhibit  I) 
which  illustrates  the  first  eight  steps  he  must  take  to  estimate  his  first 
benefit  check.  After  arriving  at  step  eight,  he  then  is  referred  to  the 
benefit  tables  established  every  year  or  so  by  law.  This  table,  in  turn,  is 
based  upon  a  nine-step  formula  (see  white  pamphlet — exhibit  II). 

Is  it  any  wonder  that  our  respective  offices  are  swamped  with  social 
security  cases  ? 

By  contrast,  chart  6  depicts  the  simplicity  attendant  to  the  compu- 
tation of  the  benefits  provided  by  the  "top  ten"  Federal  retirement  sys- 
tems. Five  of  these  base  benefits  on  a  high-X  number  of  years.  The 
ohers  are  based  on  wages  at  the  time  of  retirement.  Only  social  se- 
curity benefits  are  determined  on  an  average  of  a  lifetime  of  earnings, 
often  including  years  of  part-time  or  minimum-wage  employment. 
Social  security  participants  deserve  the  same  considerations  as  Federal 
employees. 

Perhaps  the  best  summaiy  of  the  long-range  financial  problems  fac- 
ing the  social  security  system,  and  its  possible  resolution,  is  contained 
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in  a  recent  Congressional  Research  publication.^  I  would  like  to  close 
my  remarks  by  quoting  from  this  excellent  analysis. 

"Under  the  present  law  the  period  over  which  wages  are  averaged  depends  on 
the  vear  in  which  an  individual  reaches  age  62  or  dias.  For  example,  an  individ- 
ual who  becomes  62  in  1978  will  require  22  years  and  so  on  until  the  maximum 
averaging  period,  35  years,  is  reached  in  1981.  This  lengthening,  averaging  period 
is  one  of  the  factors  which  seems  to  complicate  proposals  to  change  the  benefit 
computation  in  a  way  which  would  be  both  equitable  and  reduce  long-term  costs. 
On  the  other  hand,  if  benefits  were  to  be  based  on  the  present  benefit  formula  (or 
an  approximation  of  it)  with  wages  averaged  over  a  high-X  number  of  years 
of  earnings  (the  X  could  be  equal  to  as  few  as  one  or  two  years  or  as  high  as 
the  present  level),  a  significant  reduction  in  long-range  costs  could  result.  In 
fact,  conversations  with  various  actuaries  have  indicated  that  qne  can  develop 
a  high-X  formula  which  would  provide  equitable  benefits  with  relatively  stable 
replacement  ratios  for  the  next  decade  or  so  and  which  could  have  a  long-term 
surplus  under  actuarial  estimates  based  on  the  economic  and  demographic  as- 
sumptions used  for  the  1976  report  of  the  trustees." 

[Attachments  to  the  prepared  statement  follow :] 


1  Crowley,   Francis  J.,   Social   Security   Cash   Benefits — Indexing,   Decoupling,   and   the 
Long-Term  Dficlt,  Library  of  Congress,  Feb.  2, 1977. 
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Figure  2. 


ESTIMATED  OPERATIONS  OF  OASDI  TRUST  FUNDS,  COMBINED  UNDER 
PRESENT  LAW  AND  UNDER  THE  SYSTEM  AS  MODIFIED 
BY  WHALEN-BErELL  PROPOSAL  V 
CALENDAR  YEARS  1975-85 

(In  Billions) 


-- 

Net 
Increase 

Calendar 

Income 

Outgo 

in 

funds 

year 

Pre  sen- 
law 

t 

Proposal 

$66.5 
75.4 
68.0 
99.9 

Present 
law 

Proposal 

$69.5 
78.1 
87.5 

97.1 

Present 
law 

Pro 

pose  J 

1975 
1976 
1977 
1978 

$66.5 
72.3 
81.8 

91.1 

$69.5 
78.1 
87.5 
97.1 

-$3.0 
-5.8 
-5.8 
-6.0 

$3.0 

-2.6 

0,5 

2.f 

1979 
1980 
1581 
1982 

100.3 
109.1 
116.9 
124.6 

110.9 
121.2 
130.6 
139.9 

107.1 
116.8 
126.5 
136. 8 

107.2 
117.0 
126.9 
137.4 

-6.8 
-7.7 
-9.7 
(2/) 

3.7 
4.2 

3-7 
2.5 

1983 
1984 
1985 

132.6 
140.9 
148.8 

149.7 
160.1 

170.3 

148.0 
160.3 
173.5 

148.9 
161.6 
175.2 

(2/) 
(2/) 

o.e 
-1.5 
-5.0 

Calendar 

at 

Assets 

end  of  ; 

yrear 

Assets  at  beginning 
as  a  percentage  of 

durins  year 

of  year 

outgo 

year 

Present 
lav 

Proposal 

$42.9 
40.1 

40.6 
43.4 

Present 
law 

-  , 

Propos 

66i 

55 
46 
42 

al 

1975 
1976 
1977 
1978 

'• 

^42.9 
37.1 
31.3 
25.4 

55 
42 
32 

1979 

1980 

1981 

.  1982 

18.6 

10.9 

1.2 

47.1 
51.3 
55.0 

57.5 

24 

16 

9 

(2/) 

Ul 
40 
40 
40 

1983 
1984 

1985 

Hi) 

58.4 
56.9 
51.9 

39 
36 
32 

1/  A  proposal    to   increase   the  wage   base   for   contributions   from  $15,300 
~     in   1976   to   $22,200   in   1977,    to   $26,100   in   1978   and   to   $28,500   in 

1979. 
2/  Funds   exhaused   in   1982. 

Social  Security  Administration 
Office  of   the  Actuary 
July  30,    1975 
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Figure  3. 
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Pigiire  4. 


Comparison  Between  Automatic 
Adjustment  for  Retired  Worker  and  for 
Employed  Worker 

^  Automatic  Adjustment  fdr  Retired  Worker 


$100- 
0 

iim 

;Xv;!vXvivX|X;r 

$110 
$100 


Average  monthly 
wage(AMW) 


SS  Benefit  at 
Retirement =50% 


Af^ustment  for 
10%  hiflallon 


^  Automatic  Adjustment  for  Employed  Worker 


1. 

AMW 

Becomes 

$210 

(Average 

between 

$200  a-  $220) 


2. 

Ritire 
Benefit  % 
adjusts  fw 


$115.50 


now  55% 


10%  increase 
tor  mtiation 


SS  Benefit 
at  Retirement 


Figure  ^.7 
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Figure  >C  6 


Benefit  Computation  Fomnulas  for  the 
Ten  IViaJor  Federal  Retirement  Systems 


RETIREMENT  SYSTEM 


BENEFIT  COMPUTATION  FORMULA 


Civil  Service  Retirement 


Uniform  Services 


Foreign  Service  Retiremsnt 
and  Disability  System 


Federal  Judiciary  Retirement 
System 


U.S.  Tax  Court  Judges  Retire- 
ment System 

Federaj  Reserve  Board  Retire- 
ment System 

Tennessee  Valley  Authority 
Retirement  System 


D.C.  Police  and  Fireman's 
Retirement  System 


D.C.  Public  School  Teachers 
Retirement  System 

D.C.  Judges  Retiremant  System 


Highest  average  salary  earned  during  any  3  consecutive 

years  of  service  rrtultiplied  by  the  sum  of: 

1.5%  times  the  first  5  years  of  service;  1.75%  times 
the  next  5  years  of  service;  and  2%  times  all  years  of 

service  over  10.     {Formula  maxtmum  n  80%  of  hi«h.3  salary) 

2.5%  of  basic  pay  at  time  of  retirement  multiplied  by 
years  of  service. 

Highest  average  salary  earned  during  any  3  consecutive 
years  of  service  multiplied  by  2%  times  years  of  service. 

(Formula  maximum  is  70%  of  high-S  salary.) 

Members  retiring  from  service  receive  the  current  salary 
of  their  office;  members  resigning  from  service  receive 
salary  earned  at  time  of  retirement. 

Current  salary  of  former  position  multiplied  by  the  ratio 
of  years  of  service  to  10. 

Same  as  under  Civil  Service  Retirement  System 
1 .3%  of  average  high-3  salary  multiplied  by  years  of 

service         (reduced  by  a  social  security  offset  plus  an 
annuity  amounting  to  the  actuarial  equivflleiit  of  the 
member'*  contributions.) 

2.5%  of  basic  psy  at  time  of  retirement  multiplied  by 
years  of  service.  Years  of  sen/ice  in  excess  of  20  are 

computed  at  a  3%  rate.       (Formula  maximum  a  80%  of 
basic  pay.) 

Same  as  Kinder  Civil  Service  Retirement  System,  except 
that  there  is  no  maHimum  limitation. 

Based  on  ssiary  at  tsms  of  retirement  and  comprised 
of  two  pat^; 

(a)  percentage  of  member's  salary  equal  to  tne  ratio  of 
years  of  judicia!  service  to  30  yfturs,  plus 

(b)  an  amount  computed  under  Civil  Service  formula 
based  on  years  of  crediteble  service  excluding  judicial 
service  and  substituting  final  safary  for  high-3  average 
salary.  Cannot  exceed  80%  of  final  salary. 


Sourcs:  Congressional  Research  Servica,  Joe!  M.  Greenhsrg 
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Pocket  history  of 
social  security 
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Estimating  your  social  security 
retirement  check 

Reiirement  jusi  around  the  corner? 
You're  probably  wondering  how  much 
your  social  security  checks  will  be.  You'll 
find  an  approximate  answer  in  this 
leaflet. 

The  information  given  here  is  limited 
to  retirement  checks.  Social  security  also 
pays  disability  and  survivors  benefits, 
but  for  information  about  these  benefits, 
call  any  social  security  office. 

This  leaflet  can  give  you  a  rough  esti- 
mate, not  an  exact  figure,  of  what  your 
retirement  check  will  be.  In  addition,  if 
your  retirement  is  some  years  away,  it's 
likely  that  benefits  will  be  higher  than 
this  leaflet  shows.  This  is  because  there 
is  now  a  guarantee  in  the  law  that  social 
security  benefits  will  be  inflation  proof. 
Benefits  are  increased  automatically  to 
keep  pace  with  changes  in  the  cost  of  liv- 
ing. The  benefit  figures  on  pages  8  and  9 
reflect  the  benefit  increase  payable  start- 
ing in  July  1977. 


You  need  work  credits 

Before  you  can  get  a  social  security 
retirement  check,  you  need  to  have  cred- 
it for  a  certain  amount  of  work  under 
social  security.  The  chart  below  shows 
how  much  credit  you  need. 


If  you  reach  62 

:in 

You  need  credit 
for  this  much  work 

1977 

6 'A  years 

1978 

6Va 

1979 

1 

1980 

7'/4 

1981 

71/2 

1983 

8 

1987 

9 

1991  or 

later 

10 

No  one  ever  needs  more  than  10  years 
of  work. 

If  you  stop  working  under  social 
security  before  you  have  this  much  cred- 
it, you  can't  get  retirement  benefits.  But 
the  credit  you've  earned  will  stay  on  your 
record,  and  you  can  add  to  it  if  you 
return  to  work  in  ajob  covered  by  social 
security.  (You  can  request  a  statement  of 
your  social  security  earnings  at  any  time. 
You  can  get  the  request  form  at  any 
social  security  office.) 

Who  can  get  checks 

A  retired  worker  and  spouse  can  get  full 
monthly  checks  at  65.  Reduced  payments 
can  start  as  early  as  62.  Checks  also  are 
payable  to  a  worker's  dependent  children. 
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Here's  how  to  estimate  the  amount 

Follow  the  directions  below  and  you'll 
find  out  the  approximate  amount  of  the 
monthly  checks  you'll  gel  from  social 
security  after  you  retire. 

Step  I 

Your  retirement  check  is  based  on  your 
average  earnings  over  a  period  of  years. 
Based  on  the  year  you  were  born,  pick 
the  number  of  years  you  need  to  count 
from  the  following  chart: 


Year  you  were 

born 

Years  needed 

1913 

19  years 

1914 

20 

1915 

21 

1916 

22 

1918 

24 

1920 

26 

1925 

31 

1930or 

later 

35* 

'Maximum  number  of  years  Ihat  count 


Write  the  number  of  years  here . 


Step  2 

Fill  in  the  worksheet  on  the  next  page. 
Column  "A"  shows  maximum  earnings 
covered  by  social  security.  In  Column 
"B,"  list  your  earnings  beginning  with 
1951.  Write  "0"  for  a  year  of  no  earn- 
ings. If  you  earned  more  than  the  max- 
imum in  any  year,  list  only  the  max- 
imum. Estimate  your  earnings  for  future 
years,  including  any  years  you  plan  to 
work  past  65.  Stop  with  the  year  before 
you  retire. 


Worksheet 

Year 

A 

B 

1951 

$3,600 

$ 

1952 

3,600 

1953 

3,600 

1954 

3,600 

1955 

4,200 

1956 

4,200 

1957 

4,200 

1958 

4,200 

1959 

4,800 

1960 

4,800 

1961 

4,800 

1962 

4,800 

1963 

4,800 

1964 

4,800 

1965 

4,800 

1966 

6,600 

1967 

6,600 

1968 

7,800 

1969 

7,800 

1970 

7,800 

1971 

7.800 

1972 

9,000 

1973 

10,800 

1974 

13,200 

1975 

14,100 

1976 

15,300 

1977 

16,500 

1978 

16,500* 

1979 

16,500* 

1980 

16,500* 

TOTAL 

$ 

'the  maximum  amount  of  annual  earnmgs  that 
count  for  social  security  will  rise  automatically  in 
future  years  as  earnings  levels  increase  Because  of 
this,  the  base  in  1978  and  later  may  be  higher  than 
$16,500. 


94-325  O  -  77  -  8 
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Step  3 

Cross  off  your  list  the  years  of  your 
/oH'fsf  earnings  until  the  number  of  years 
left  is  the  same  as  your  answer  to  Step  1. 
(You  may  have  to  leave  some  years  of 
"0"  earnings  on  your  list.) 

Step  4 

Add  up  the  earnings  for  the  years  left  on 
your  list.  Write  this  figure  in  the  space 
marked  TOTAL  at  the  bottom  of  the 
worksheet  and  here. 


Step  5 

Divide  this  total  by  the  number  you 
wrote  for  Step  1 .  The  result  is  your 
average  yearly  earnings  covered  by  social 
security.  Write  the  figure  here.  Then  turn 
the  leaflet  over. 


Step  6 

Look  at  the  benefit  chart  on  the  next 
page.  Under  the  heading,  "For 
Workers,"  find  the  average  yearly  earn- 
ings figure  closestlo  your  own.  Look  over 
to  the  column  listing  your  age  at  retire- 
ment to  see  about  how  much  you  can  ex- 
pect to  get.  Write  the  figure  here. 


S. 


Step  7 

If  you  have  an  eligible  spouse  or  child,  or 
both,  look  under  the  heading  "For  De- 
pendents" to  find  about  how  much  they 
can  get,  based  on  the  same  average 
yearly  earnings  you  used  to  figure  your 
check.  Write  the  amount  of  any  depend- 
ents' benefits  here. 


$- 


Steps 

Finally,  add  the  figures  you  wrote  for 

Steps  6  and  7  to  see  about  how  much 

your  total  family  retirement  benefit  will 

be  under  social  security.  Write  the  figure 

here. 


The  total  cannot  exceed  the  amount  in 
the  "Family  benefits"  column. 
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Monthly  retirement  benefits  (payable  starting  July  1977) 


Average 

yearly 

earnings 


$923  or 
less 


1,200 


2,600 


4,400 


4,800 


5,200 


5,600 


6,000 


6,400 


6,800 


,000' 


8,400 


j,800 


9,200 


9,400 


9,600 


9,800 


10.000 


For  Workers 


For  Dependents' 


Retire- 
ment 
at  65 


at  64 


at  63        at  62 


Spouse 
at  65  or 
child 


at  64 


at  63 


at  62 


114.30       106.70        99.10        91.50        57.20        52.50        47.70 


42.90 


315.40   294.40   273.40   252.40   157.70 


144.60 


Family' 
benefits 


171.50 


147.10   137.30   127.50   117.70   73.60   67.50   61.40    55.20   220.70 


216.00   201.60   187.20   172.80   108.00   99.00   90.00   81.00   324.00 


3,000 

236.40 

220.70 

204.90 

189.20 

118.20 

108.40 

98.50 

88.70 

361.40 

3,400 

253.50 

236.60 

219.70 

202.80 

126.80 

116.30 

105.70 

95.10 

408.30 

4,000 

278.10 

259.60 

241.10 

222.50 

139.10 

127.60 

116.00 

104.40 

475.30 

297.90   278.10   258.20   238.40   149.00   136.60   124.20   111.80   528.10 


131.50   118.30   575.30 


33 1 .60   309.50   287.40   265.30   165.80   152.00   138.20   124.40   622.20 


347.90   324.80   301.60   278.40   174.00   159.50   145.00   130.50   645.10 


364.50   340.20   315.90   29160   182.30   167.20   152.00   136.80   668.60 


380.80   355.50   330.10   304.70   190.40   174.60   158.70   142.80   692.10 


398.20   371.70   345.20   318.60   199.10   182.60   166.00   149.40   715.70 


7.200 418.70   390.80   362.90   335.00   209.40   192.00   174.50   157.10   740.70 

7  600 437.10   408.00   378.90   349.70   218.60   200.40   182.20   164.00   764.90 


453.10   422.90   392.70   362.50   226.60   207.80   188.90   170.00   792.90 


462.80   432.00   401.10   370.30   231.40   212.20   192.90   173.60   809.90 


474.20   442.60   411.00   379.40   237.10   217.40   197.60   177.90   829.80 


484.50   452.20   419.90   387.60   242.30   222.20   202.00   181.80   847.80 


488.60   456.10   423.50   390.90   244.30   224.00   203  60   183.60   854.80 


492.50   459.70   426.90   394.00   246.30   225.80   205.30   184.80   861.90 


498.00   464.80   431.60   398.40   249.00   228.30   207.50   186.80   87130 


502.00   468.60   435.10   401.60   251.00   230.10   209.20   188.30   878.50 


'ir.i  person  is  eligible  for  bolh  ,i  worker's  benelil  .ind  a 
spouse's  benel'il.  Ihe  tlietk  .itlu.illy  puyiible  is  limiled  lo 
Ihc  l.irger  ol  Ihe  iwo 

-Tlie  m.iximum  .imount  payable  lo  a  family  is  generally 
reathed  wlien  a  worker  and  iwo  family  members  are 
eligible. 


'Benelils  shown  from  lliis  poinl  on  ean  be  paid  lo  workers 
who  relireal  65  in  years  after  1977 
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A  word  about  maximum  benefits 

Some  people  think  that  if  they've  always 
earned  the  maximum  amount  covered 
by  social  security  they  will  get  the  highest 
benefits  shown  on  the  chart.  This  isn't 
so.  For  people  reaching  65  in  1977,  max- 
imum monthly  benefits  are  $437.10  for  a 
man  and  $447.40  for  a  woman.  The 
reason  is  that  the  maximum  amount  of 
earnings  covered  by  social  security  was 
lower  in  past  years  than  it  is  now.  Those 
years  of  lower  limits  must  be  counted  in 
with  the  higher  ones  of  recent  years  to 
figure  your  average  earnings  and  thus  the 
amount  of  your  monthly  retirement 
check. 

For  more  information 

If  you  come  to  the  office  to  get  more  in- 
formation about  benefit  checks,  it  would 
be  helpful  if  you  brought  your  Form  W-2 
for  last  year  or  a  copy  of  your  last  Federal 
income  tax  return  if  you  are  self- 
employed. 

if  you  wish  to  apply  for  benefits,  you 
should  have  with  you,  in  addition  to  your 
W-2  or  tax  return,  the  following: 
Your  own  social  security  card  or  a  record 
of  your  number. 

Proof  of  your  age:  a  birth  certificate  or  a 
baptismal  certificate  made  at  or  shortly 
after  birth  if  you  have  one. 
Your  marriage  certificate  if  you're  apply- 
ing for  benefits  as  a  spouse. 
Your  children's  birth  certificates  if 
you're  applying  for  them. 
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X    REVISED    VERSION    OP    SOCIAL 

SECcramr  benefits  decx>uplino 

ACT  OF  1977 


HON.  CHARLES  W.  WHALEN,  JR. 

oy  OHIO 
IN  THE  HOUSE  OP  REPRESENTATIVES 

Friday,  July  15,  197t 

Mr.  WHALEN.  Mr.  Speaker,  today  my 
colleague  from  Iowa.  Mr.  Bedell,  has 
joined  me  In  introducing  a  reTlsed  ver- 
-'Uon  of  the  Social  Security  BeuefltB  De* 
'  ouplJng  Act  of  1977. 
^  The  purpose  of  this  leglRlatloo  la  three- 
fold: First,  to  correct  an  existing  error 
in  the  benefltfi  formula  which  by  the  turn 
of  the  century  wUl  result  In  workers  re- 
ceiving greater  retirement  benefits  than 
their  wages  before  retirement;  second,  to 
tiUbstantlaUy  simplify  the  method  by 
which  benefits  are  computed,  thus  mak- 
ing it  comprehensible  to  those  who  par- 
ticipate In  the  program:  and  third,  to 
provide  fair  and  equitable  benefits  to  pre- 
sent and  future  retirees. 

I  am  mcluding  In  the  R£coro  at  this 
time  the  sectlcm-by-sectlon  analysis  of 
the  bUl. 
Thr   Principai.   pBoviaioNS   or   Tai   Social 

Sbcvbitt    BriJmTS    E>rcotTi»LiNo    Act    o» 

1977 

Section  ( 1 1  of  tb*  bUl  contains  the  ehort 
title  of  the  bill — the  "Social  Security  De- 
coupling Act." 

Section  (2)  of  the  bUl  would  provide  a  nev 
beneQt  coinputatl<Mi  procedure  for  beaeflta 
based  on  the  earning  of  people  who  retire, 
die  or  became  disabled  after  1&78.  Beneflta 
for  people  who  qualify  before  I97ft  would  not 
be  affected  by  the  proposed  cbange. 

As  under  preeent  law,  aU  benefit  ainounte 
would  be  batted  on  a  PIA  (primary  iDauranc* 
■uuount)  derived  from  on  indlvldtuU's  aver- 
age eanUuga  In  covered  employment   Under 


the  new  procedures  the  PIA  would  be  deter- 
mined from  a  benefit  formula  rather  thAD 
derived  from  a  table  la  the  law.  For  1078 
benefit  computation*  the  formula  would  be: 

l!2  percent  of  the  flrat  tno  of  average 
monthly  eamtzigB,  plus 

31  percent  of  the  next  $l.OSO  of  averag* 
monthly  eamlnp^  plus 

20  percent  of  the  remaining  average 
monthly  earnliigs. 

Each  year  the  Secretary  of  Health.  Educa- 
tion, and  Welfare  would  update  the  formula 
to  take  account  of  rleee  tn  the  average  earn- 
ings taxed  for  social  security  pnrpoeee.  In 
the  updated  formulae,  the  dollar  amounts 
would  be  changed  but  the  p«\:entage8  would 
not.  For  example,  assume  thai  average  earn- 
ing rise  10  perc«jt  for  the  first  revision  of 
the  formula.  The  formula,  then,  for  IS80 
would  be: 

113  percent  of  the  first  »120  of  average 
monthly  earnings,  pltia 

31  percent  of  the  next  •1,166  of  average- 
monthlv  earnings,  pltis 

20  percent  of  the  remaining  average 
nmthly  earnings.  ' 

fly  basing  beneflta  on  the  10  years  of  high- 
est earnings  the  blU  seeks  to  prevent  the 
reduction  in  beneflta  which  would  otherwise 
occur  because  of  the  iMigthenlng  computa- 
tion period  in  present  law. 

The  average  moaithly  earnings  to  which 
the  new  benefit  formula  would  be  applied 
would  no  longer  be  averaged  over  a  wcvklng 
Ufetlm©  mtnua  the  5  years  of  low  earningB. 
Rather,  the  blLl  redefines  avereige  monthly 
earnings  &o  that  only  10  years  of  highest 
eanjlngs  iire  Includ'^d  tn  the  romputatlon. 

Tiie  provlBions  o-'  present  law  which  pro- 
vide for  Increases  In  the  mAzlmum  annual 
earrilnga  uied  for  -roclal  eecurtty  purposes 
would  not  be  change<l.  Under  the  present 
Law.  these  earnings  are  lucreaiod.  following 
each  cost-of-l!r'ng  Increase  Jn  bcneflte.  The 
Increase  1b  based  on  the  Increase  ih  average 
earnings  taxed  for  social  sectirtty  purposes. 

The  change  which  would  ne  made  by  sub- 
section (g)  gives  the  bill  Its  short  title.  This 
subsection  would  revise  (decouple)  the  auto- 
matic oost-pf-Uving  provisions  of  present 
law.   Under   present   law,   coet-of-Uvlng   In- 


creases apply  not,  only  to  people  who  a 
entitled  to  benefits  at  the  time  each  increa 
goes  Into  effect  (which  is  Uie  practice  m  e 
other  programs  with  a  cost-of-Uvlng  pro^ 
Blon),  but  also  to  aU  future  benetlciart' 
(which  Is  unique  to  social  security).  Putu 
benefl  ts,  however,  are  based  on  eaniln 
which  rise,  tn  part,  as  the  result  of  iDcreu 
in  prloes.  Thus,  wages  which  wer»  Increase 
to  take  account  erf  rising  prices  are  muIi 
pUed  by  a  formula  which  was  also  increase 
to  take  account  of  the  same  rise  In  prlc 
The  blU  would  eliminate  this  compoui 
cost-of-living  Increase  by  providing  that  ee. 
future  increase  would  apply  only  to  peop 
who  are  entitled  to  receive  benefits  for  t. 
month  in  which  the  Increase  becomes  efle^ 
tlve. 

The  section  contains  a  transitional  prcv 
slon  so  that  people  who  qualify  for  benel^ 
after  1978  and  before  198^  (the  first  ten  ye:< 
the  new  computation  Is  In  sSeot)  oould  .~ 
be  paid  a  smaller  amount  than  the  ben 
computed  from  the  benefit  table  in  efc'  ^ 
under  present  law  for  December  1978. 

Gectlon    (3)    at  the  blU  would  provMU 
method     of     determining     Uie     maxim   ■ 
fljnount  to  be  paid  to  a  family  on  the  iy  ■! 
of  an  Individual's  earnings. 

Under    the    present    law,    the    maxim  ^' 
monthly  payment  to  a  famUy  is  determli 
for  each  PIA  from  a  table  in  the  law.  In. 
murh  as  the  bUl  would  eliminate  this  tai. 
a  new  method  of  determining  the  msulmu 
payable  to  a  family  rieems  necessary.  n&<;. 
the  blU.  the  maximum  would  be  determltf^ 
by  a  formula  which  would  I>e  adjusted  ea^. 
ynar  in  the  samtf  ratio  as  the  benefit  formu: 
Is  incteased.  The  formula  for  1978  would  b< 

150  percent  of  the  first  $230  of  the  PI 
plus 

276  percent  of  the  next  81,060  of  the  PI 
pi  us 

130  percent  of  the  next  $85  of  the  PIA,  pl> 

176  percent  of  the  remaining  full  retli 
ment  benefit. 

As  In  the  adjustment  of  the  benefit  fwrn 
tUa,  only  the  dollar  amounts  would  b*  Ir 
creased  each  year. 

Section  (4)  of  the  blU  would  provide  nece 
snxy  conforming  changes  so  that  other  pt. 
vL'tlons  of  present  law  would  not  be  change 
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Mr.  Waggonner.  Thank  you,  Mr.  Whalen. 

Are  there  questions  ? 

Mr.  Whalen,  I  might  comment  that  your  approach  using  the  high 
10  is  somewhat  unique  and  does  bear  some  consideration  on  the  part 
of  this  committee. 

Mr.  Whalen.  I  would  just  comment,  Mr.  Chairman,  it  is  unique 
certainly  to  social  security.  It  is  not  unique,  however,  to,  as  I  men- 
tioned, tlie  various  Federal  retirement  systems  we  have. 

Mr.  CoNABLE.  Mr.  Chairman,  if  we  went  to  such  a  system,  wouldn't 
it  be  necessary  to  take  some  of  the  weighting  out  of  the  social  secu- 
rity program?  Otherwise  might  we  not  have  people  drawing  full  so- 
cial security  as  a  result  of  work  after  they  had  completed  a  career 
under  some  other  system? 

Mr.  Whalen.  You  are  talking  about  the  10-year  requirement  and 
that  would  still  continue  to  be  a  part  of  the  law.  My  bill  would  not 
change  present  eligibility  requirements. 

Mr.  CoNABLE.  What  about  the  guy  that  retires  at  55  and  then  goes 
to  work  ? 

Mr.  Whalen.  Under  my  bill  he  would  still  be  eligible  to  receive 
social  security  benefits  if  he  worked  in  the  private  sector  until  age 
65.  I  don't  know  whether  the  committee  and  the  Congress  want  to 
get  into  this,  but  we  may  want  to  change  that  provision.  We  may  want 
to  relate  social  security  more  closely  to  some  of  the  Federal  retirement 
programs  where  time  in  the  work  force  is  a  factor  in  computing  what 
the  retirement  benefits  are. 

Mr.  CoNABLE.  With  the  current  passion  for  avoiding  the  double 
dip,  might  we  not  find  ourselves  paying  full  benefits  to  people  wlio 
worked  only  one  lifetime  in  two  separate  programs? 

Mr.  Whalen.  I  think  we  are  doing  that  now. 

A  Federal  employee  can  retire  and  go  to  work  in  the  private  sector 
under  present  law  and  on  completing  10  years  of  service  would  be 
eligible  for  full  social  security. 

Mr.  CoNABLE.  He  gets  full  social  security.  The  problem  is  he  gets 
it  at  a  level  that  has  been  weighted  on  the  assumption  that  he  is  poor 
which  bears  scant  relation  to  the  social  security  employments.  It  has 
always  seemed  to  me  that  one  of  the  ways  we  could  dig  out  of  this  kind 
of  dilemma  would  be  to  have  an  adequate  SSI  which  is  funded  out 
of  the  general  treasury  and  which  goes  to  people  in  relation  to  need 
as  a  welfare  program  should. 

This  is  one  way  of  escaping  some  of  the  dilemmas  that  are  involved 
in  having  a  social  security  system  which  requires  only  minimum  cov- 
erage and  which  is  weighted'tow^^rd  those  that  have  had  a  very  motlest 
relationship  to  social  security-covered  employment. 

Mr.  Whalen.  As  a  general  principle,  I  would  say  that  anythmg 
that  has  a  welfare  element  to  it  in  the  social  security  system  should 
be  funded  through  the  general  fund.  I  think  this  is  true  today  smce 
certain  social  security  programs,  such  as  SSI,  are  covered  out  of  the 
general  revenue  funds. 

Mr.  CoNABLE.  I  regret  that  we  did  not  get  a  better  look  at  your 
cards.  I  think  they  include  the  best  explanation  of  the  decoupling 
problem  that  I  have  seen,  but  they  were  kind  of  flashcards  as  they 
appeared  under  these  difficult  circumstances. 
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Are  they  available  ? 

Mr.  Whalen.  They  are  in  the  written  prepared  statement. 

Mr.  CoNABLE.  I  want  to  compliment  you  on  the  work  you  did  on 
that.  One  problem  is  that  decoupling  becomes  one  of  those  buzz  words 
that  a  lot  of  people  don't  understand  in  detail  and  I  think  your  ex- 
planation looks  to  me  like  a  very  careful  and  thoughtful  one  and  I 
want  to  express  some  appreciation  for  the  work  you  did  in  putting 
those  charts  together. 

Mr.  Whalen.  a  more  simple  explanation  of  the  second  bill  is  also 
contained  in  the  exhibit  while  I  am  not  quite  near  the  retirement  age, 
I  am  leaving  Congress  in  1978  but  I  hope  to  continue  to  be  gainfully 
employed  beyond  that  time.  However,  I  would  suggest  if  you  have 
not  seen  these  before,  you  look  at  the  two  pamphlets  attached  to  my 
statement  and  try  to  determine  just  what  your  level  of  social  security 
benefits  will  be. 

It  is  almost  impossible. 

Mr.  CoxABLE.  Thank  you  for  the  thoughtful  work  you  put  into  it. 

Mr.  Waggonner.  Are  there  other  questions  ? 

Thank  you,  Mr.  Whalen. 

I,  too,  want  to  commend  you  on  a  very  thoroughly  prepared 
statement. 

Mr.  Whalen.  I  apologize  to  the  panel  for  intruding.  I  appreciate 
your  willingness  to  yield  to  me. 

Mr.  Waggonner.'  It  goes  without  saying  that  we  grant  each  other 
special  privileges. 

Next,  we  have  had  come  into  the  room  another  colleague  who  was 
not  earlier  present  who  did  not  get  a  very  good  start  in  life,  having 
been  born  up  in  Yankee  country • 

Mr.  HoRTON.  No,  I  wasn't.  I  was  born  in  Texas. 

Mr.  Waggonxer.  That  is  Yankee  country  to  Louisianians. 

We  have  with  us  our  good  friend,  Mr.  Horton,  of  New  York.  You 
may  proceed  in  your  way. 

STATEMENT  OF  HON.  FRANK  HORTON,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  NEW  YORK 

Mr.  HoRTON.  Thank  you,  Mr.  Chairman. 

I  have  to  tell  a  story  about  Texas.  When  I  first  came  to  Congress, 
I  saw  an  article  in  a  newspaper  that  said  Congressman  Jake  Pickle, 
a  member  of  this  Committee,  was  related  to  the  Crockett  family.  My 
relatives  on  my  mother's  side  were  related  distantly  to  Davy  Crockett. 
Since  then.  Congressman  Pickle  and  I  have  called  each  other  cousin 
for  a  number  of  years.  /r     j  j 

Mr.  CoNABLE.  I  want  to  tell  you  us  Yankees  are  a  little  ottended, 

Mr.  HoRTON.  Mr.  Chairman,  I  am  here  as  the  Chairman  of  the  Fed- 
eral Paperwork  Commission,  and  I  am  also  speaking  on  behalf  ot 
Tom  Steed  who  is  also  a  member  of  the  Paperwork  Commission.  1 
have  a  prepared  statement  which  I  assume  each  of  you  have. 

I  also  have  in  addition  to  that,  which  I  \tould  also  like  to  include 
in  the  record,  a  position  paper  which  was  adopted  by  the  Paperwork 
Commission  on  April  12  of  this  year  which  has  to  do  with  true  an- 
nualization  of  wage  reporting. 
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Mr,  Waggonner.  Without  objection,  Mr.  Horton,  your  entire  state- 
ment will  be  included  in  the  record. 

Mr.  HoRTON.  I  appreciate  that.  I  will  briefly  state  what  I  am  here 
about. 

One  of  the  first  things  the  Paperwork  Commission  did  was  recom- 
mend that  the  quarterly  reporting  of  social  security  be  done  on  an 
annual  basis.  That  was  later  adopted  and  became  law.  It  began  on 
the  Senate  side.  Then,  we  adopted  it  on  the  House  side.  It  was  later 
signed  into  law.  For  all  practical  purposes  it  goes  into  effect  in  Janu- 
ary of  1978.  It  is  going  to  save  a  lot  of  paperwork  for  employers  and 
also  for  the  Federal  Government  and  will  eliminate  a  lot  of  paper- 
work. About  $40  million  will  be  saved  by  the  Federal  Government 
and  something  like  $150  million  as  far  as  private  industry  is  con- 
cerned. Furthermore,  a  stack  of  paperwork  2  miles  high  will  be 
eliminated. 

In  my  statement,  I  talk  about  the  need  for  true  annualization  and 
support  the  bill  before  you.  Thus,  we  endorse  that  concept  and  urge 
that  true  annualization  of  wage  reporting  be  accomplished.  In  rny 
statement,  I  point  out  it  will  amount  to  quite  a  savings,  and  also,  in 
the  true  annualization  of  wage  reporting  position  paper,  there  are 
some  paragraphs  which  set  out  the  advantages  to  employers.  For  ex- 
ample, it  was  estimated  by  the  President's  Advisory  Council  on  Man- 
agement in  1971  that  there  will  be  a  savings  in  excess  of  $235  million 
per  year,  in  1975  dollars.  To  the  Social  Security  Administration,  SSA, 
there  would  be  a  cost  savings  of  $16  million  under  a  system  of  annual 
reporting  with  quarterly  breakdowns.  If  a  truly  annual  system  were 
adopted,  there  would  be  an  additional  $12  million  in  annual  savings 
realized. 

The  benefits  to  IRS  from  annual  reporting  could  be  even  greater 
than  those  to  SSA.  The  Paperwork  Commission's  position  paper 
points  out  that  a  net  gain  of  $455  million  to  the  Federal  Government 
in  additional  tax  revenue  could  be  realized  if  there  were  100  percent 
matching  of  all  information  returns  with  "\V-2s.  So,  it  is  my  hope 
that  the  committee  will  recommend,  and  the  Ways  and  Means  Com- 
mittee will  adopt,  this  portion  of  the  bill  which  is  before  you.  On 
behalf  of  the  Paperwork  Commission,  Congressman  Steed  and  I  would 
like  to  urge  such  action  be  taken. 
[The  prepared  statement  follows :] 

Statement  of  Hon.  Frank  Horton,  Chairman,  Commission  on  Federal  Paper- 
work, AND  Hon.  Tom  Steed,  Member,  Commission  on  Federal  Paperwork 

Mr.  Chairman,  we  would  like  to  thank  you,  Mr.  Chairman,  for  allowing  us  this 
opportunity  to  address  the  Social  Security  Subcommittee  regarding  H.R.  8057, 
the  Combined  Social  Security  and  Income  Tax  Reporting  Amendments  of  1977. 

As  you  know,  the  commission  on  Federal  Paperwork,  of  which  I  am  chairman, 
has  been  active  in  the  area  of  combined  Social  Security  and  Income  Tax  report- 
ing, also  known  as  annual  wage  reporting.  The  Commission  endorsed  annual 
reporting  of  quarterly  wages  at  its  first  meeting  in  October  of  1975.  Since  that 
time,  the  Commission  has  devoted  a  considerable  amount  of  effort  toward  the 
adoption  and  further  development  of  this  issue. 

We  were  pleased  when  Congress  passed  and  the  President  signed  P.L.  94-202 
in  early  1976.  This  law,  when  implemented  on  January  1,  1978,  will  eliminate 
the  Social  Security  Administration's  requirement  that  employers  report  the 
names,  social  security  numbers  and  quarterly  wages  of  all  of  their  employees 
four  times  a  year.  Instead,  employers  will  only  be  required  to  report  this  wage 
information  once  a  year  on  a  revised  W-2  form. 
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This  law  will  relieve  employers  of  the  burden  of  filing  the  quarterly  IRS  941 
Schedule  A  forms  (the  listing  of  all  employees  and  their  wages)  a  savings  to 
business  of  some  $360  million  per  year.  Furthermore,  the  Social  Security  Admin- 
istration has  estimated  that  they  will  save  $16  million  per  year  by  the  year  1980 
under  P.L.  94-202. 

Now,  with  our  support,  the  Social  Security  Administration  and  the  Internal 
Revenue  Service  has  devised  a  system  that  would  eliminate  the  need  for  em- 
ployers to  report  any  detailed  quarterly  wage  data.  This  system  would  annualize 
wage  reporting  by  requiring  employers  to  report  only  the  annual  wages  of  em- 
ployees with  no  quarterly  breakdowns.  Employers  would  save  even  more  time 
and  money  and  the  Social  Security  Administration  would  save  $12  million  more  by 
1980  than  under  the  system  .set  up  by  P.L.  94-202  (a  total  .savings  of  $28  million) . 

H.R.  8057  would  enable  the  SSA  and  the  IRS  to  implement  this  new  system, 
further  reducing  the  reporting  burden  on  employers,  by  altering  the  method  of 
computing  quarters  of  social  security  coverage.  Quarters  of  coverage  would  be 
determinetl  by  using  annual  wage  data  as  opposed  to  using  quarterly  wage  data. 
Under  the  bill,  an  individual  would  earn  one  quarter  for  each  $250  of  annual 
earnings,  not  to  exceed  four  quarters  of  coverage  in  any  calendar  year. 

As  you  know,  employees  must  now  earn  $50  in  a  quarter  in  order  to  qualify 
for  a  quarter  of  coverage.  The  Commission  on  Federal  Paperwork  does  not  have 
a  position  regarding  the  dollar  amount  that  should  be  set  to  earn  a  quarter  of 
coverage.  We  do,  however,  support  the  concept  of  an  annual  wage  reporting  and 
the  realization  of  millions  of  dollars  in  savings  to  both  .small  business  and  the 
Government. 

In  addition  to  the  many  advantages  of  this  bill  which  I  have  already  men- 
tioned, there  is  another  very  important  side  effect  that  could  produce  hundreds 
of  millions  of  dollars  in  increased  revenue  to  the  Federal  Government. 

Under  the  system  that  SSA  and  IRS  would  implement  with  the  passage  of 
H.R.  8057,  employers  would  forward  copies  of  their  employees'  W-2  forms 
directly  to  the  Social  Security  Administration.  The  SSA  would  then  process  all 
of  the  W-2  wage  information  onto  computer  tape  which  would  be  input  into  their 
Social  Security  wage  file  and  then  sent  to  IRS.  The  IRS  would  then  be  able  to 
match  this  wage  tape  with  the  computer  tape  of  individual  income  tax  returns. 

This  match  would  detect  fraud,  overpayment  of  taxes,  and  underpayment 
of  taxes.  Presently,  the  IRS,  due  to  the  high  cost  of  processing  W-2's  has  only 
been  able  to  match  10-15  percent  sample  of  these  forms  with  actual  tax  returns. 
This  sample  matching  program,  called  Information  Returns  Program  (IRP)  has 
been  very  successful.  IRS  estimates  that  with  a  100  percent  match  $630  million 
in  additional  taxes  owed  to  the  Government  would  be  recovered  and  $175  million 
in  additional  refunds  to  individuals  would  be  paid  by  the  Government.  This 
would  yield  a  net  gain  of  $455  million  to  the  Government  in  additional  tax 
revenues. 

In  conclusion,  we  would  like  to  point  out  that  this  issue  of  truly  annual  wage 
reporting,  first  raised  in  1955  by  the  second  Hoover  Commission,  has  been  recom- 
mended by  the  President's  Advisory  Council  on  Management  Improvement  in 
1971,  and  further  proposed  in  a  report  to  Congress  in  December  of  1974  by  the 
Secretaries  of  Health,  Education  and  Welfare,  and  the  Treasury,  and  was  re- 
cently endorsed  by  the  Commission  on  Federal  Paperwork.  You  will  note  that  a 
copy  of  the  Commission's  poistion  paper  containing  a  more  detailed  analysis  of 
this  i.ssue  is  attached  to  our  testimony. 

Mr.  Chairman,  the  wage  reporting  system  proposed  by  Secretary  Califano 
who,  by  the  way,  is  also  a  member  of  the  Commis.sion,  in  this  bill,  H.R.  8057,  is  a 
sound  and  efficient  system.  We  urge  the  Committee  to  act  swiftly  and  favorably 
on  this  bill  so  that  it  may  reach  the  floor  in  early  fall.  This  is  necessary  to  allow 
the  SSA  enough  time  to  implement  the  system  by  January  1,  1978. 

Thank  you  very  much  for  allowing  me  to  express  mine  and  the  Commission's 
views  on  this  bill. 

APPENDIX 

PosiTiox  Paper — True  Annualization  of  Wage  Reporting 

I.     STATEMENT    OF    THE    ISSUE 

On  January  2.  1976,  President  Ford  signed  a  law,  P.L.  94-202,  which  would 
permit  employers  to  report  quarterly  wages  paid  to  employees  on  an  annual 
basis.  The  law  is  scheduled  to  be  implemented  on  January  1,  1978.  Employers 
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will  report  the  wages  to  the  Social  Security  Administration  (SSA)  on  a  revised 
IRS  Form  W-2  which  will  then  be  forwarded  to  the  Internal  Revenue  Service 
(IRS).  Although  this  change  will  save  money  for  both  employers  and  the  Gov- 
ernment, additional  savings  from  truly  annual  wage  reporting  (i.e.,  total  annual 
wages  without  quarterly  breakdowns)  will  not  be  realized.  SSA  has  prepared 
draft  legislation  which  would  ruly  annualize  employer  wage  reporting  and  pro- 
vide for  increased  savings  to  Government  and  the  private  sector. 

II.     SOURCE    OF    THE    ISSUE-BACKGROUND 

As  early  as  1955,  the  second  Hoover  Commission  identified  the  excessive  paper- 
worli  involved  in  employee  wage  reporting  borne  largely  by  the  country's  small 
businesses.  They  suggested  that  the  excessive  wage  reporting  to  IRS  on  the  W-2 
and  941  forms  be  reduced.  Since  the  Hoover  Commission's  report,  combined  an- 
nual wage  reporting  has  been  proposed  to  Congress  in  numerous  Presidential 
messages. 

In  September  1971,  the  President's  Advisory  Council  on  Management  Improve- 
ment released  its  "Report  on  Multiple  Wage  Reporting  System."  In  this  compre- 
hensive report,  the  Advisory  Council  proposed  the  elimination  of  the  detailed 
wage  information  on  IRS  941  and  endorsed  the  concept  of  annual  reporting  by 
employers  of  employees'  annual  wages  on  the  IRS  W-2  form  (true  annualiza- 
tion).  They  also  recommended  that  the  Department  of  the  Treasury  and  the 
Department  of  Health,  Education  and  Welfare  jointly  design  such  a  system  of 
annual  reporting. 

In  February  1973,  the  Director  of  the  OflSce  of  Management  and  Budget  in- 
structed these  tv/o  executive  departments  to  design  an  annual  wage  reporting 
system.  In  October  1974,  Congress  passed  a  bill  which  required  the  Secretary 
of  the  Treasury  and  the  Secretary  of  Health,  Education  and  Welfare  to  study 
systems  of  combined  social  security  and  income  tax  reporting  on  an  annual  basis. 
Their  report,  submitted  to  Congress  on  December  31,  1974,  contained  an  evalua- 
tion of  various  alternatives  and  measured  the  effects  and  cost  implications  of 

In  this  report  the  Secretaries  of  Treasury  and  HEW  noted  that  "single  annual 
reporting  of  wages  has  the  potential  for  substantially  reducing  the  Federal  paper- 
work burden  on  employers,  for  improving  compliance  with  the  income  tax  laws, 
and  for  bringing  about  a  net  savings  in  Federal  Government  administrative 
costs."  The  Secretaries  recommended  the  adoption  of  a  truly  annualized  wage 
reporting  system  such  as  the  one  SSA  is  planning  to  transmit  to  Congress.  They 
emphasized  that  "the  benefits  to  employers  and  to  the  Government  as  a  whole, 
which  annual  reporting  is  designed  to  achieve,  would  not  be  fully  realized  under 
an  annual  reporting  system  with  a  quarterly  breakdown  of  wages." 

The  Commission  on  Federal  Paperwork  endorsed  the  concept  of  combined  an- 
nual wage  reporting  at  its  first  meeting  in  October  1975.  The  legislative  effort  for 
employee  wage  reporting  reform  was  spearheaded  by  two  members  of  the  Com- 
mission. In  July  1975,  Senator  Mclntyre  introduced  a  bill  which  provided  for 
annualized  wage  reporting.  Senator  Brock  attached  the  bill  to  a  Finance  Com- 
mittee measure  in  December.  The  bill  passed  and  was  signed  into  law  in  .January 
1976.  Since  then,  the  Commission  has  worked  with  both  IRS  and  SSA  to  en- 
sure the  new  reporting  system  will  be  implemented  in  a  timely  manner. 

III.     SUMMARY    OF    FINDINGS 

Although  major  changes  will  be  necessary  in  the  method  of  determining  cover- 
age for  employees  in  the  Social  Security  Program,  we  find  that  the  annual  report- 
ing system  proposed  by  the  SSA  in  the  Combined  Social  Security  and  Income 
Tax  Annual  Reporting  Amendments  of  1977  would  create  significantly  greater 
advantages  than  annual  wage  reporting  with  quarterly  breakdowns. 

Advantages  to  employers 

With  the  passage  of  P.L.  94-202,  employers  were  assured  relief  from  report- 
ing detailed  employees'  wages  quarterly  on  the  IRS  Form  941.  In  their  1971  re- 
port, the  President's  Advisory  Council  on  Management  Improvement  estimated 
that  if  the  detailed  wage  data  were  deleted  from  the  IRS  {>41,  the  flow  of  paper- 
work between  employers  and  the  Government  could  be  reduced  by  6  million 
pages  per  quarter  or  24  million  pages  per  year. 

Savings  to  the  private  .sector  resulting  from  the  elimination  of  detailed  quar- 
terly wage  data  from  IRS  Form  941,  were  estimated  in  1971  by  the  President's 
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Advisory  Council  on  Management  Improvement  to  be  in  excess  of  $235,000,000 

per  year  ($360,000,000  in  1975  dollars).  With  a  truly  annualized  wage  reporting 

system,  savings  to  eraplovers  would  even  be  greater,  since  they  would  be  listing 

four  fewer  data  items  (i.e.,  the  wages  for  the  four  quarters)  than  they  would 

under    an    annual    wage    reporting   system    with    quarterly    breakdowns    (P.L. 

94-202). 

Advantages  to  the  Social  Security  Administration 

The  SSA  would  no  longer  process  detailed  quarterly  wage  data  for  nearly 
every  employee  in  the  country.  This  represents  the  major  administrative  advan- 
tage'of  true  annualization.  Additionally,  SSA  would  have  four  fewer  data  items 
(i.e..  the  wages  for  the  four  quarters)  to  process  ofC  of  the  W-2  form.  Since  the 
number  of  data  items  to  be  processed  will  be  lower  under  a  truly  annualized 
system  than  under  a  quarterly  breakdown  system,  SSA  will  require  fewer  em- 
ployees and  less  time  for  processing. 

As  a  result  of  increased  administrative  simplification,  cost  savings  to  SSA 
would  naturally  be  greater  under  a  truly  annualized  wage  reporting  system. 
SSA  has  estimated  annual  savings  of  $16,000,000  by  1980  under  a  system  of  an- 
nual reporting  with  quarterly  breakdowns  (P.L.  94-202).  If  a  truly  annual  sys- 
tem such  as  SSA  has  proposed  were  adopted,  an  additional  $12,000,000  in  an- 
nual savings  would  be  realized  by  1980.  Thus,  true  annualization  would  result  in 
annual  savings  of  $28,000,000  in  administrative  costs  to  the  Social  Security 
Administration. 

Advantages  to  the  Internal  Revenue  Service 

The  benefits  to  IRS  from  annual  reporting  could  prove  to  be  even  greater  than 
those  to  SSA  through  increased  matching  of  \V-2  forms  with  Income  Tax 
Returns. 

Since  tax  year  1974,  the  IRS  has  been  operating  a  tax  matching  system,  the 
Information  Returns  Program  (IRP).  Ideally,  a  match  would  be  made  of  all 
W-2  forms  with  individual's  tax  returns  to  detect  fraud,  overpayment  of  taxes, 
and  underpayment  of  taxes. 

Due  to  the  high  cost  of  transferring  W-2  wage  information  onto  computer 
tapes,  IRS  has  only  been  able  to  process  a  10  percent  sample  to  match  with  in- 
dividual income  tax  returns  (already  processed  on  a  100  percent  basis  by  IRS). 
However,  since  SSA  would  be  computerizing  100  percent  of  the  W-2  forms,  IRS 
will  be  able  to  acquire  complete  W-2  tapes  from  SSA  and,  thus,  have  the  capacity 
of  matching  100  percent  of  W-2s  with  income  tax  returns. 

It  has  been  estimated  that  with  100  percent  matching  of  all  Information  Re- 
turns with  W-2s,  $630,000,000  in  additional  taxes  owed  to  the  Government  would 
be  recovered  and  $175,000,000  in  additional  refunds  owed  to  individuals  would 
be  paid  by  the  Government.  This  would  yield  a  net  gain  of  $455,000,000  to  the 
Government  in  additional  tax  revenue. 

In  addition  to  matching  W-2's  with  income  tax  returns,  other  minor  matches 
of  W-2  transmittal  forms  with  W-2  forms,  and  W-3  transmittal  forms  with  em- 
ployers' quarterly  aggregate  data  (IRS  941),  will  also  be  possible.  Although  such 
matches  should  assist  in  identifying  errors,  no  cost  estimates  have  been  made 
by  IRS  regarding  potential  savings  (if  any)  to  the  Government  or  the  taxpayer. 

Major  program  change  required  to  allow  for  true  annualization 

A  large  portion  of  SSA's  proposed  legi.slation  deals  with  amending  the  Social 
Security  Act  to  incorporate  revisions  in  the  method  of  qualifying  for  quarters  of 
social  security  coverage.  Since  the  SSA  will  no  longer  be  receiving  detailed  quar- 
terly wage  data  from  employers,  they  will  not  longer  be  able  to  determine  eligi- 
bility based  on  quarters  of  social  security  coverage.  Instead,  quarters  of  cover- 
age will  be  determined  on  the  basis  of  annual  wage  data.  Under  the  present  sys- 
tem, an  employee  must  earn  $.jO  in  a  quarter  to  obtain  a  quarter  of  coverage. 
Under  the  SSA's  proposed  annual  system,  there  will  be  a  minimum  yearly 
earning  amount  which  will  qualify  employees  for  four  quarters  of  coverage,  a 
lesser  figure  to  qualify  employees  for  three  quarters,  and  lesser  figures  in  order 
to  qualify  for  two  and  one  quarters.  For  example,  if  the  Congress  were  to  set 
$400  as  the  minimum  yearly  earning  amount  for  an  employee  to  qualify  for  four 
quarters  of  coverage,  $300  of  annual  earnings  would  qualify  an  employee  for  three 
quarters  of  coverage,  and  $100  would  qualify  an  employee  for  one  quarter  of 
coverage.  The  Commission's  recommendation  does  not  comment  on  the  dollar 
wages  necessary  to  qualify  employees  for  coverage,  but  merely  the  concept  of 
true  annualization. 
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IV.    RECOMMENDATIONS 

The  Commission  endorses  the  concept  of  true-annualization  and  recommends 
to  Congress  the  adoption  of  legislation  which  would  implement  true  annual  wage 
reporting  by  January  1,  1978. 

Mr.  Waggonner.  Thank  you,  Mr.  Horton. 

Of  course,  the  administration  has  sent  up  a  bill  to  correct  our  short- 
comings of  a  couple  of  years  ago,  H.R.  8057  to  which  you  refer.  It 
would  provide  for  something  reasonable  in  the  way  of  annualization, 
and  this  is  something  that  we  would  anticipate  this  committee  would 
act  on.  It  is  something  that  is  very  much  needed. 

Are  there  questions  from  other  members  of  the  committee? 

Mr.  Horton.  It  will  save  a  lot  of  paperwork  and  a  lot  of  money  if 
it  is  done. 

Mr.  Waggonner.  Are  there  any  other  questions? 

Mr.  Pickle.  Mr.  Chairman,  I  think  on  that  point,  we  can  all  agree. 

Mr.  Waggonner.  Even  if  you  were  born  in  Texas. 

Thank  you,  Mr.  Horton. 

Mr.  Horton.  Thank  you  very  much. 

Mr.  Waggonner.  Perhaps  some  of  you  will  remember  a  few  years 
ago  one  afternoon  we  had  a  rather  big  demonstration  out  on  the  Capi- 
tol steps  and  when  these  people  were  finallv  brought  to  the  courtroom, 
the  charges  were  dismissed  and  it  proved  the  point  to  the  satisfaction 
of  some,  at  least,  that  they  did  not  disturb  the  peace  because  the  House 
Committee  on  Ways  and  INIeans  was  meeting  just  inside  the  walls  of 
H-208  and  our  meeting  continued  so  they  didn't  disrupt  anybody  in 
this  little  room. 

Gentlemen,  thank  you  for  your  patience.  Let  us  proceed  now  with 
your  panel  discussion. 

Might  I  add  that  it  would  be  hard  to  get  a  more  prestigious  panel 
and  more  cognizant  gentlemen  than  you  are  to  present  your  views  to 
us.  Not  that  we  have  not  heard  all  of  you  before,  but  it  may  be  that 
some  of  you  have  changed  your  minds. 

Nevertheless,  we  know  you  have  come  in  complete  faith  to  tell  us 
what  you  think  would  be  best  for  the  social  security  system.  Most  of 
you  have  dedicated  your  lives  to  this  and  similar  endeavors. 

PANEL  CONSISTING  OF  WILBUR  J.  COHEN,  DEAN,  SCHOOL  OF  EDU- 
CATION, UNIVERSITY  OF  MICHIGAN;  ROBERT  J.  MYERS,  SOCIAL 
SECURITY  ADVISER,  AMERICAN  COUNCIL  OF  LIFE  INSURANCE ; 
ROBERT  M.  BALL,  SENIOR  SCHOLAR,  INSTITUTE  OF  MEDICINE, 
NATIONAL  ACADEMY  OF  SCIENCES;  ROBERT  F.  LINK,  CHAIRMAN, 
COMMITTEE  ON  SOCIAL  INSURANCE,  AMERICAN  ACADEMY  OF 
ACTUARIES 

STATEMENT  OF  WILBUR  J.  COHEN 

Mr.  Cohen.  Mr.  Chairman.  I  have  a  statement  which  I  request 
be  put  in  the  record  along  with  my  interview  with  Mr.  Ullman  in  the 
U.S.  News  &  World  Report,  and  my  general  statement  on  social 
security. 

I  thought  that  perhaps  the  best  thing  to  do  would  be  to  answer 
questions  because  my  personal  position  is  that  while  I  strongly  sup- 
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port  the  President's  position  in  terms  of  his  recommendations,  I  even 
more  want  to  recommend  to  the  committee  that  you  do  somethmg  this 
year.  I  believe  that  it  is  a  matter  of  major  importance  to  the  100  mil- 
lion people  who  contribute  to  social  security  and  to  the  33  million 
people  who  are  now  beneficiaries  that  Congress  take  some  action  to 
restore  the  financial  integrity  of  the  system. 

This  is  the  42d  year  that  I  have  appeared  in  this  room  m  connec- 
tion with  social  security.  I  am  disappointed  that  Mr.  Doughton's  pic- 
ture is  no  longer  in  this  room.  Mr.  Doughton  was  the  chairman  of  the 
committee  when  the  social  security  program  was  enacted.  I  have  sat 
in  this  room  for  hours  at  a  time  and  Mr.  Doughton's  picture  always 
gave  me  a  feeling  that  Congress  respected  the  financial  integrity  of 
the  system. 

Now,  when  you  have  taken  his  picture  down,  it  really  worries  me  a 
great  deal.  He  was  one  of  the  architects  of  this  system,  and  he  im- 
pressed upon  me  the  importance  of  maintaining  the  financial  integrity 
of  the  system. 

I  want  to  say  this  for  the  newer  members  here,  this  Congress,  the 
Congress  over  these  42  years,  irrespective  of  who  was  chairman  of 
the  committee  or  what  political  party  that  chairman  was  or  in  the 
Senate,  has  always  defended  the  financial  integrity  of  this  system, 
irrespective  of  the  chairman  or  whether  the  committee  was  Kepubli- 
can  or  Democrat. 

I  want  you  to  live  up  to  that  reputation.  It  is  a  great  reputation. 
Congress  has  always  shown  a  great  responsibility  as  the  board  of  direc- 
tors of  this  system.  The  system  is  now  facing  a  situation  where  in  a 
few  years,  there  will  not  be  enough  money  to  pay  the  current  benefits. 
Although  as  I  said,  I  feel  that  what  the  President  has  recommended 
is  a  sound  intelligent  approach  toward  changing  the  financing  of  the 
system  to  meet  the  needs,  I  have  been  around  long  enough  to  know 
that  Congress  will  probably  make  some  changes  in  that,  effectuate  its 
own  ideas  about  what  is  the  proper  financing,  but  I  want  to  urge  you 
to  take  action  this  year  to  restore  the  financial  integrity  of  the  system. 
There  are  alternative  ways  of  doing  it,  and  some  have  advantages  one 
way,  disadvantages  the  other  way.  But,  I  think  that  the  continued 
impact  of  the  media's  interpretation  that  the  system  is  going  bank- 
rupt is  one  of  the  most  unfortunate  impacts  upon  the  citizenry  of  the 
country  and  upon  the  confidence  that  people  have  in  the  Congress 
and  in  the  Federal  Government  in  handling  these  fiscal  matters.  So, 
again,  I  wish  to  urge  you  very  strongly  to  take  some  action. 

I  support  the  President's  proposals  to  use  on  a  one-time  basis  the 
countercyclical  financing  out  of  general  revenues,  I  support  his  pro- 
posals for  decoupling  to  remedy  the  difficulties  discovered  as  a  result 
of  the  1972  amendments,  and  the  other  proposals  in  his  set  of  recom- 
mendations. I  hope  that  you  will  find  a  way  to  satisfactorily  find 
enough  money  to  restore  the  system  to  a  financially  sound  basis. 

I  am  pretty  cautious  and  conservative  about  a  lot  of  the  other 
recommendations  that  have  been  made  by  the  other  members  this 
morning.  I  want  to  admonish  you  to  get  the  system  back  on  a  finan- 
cially sound  basis  before  you  increase  the  benefit  liabilities  of  the 
system. 

I  have  a  lot  of  ideas  as  to  how  to  improve  the  system.  They  cost  a 
lot  of  money.  But  we  must  have  the  confidence  of  employers  and  the 
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employees  and  other  people  to  get  the  system  back  into  shape.  At  a 
time  and  a  moment  of  history  when  you  are  not  getting  enougn  money 
in  to  pay  the  long-range  or  even  the  shorter-range  benehts,  1  hope  you 
will  consider  as  No.  1  priority  restoring  the  system's  financial  integ- 
rity and  then  take  up  the  other  measures.  I  would  be  glad  to  discuss 
some  of  the  other  measures.  1  am  very  sympathetic  with  Mr.  Conable's 
bill,  for  instance,  that  deals  with  long-term  care.  I  think  he  has  a  lot 
of  good  ideas  in  that  bill.  I  think  a  lot  of  the  suggestions  that  Con- 
gressman Pepper  and  Mr-.  Bingham  made  have  a  lot  of  merit,  but 
please  restore  the  integrity  of  the  system  first,  get  it  back  to  where 
people  who  have  believed  for  42  years  that  the  Congress  is  a  respon- 
sible institution  which  will  assure  the  financial  integrity  of  the 
program. 

Thank  you,  Mr.  Chairman. 

Mr.  Waggonner.  Thank  you,  Mr.  Cohen. 

[The  prepared  statement  follows :] 

Restoring  the  Financial  Integrity  of  the  Social  Security  System 

(By  Wilbur  J.  Cohen,  Professor  of  Public  Welfare  Administration,  The  University 

of  Michigan) 

I  am  pleased  to  appear  before  this  Subcommittee  today  to  discuss  the  Presi- 
dent's recommendations  to  strengthen  the  financing  of  the  social  security  system. 

As  a  former  Secretary  of  Health,  Education,  and  Welfare  and  a  member  of 
the  Board  of  Trustees  of  the  social  security  system,  1  have  a  deep  interest  in  safe- 
guarding the  financial  integrity  of  the  program.  As  an  individual  soon  to  become 
65  years  of  age,  I  have  more  than  a  theoretical  interest  in  this  matter.  But  an 
even  more  personal  factor  is  that  the  early  training  I  received  under  the  guid- 
ance of  Professor  Edwin  E.  Witte,  the  Executive  Director  of  the  President's 
Cabinet  Committee  on  Economic  Security  (1934-35),  and  later  from  Arthur  J. 
Altmeyer  (1935-53),  the  Chairman  of  the  Social  Security  Board,  two  of  the 
original  architects  of  the  system,  has  reinforced  my  commitment  to  the  institu- 
tion of  social  security  as  a  continuing  compact  between  the  people  and  their 
government. 

general  considerations 

Social  security  has  become  an  institution  which  has  widespread  support.  In 
an  era  of  skepticism,  doubt,  and  criticism  of  government  programs  and  policies, 
it  should  be  heartening  for  members  of  Congress  to  know  of  the  general  accept- 
ance which  their  efforts  over  the  past  42  years  have  wrought.  Our  responsibility 
today  is  to  maintain  and  preserve  public  confidence  in  the  program  and  to  locate 
the  necessary  revenues  to  assure  the  program's  financial  soundness.  The  Con- 
gress act  as  the  Board  of  Directors  of  this  vast  system.  Over  the  years  it  has 
acted  in  a  responsible  manner  to  maintain  a  financially  sound  and  acceptable 
benefit  program.  You  are  in  a  position  to  extend  that  excellent  performance 
record  this  year. 

Social  security  presently  involves  current  disbursements  of  over  $80  billion 
annually,  33  million  beneficiaries,  100  million  individual  contributors,  and  over 
5  million  business  enterprises.  In  the  long  run,  everyone  in  the  nation  is  affected 
by  social  security  contributions  and  benefits. 

I  strongly  support  the  general  thrust  of  the  President's  proposals.  However, 
there  are  other  alternatives  to  achieve  the  same  overall  result  of  restoring  the 
financial  integrity  of  the  system.  There  are  advantages  and  disadvantages  of 
every  method  of  increasing  revenues  to  the  system.  The  weighing  of  these  ad- 
vantages and  disadvantages  involves  not  only  economic  and  fiscal  considerations 
(including  the  incidence  of  taxation),  but  social  psychology  as  well.  I  don't 
think  it  is  possible  to  make  decisions  on  these  complex  factors  as  if  they  could 
be  made  on  some  scientific  basis. 

The  most  important  criteria  in  determining  the  measures  to  be  adopted  is  that 
the  general  public  and  the  media  should  be  persuaded  that  the  congressional  de- 
cisions assure  the  financial  integrity  of  the  system  and  that  there  is  an  equi- 
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table  sharing  of  the  costs.  There  is  a  "conventional  wisdom"  about  the  concepts 
of  financial  integrity  and  equity  in  relation  to  both  the  contributions  and  benefits 
of  the  system  wliicli  is  shared  by  the  general  public  which  is  substantially 
different  than  the  views  expressed  by  Milton  Friedman  and  economists  from 
the  Brookings  Institution  and  elsewhere.  While  I  believe  full  and  thoughtful 
consideration  should  be  given  to  the  views  of  macro-economists,  fiscal,  monetary, 
and  budgetary  experts,  I  believe  the  Congress  should  be  guided  by  balancing 
ail  the  factors  involved. 

IMPORTANT  VALUES  OF  SOCIAL  SECURITY 

Before  discussing  the  financial  aspects  of  social  security,  let  me  remind  mem- 
bers of  some  of  the  important  values  of  the  social  security  program  : 

1.  The  earnings-related  nature  of  the  system  which  stresses  the  personal  and 
individual  character  of  the  protection. 

2.  The  contributory  aspect  of  the  system  which  assures  employee  and  em- 
ployer interest,  respect,  and  concern  for  its  future. 

3.  The  insurance  nature  of  the  protection  which  gives  the  insured  person  and 
beneficiaries  the  maximum  protection  at  minimum  cost. 

4.  The  social  adequacy  of  the  benefits  which  give  greater  relative  protection 
to  lower-income  persons,  individuals  with  mentally  retarded  and  handicapped 
children,  and  financial  aid  to  many  young  persons  to  continue  their  education. 

5.  The  family  protection  in  the  system  which  aims  to  keep  families  together 
despite  the  problems  involved  in  death,  disability  and  retirement. 

6.  The  mutual  responsibility  emphasis  in  the  program  which  aims  to  cover 
nearly  everyone  in  the  country  irrespective  of  income,  race,  sex,  national  origin, 
state  of  residence,  or  medical  or  health  condition. 

7.  The  freedom  of  choice  which  enables  individuals  to  utilize  the  payments 
they  receive  where,  when,  and  how  they  wish. 

8.  The  encouragement  to  savings  which  enables  individuals  who  wish  to  add 
to  their  social  security  to  do  so  by  home  ownership,  savings,  and  investments. 

9.  The  emphasis  given  to  individuals  to  plan  ahead  to  meet  several  of  life's 
major  hazards  with  flexibility  to  meet  individual  and  family  needs. 

10.  The  administrative  efl5ciency  of  the  system  which  involves  low  administra- 
tive costs  of  only  1.7  ijercent  of  total  benefit  payments  (1976) . 

11.  The  public  service  nature  of  the  administrative  process  which  aims  to 
provide  services  on  a  nonadversary  basis. 

12.  The  widespread  public  acceptance  of  the  program  which  makes  it  the 
most  well  accepted  governmental  program  with  employer,  union,  and  public 
support. 

PRESIDENT  carter's  RECOMMENDATIONS 

President  Carter's  recommendations  for  restoring  the  financial  integrity  of 
the  social  security  system  are  important,  responsible,  and  urgently  needed.  His 
proposals  will  produce:  (1)  additional  income  to  the  social  security  system  over 
the  next  five  years;  (2)  provide  additional  income  to  the  system  beginning  in 
1985;  and  (3)  eliminate  the  flaw  in  the  indexing  for  inflation  enacted  in  the 
1972  amendments  which  will  reduce  the  long-run  cost  by  about  4  percent  of  pay- 
rolls. When  enacted,  as  I  hope  they  promptly  will  be,  I  hope  they  will  alleviate 
the  wide-spread  public  anxiety  about  the  potential  "bankruptcy"  of  the  program. 
Moreover,  their  adoption  should  make  it  possible  for  the  executive  branch  and 
Congress  to  consider  eliminating  in  the  near  future  the  inequities  and  some  of 
the  inadequacies  in  the  present  system. 

THE  SHORT-RANGE  NB:ED 

Before  examining  the  individual  components  in  the  Administration's  proposals, 
it  is  desirable  to  separate  out  some  of  the  different  elements  to  determine  the  net 
amount  of  new  revenues  needed. 

1.  The  overall  OASDI  needs  are  estimated  at  $83  billion  for  the  period.  About 
$7  billion  will  be  shifted  from  the  HI  contributions  yield  to  the  OASDI  program 
resulting  in  a  $76  billion  net  yield  required  for  OASDI. 

2.  By  reducing  the  reserve  requirements  from  about  50  percent  of  a  year's 
benefit  payments  to  35  percent,  a  saving  of  $24  billion  in  contributions  otherwise 
needed  is  obtained  over  this  period.  This  reduces  the  net  yield  required  for 
OASDI  to  $52  billion. 
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3.  About  $3  billion  during  this  period  will  be  saved  if  a  new  eligibility  test  for 
dependents'  benefits  is  enacted  to  offset  the  effect  of  the  Goldfarb  decision  by  the 
U.S.  Supreme  Court.  Thus,  the  proposals  assume  the  raising  of  $49  billion  in  new 
income  of  which  $14  billion  would  not  result  in  any  immediate  new  taxes  and 
$35  billion  would  be  in  new  taxes. 

4.  The  $35  billion  in  new  taxes  during  1979-82  would  be  raised  as  follows : 

Billions 

A.  Increase  in  the  self-employment  contribution  rate $1 

B.  Increase  of  $1200  in  two  steps  in  the  employee  earnings  base 4 

O.  Taxing  employers  on  the  full  earnings  of  the  employee 30 

THE   RESERVE    FUND    RATIO 

A  key  issue  in  determining  the  amount  of  new  revenues  to  be  raised  in  the 
short-run  is  the  level  of  reserve  to  be  established  in  the  four  separate  funds 
which  are  now  maintained :  OASI,  DI,  HI,  and  SMI.  The  larger  the  desired  re- 
serves, the  more  revenue  which  is  needed  to  build  them  to  the  required  size ; 
the  smaller  the  reserves,  the  less  revenue  is  needed  to  build  them  to  the  desired 
amount. 

During  the  early  years  of  the  system,  the  Board  of  Trustees  was  required  by 
law  to  report  immediately  to  the  Congress  whenever  in  the  "ensuing  5  fiscal  years 
either  of  the  Trust  Funds  will  exceed  three  times  the  highest  annual  expendi- 
tures from  such  Trust  Fund  anticipated  during  that  5-year  period,"  and  when- 
ever either  of  the  Trust  Funds  is  unduly  small  (section  201(c)(3),  repealed 
in  1960). 

In  recent  years,  the  appropriate  reserves  have  been  thought  to  be  equal  to  about 
1  year's  benefit  payments.  The  current  reserves  for  OASI  and  DI  are  much  less 
than  that  at  this  time.  In  fact,  the  reserves  for  DI  are  estimated  to  be  exhausted 
by  next  year.  This  is  the  reason  why  legislation  is  needed  this  year. 

The  Carter  administration's  proposal  assumes  that  it  is  appropriate  to  reduce 
the  reserve  ratio  for  OASDI  combined  to  about  35  percent  on  the  average  for  the 
period  1978-83.  They  estimate  that  thi.s  saves  about  $24.1  billion  in  revenues 
which  otherwise  would  have  to  be  raised  during  this  period. 

Temporarily  the  reserve  funds  could  be  reduced  even  lower  than  the  $36.1  bil- 
lion figure  estimated  by  the  administration  for  1978  and  the  $37.6  billion  figure 
estimated  for  1979. 

It  would  be  possible  to  support  even  a  lower  reserve  figure  as  long  as  the  Con- 
gress replaced  in  the  law  the  Murray-Vandenburg  amendment  which  was  in  the 
law  from  1944-1950  which  stated :  "There  is  also  authorized  to  be  appropriated 
to  the  Trust  Fund  such  additional  sums  as  may  be  required  to  finance  the  bene- 
fits and  payments  provided  under  this  title."  (Section  201(a),  last  sentence,  re- 
pealed in  1950.) 

Should  for  technical  reasons  the  Secretary  of  the  Treasury  need  some  mini- 
mum level  of  reserves  to  handle  his  cash-flow  and  refinancing  problems,  this 
could  be  met  by  statutory  authorization  of  either  repayable  loans  or  advance 
payment  of  amounts  due  for  military  service  credits  and  the  medicare  subsidy 
for  the  ensuing  2  years,  or  both.  This  would  temporarily  handle  any  short-run 
emergency  which  would  enable  Congress  to  have  sufficient  time  to  remedy  the 
situation. 

THE   FOUR    MAJOR   REVENUE   ISSUES 

Four  major  revenue  issues  are  presented  in  the  President's  recommendations 
pending  before  you : 

1.  How  far  and  how  fast  is  it  desirable  to  increase  the  rate  on  employers  and 
employees  equally? 

2.  How  far  and  how  fast  is  it  desirable  to  increase  the  maximum  earnings  base 
on  employers  and  employees  equally? 

3.  Is  it  desirable,  and  if  so,  how  fast  should  the  maximum  earnings  base  be 
eliminated  on  employers? 

4.  Is  it  desirable,  and  if  so,  to  what  extent,  and  on  what  rationale,  should  gen- 
eral revenues  be  utilized  for  financing  cash  benefits? 

CONTRIBUTION   RATE   CHANGES 

The  administration's  proposal  involved  two  increases  in  the  rate  of  the 
payroll  contribution  on  employees   (and  employers).  The  first  involves  accept- 


119 

ance  of  the  rate  increase  already  incorporated  in  ttie  existing  law  for  hospital 
insurance  benefits  in  1977  and  1981,  a  rate  increase  of  two-tenths  of  1  percent  on 
employees  and  an  equal  rate  increase  on  employers  in  1977  and  a  further  in- 
crease of  a  quarter  of  one  percent  each  in  1981.  (There  is  a  further  increase  of 
0.15  percent  each  scheduled  for  1986) . 

The  other  rate  increase  involves  moving  forward  the  rate  increase  scheduled 
for  the  year  2011  to  1985  and  1990. 

I  support  both  of  these  rate  increases.  In  part,  they  are  feasible  in  my  opinion 
in  view  of  the  enactment  of  the  earned  income  credit  in  the  federal  income  tax 
law  which  provides  for  the  refund  of  an  amount  equal  to  10  percent  of  earnings 
up  to  $4,000  a  year  for  a  person  with  dependents.  The  refundable  amount  is  re- 
duced above  $4,000  until  it  disappears,  at  $8,000  a  year.  I  suggest  that  considera- 
tion be  given  to  amending  the  law  so  that  it  will  apply  to  any  individual  and  that 
the  basic  amount  be  increased  from  $4,000  to  $4,500  in  1978,  $5,000  in  1979.  $5,500 
in  1980,  and  $6,000  in  1981.  These  changes  would  give  assurance  that  the  payroll 
contributions  would  not  have  an  adverse  impact  on  the  expenditures,  consump- 
tion, or  standard  of  living  of  low-income  receivers. 

In  passing,  I  should  like  to  point  out  that  many  low-income  taxpayers  are  not 
aware  of  the  earned  income  credit  in  the  tax  law.  Nor  is  the  public  generally 
aware  of  its  existence  or  purpose.  I  urge  that  both  the  Treasury  Department  and 
the  Social  Security  Administration  publicize  it  more  widely. 

MAXIMUM   EARNINGS   BASE 

I  would  have  preferred  increasing  the  employee  maximum  earnings  base  by 
$900  each  in  four  future  years  :  1979,  1981,  1983,  and  1985  instead  of  the  $600  each 
recommended  by  the  Administration. 

I  believe  that  a  $30,000  maximum  annual  earnings  base  by  1982  is  a  desirable 
objective  in  terms  of  the  objective  of  the  1939  law.  The  Administration's  pro- 
posal is  estimated  to  reach  $24,600  by  1982. 

I  would  also  suggest  consideration  be  given  to  stretching  out  the  repeal  of  the 
maximum  earnings  base  on  employers  over  a  longer  period  than  the  3  years  rec- 
ommended in  the  President's  proposal.  This  would  give  busine.ss  and  other  insti- 
tutions and  agencies  more  time  to  take  into  consideration  and  plan  for  paying 
their  additional  contributions. 

In  evaluating  the  impact  of  increased  contributions  on  employers  and  employ- 
ees and  the  justification  for  requiring  employers  to  contribute  on  the  entire  earn- 
ings of  employees,  it  is  important  to  keep  in  mind  the  Federal  tax  law  on  contri- 
butions and  benefits. 

Employer  contributions  to  the  social  security  system  are  deductible  as  busi- 
ness costs  when  paid.  From  an  economic  point  of  view,  they  are  treate<l  as  de- 
ferred wages.  (The  exclusion  of  employer  pension  contributions  and  earnings  is 
estimated  to  produce  a  revenue  loss  of  $9,940  billion  for  individuals  in  1978  not 
counting  a  $1,535  billion  loss  for  self-employed  and  other  plans. ) 

Employee  contributions  to  the  social  security  system  are  not  deductible  from 
the  Federal  income  tax  for  individuals.  Hence,  many  employees  pay  Federal  in- 
come taxes  on  the  income  used  to  pay  for  their  social  security  contributions. 
However,  the  benefits  paid  are  not  taxable. 

(The  exclusion  of  OASI  benefits  for  the  aged  is  estimated  to  produce  a  loss  of 
$3,460  billion  for  1978.) 

In  general,  then,  employers  are  encouraged  by  the  federal  tax  laws  to  provide 
deferred  wages  for  pensions,  health,  and  welfare  benefits  since  for  most  corpo- 
rations approximately  one-half  of  the  contributions  are  paid  for  by  the  U.S. 
Treasury. 

Thus,  under  the  tax  laws,  employer  contributions  for  pensions  are  given 
greater  encouragement  than  employee  contributions. 

SELF-EMPLOYED    CONTRIBUTION 

The  Administration  proposal  restores  the  self-employed  contribution  rate  to 
one  and  one-half  times  the  contribution  rate  on  employees.  This  was  a  reasonable 
compromise  between  considering  the  self-employed  rate  as  an  employee  rate  only 
or  a  combined  employee  and  employer  rate. 

If  the  one-half  of  the  employee  rate  is  considered  as  an  employer  contribution, 
then  this  portion  could  be  considered  as  deductible  from  the  self-employed  per- 
son's income.  This  might  make  the  higher  cost  to  the  self-employed  person  more 
acceptable. 
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GENEEAL  REVENUE  FINANCING 

I  wish  to  make  it  clear  that  I  would  be  opposed  to  any  change  in  the  financing 
of  the  program  which  would  result  in  the  introduction  of  any  general  income 
and/or  resources  test  for  benefit  eligibiUty.  1  do  believe  that  some  general  reve- 
nue contributions  can  be  justified  without  impairing  the  contributory  eamed- 
right  character  of  the  system.  There  are  several  difierent  ways  in  which  this 
might  be  accompUshed. 

1.  The  excess  unemployment  rationale.— This  is  the  proposal  in  the  administra- 
tion's recommendations.  The  proposal  utilizes  6  percent  as  the  trigger  but  a 
good  justification  also  could  be  made  for  4  percent  or  some  other  figure,  such  as 
5  percent  or  51/2  percent  so  as  to  reduce  the  need  for  additional  payroll  contri- 
butions. 

2.  The  accrued  liability  rationale.— Under  this  rationale  a  general  revenue 
contribution  would  be  justified  for  the  payment  of  the  benefits  during  the  period 
when  the  full  cost  over  a  40-year  period  was  not  borne  by  the  contributors. 
This  approximates  about  one-third  of  the  long-range  costs. 

3.  The  excess  inflation  rationale. — Under  this  justification  any  automatic  in- 
crease in  benefits  above  a  long-range  price  increase  average,  such  as  11/2  iJer- 
cent  or  2  percent  a  year,  would  be  borne,  in  part  or  in  whole,  from  general  revenue 
contributions. 

4.  The  loss  of  revenue  rationale. — Senator  Vandenburg's  endorsement  of  gen- 
eral revenues  in  the  1944  amendment  was  due  to  the  freezing  of  the  contribution 
rate  during  World  War  II.  This  loss  could  be  identified  and  reimbursement  made 
from  general  revenues.  Other  revenue  losses  could  be  identified. 

5.  The  minimum  benefit  rationale. — Under  this  justification,  general  revenues 
would  be  utilized  to  pay  the  difference  between  the  actuarial  value  of  the  con- 
tributions of  those  receiving  the  minimum  benefits  and  the  actual  minimum 
benefits  received.  Thus,  for  illustration,  if  the  individual  received  a  minimum; 
benefit  of  $100  a  month  but  the  actuarial  value  of  the  individuals  contributions 
were  $30,  the  $70  difference  would  come  from  general  revenues. 

6.  The  Medicare  rationale. — At  present,  one-half  of  that  part  of  the  Medicare 
benefits  relating  to  physicians'  services  (Part  B  of  Medicare)  is  paid  for  from 
general  revenues.  This  policy  was  included  in  the  program  when  it  was  first 
enacted  in  1965  and  has  been  in  effect  for  the  past  12  years.  It  has  not  impaired 
the  insurance  or  earned-right  principle  of  the  program.  If  this  same  policy  were 
applied  to  hospital  insurance  (part  A) ,  and  one-half  of  the  employer  and  employee 
contribution  rates  for  HI  transferred  to  OASDI,  it  would  result  in  about  $10 
billion  being  made  available.  Such  a  policy  could  be  implemented  in  steps. 

7.  Other  benefit-payment  rationales. — Under  this  rationale,  general  revenues 
could  pay  part  or  all  of  a  specific  benefit  cost,  such  as  the  cost  of  any  benefits 
mandated  by  the  U.S.  Supreme  Court,  or  benefits  paid  to  students  between  ages 
18-22,  or  for  rehabilitation  of  disabled  persons,  etc. 

8.  The  savings  in  Old  Age  Assistance  costs. — If  Congress  had  not  enacted  a 
social  insurance  program,  the  federal  revenue  cost  for  Old  Age  Assistance  (1935- 
1973)  and  Supplemental  Security  Income  (beginning  in  1974)  would  have  been 
several  billion  dollars  a  year  more  than  it  has  been.  Without  a  OASDI  program, 
it  is  likely  that  one-third  of  all  aged  persons  would  be  eligible  for  some  supple- 
mental income  and  possibly  one-half  of  all  permanently  disabled  persons. 

9.  The  Government  Loan  Device. — Some  contingency  reserve  is  needed  for  the 
system  to  take  care  of  short-run  economic  variations  and  to  enable  Congress  to 
have  sufl^cient  time  to  consider  alternative  ways  to  meet  unexpected  develop- 
ments. Instead  of  requiring  employers,  employees,  or  the  Government  to  make 
contributions  to  assure  such  a  contingency  reserve,  the  Federal  Government 
could  loan  the  amount  needed  or  there  could  be  some  combination  of  contribu- 
tions and  loans. 

In  considering  the  general  policy  issue  of  general  revenue  financing,  it  should 
be  pointed  out  that  both  the  1938  and  1948  Advisory  Councils  on  Social  Security 
unanimously  advocated  use  of  general  revenue  funds  for  cash  benefits.  In  addition, 
the  1971  Advisory  Council  recommended  that  one-third  of  the  combined  cost  of 
the  Medicare  program  (both  HI  and  SMI)  be  paid  from  general  revenues,  and 
four  members  recommended  general  revenues  for  the  cash  OASDI  benefits.  A 
majority  of  the  1975  Advisory  Council  decided  against  the  use  of  additional 
general  revenue  financing  in  the  cash  benefits  program  but  recommended  that  the 
full  hospital  insurance  contributions  be  shifted  to  the  OASDI  system  (in  1978  a 
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combined  total  of  2.2%,  rising  to  2.7%  in  1981,  and  3%  in  1986)  and  that  the 
total  cost  of  Medicare  be  paid  out  of  general  revenues. 

Among  the  outstanding  business,  industrial,  insurance  leaders  and  .social  .se- 
curity experts  who  supported  general  revenue  financing  were  the  following : 

1938  Council 

Marion  B.  Folsom,  Treasurer,  Eastman  Kodak  Co. ;  Walter  D.  Fuller,  Presi- 
dent, Curtis  Publishing  Co. ;  Jay  Iglauer,  Vice  President  and  Treasurer,  Halle 
Brothers  Co. ;  M.  Albert  Linton,  President,  Provident  Mutual  Life  Insurance  Co. ; 
E.  R.  Stettinius,  Jr.,  Chairman  of  the  Board,  U.S.  Steel  Corp. ;  Gerard  Swope, 
President,  General  Electric  Co. ;  J.  Douglas  Brown,  Princeton  University  ;  Henry 
Bruere,  President,  The  Bowery  Savings  Bank ;  and  Paul  H.  Douglas,  University 
of  Chicago. 

1948  Council 

Edward  R.  Stettinius,  Jr.  Rector,  University  of  Virginia;  J.  Douglas  Brown, 
Dean  of  the  Faculty,  Princeton  University ;  Malcolm  Bryan,  Vice  Chairman  of 
Board,  Trust  Co.  of  Georgia ;  Adrien  J.  Falk,  President,  S  &  W  Fine  Foods,  Inc. ; 
Marion  B.  Folsom,  Treasurer,  Eastman  Kodak,  Inc. ;  M.  Albert  Linton,  President, 
Provident  Mutual  Life  Insurance  Co. ;  S.  Abbott  Smith,  President,  Thomas 
Strahan  Co. ;  and  Delos  Walker,  Vice  President,  R.  H.  Macy  &  Co. 

LONG-RANGE  ASPECTS  :  DECOUPLING 

There  is  general  agreement  on  the  necessity  of  decoupling  the  provisions  en- 
acted in  1972.  In  decoupling  the  benefits  I  strongly  urge  you  not  to  reduce  the 
existing  old  age  benefit  replacement  rates  as  has  been  suggested  in  some  quarters. 
One  argument  that  has  been  advanced  for  a  "simple"  decoupling  which  would 
reduce  the  existing  replacement  rates  is  that  there  would  be  a  substantial  re- 
duction in  the  cost  of  the  program.  But  this  result  would  simply  open  up  the 
system  to  other  proposals.  Such  a  simple  decoupling  is  too  simple  for  political 
reality.  Moreover,  President  Carter  campaigned  on  retention  of  the  existing 
replacement  rates.  It  would  be  unwise  to  tinker  with  existing  replacement  rates 
and  open  up  a  new  set  of  anxieties  for  the  millions  of  aged  persons  as  replacement 
for  their  present  anxieties. 

ELIGIBILITY  TEST  FOB  DEPENDENTS'  BENEFITS 

The  U.S.  Supreme  Court  in  the  Goldfarb  decision  ruled  that  the  requirement 
for  proof  of  dependency  of  a  male  spouse  or  widower  was  invalid  when  there 
was  no  comparable  dependency  test  for  the  female  spouse  or  widow. 

There  are  three  general  ways  to  handle  this  situation  : 

1.  Continue  to  apply  the  pre.sent  law  without  any  dependency  test  for  either 
male  or  female  spouses.  This  will  add  additional  costs  to  the  system.  If  this 
policy  were  to  be  continued  consideration  should  be  given  to  paying  these  un- 
anticipated costs  from  general  revenues.  I  do  not  favor  this  alternative. 

2.  Provide  for  a  dependency  test  for  both  men  and  women  spouses.  This  will 
increase  administrative  costs  and  payments  in  many  cases  primarily  where  a 
woman  is  the  spouse  or  widow. 

S.  Request  the  Social  Security  Administration  to  present  a  plan  for  taking 
into  account  a  retirement  or  pension  payment  under  a  federal,  state  or  local 
public  plan  which  is  not  supplementary  to  the  basic  social  security  .system.  Where 
the  male  spouse  receives  a  pension  from  a  public  plan  which  is  a  substitute 
for  the  basic  social  security  plan,  such  pension  should  be  treated  as  if  the  pen- 
sion was  a  social  security  benefit  and  under  existing  law  the  individual  receives 
whichever  is  the  higher.  This  policy  would  also  encourage  coverage  of  federal, 
state,  and  local  public  employees  who  would  then  not  have  this  dual  benefit  pro- 
vision apply  to  them. 

SOME  RELATED  ISSUES 

Raising  the  rates  and  the  maximum  earnings  base  on  employees  and  employers 
may  encourage  st^te  and  local  governmental  units  to  withdraw  from  the  system. 
I  urge  that  coverage  of  state  and  local  employees  be  made  mandatory  under  the 
program.  Moreover,  federal  civilian  employment  should  be  included  under  the 
system  (just  as  military  service  is  covered).  I  also  suggest  that  further  consid- 
eration be  given  to  the  coverage  of  household  work  under  the  system.  I  hope  the 
Advisory  Council  will  present  specific  recommendations  on  how  to  implement 
these  policies. 
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SUMMARY 

The  financial  problems  facing  the  system  can  be  divided  into  three  time  peri- 
ods: 

1.  The  short-range  problems  of  the  next  year  and  the  next  tiiree-to-four  years. 
These  are  immediate,  pressing  problems  which  necessitate  legislation  this  year. 

2.  The  middle-range  problems  of  the  period  some  ten  to  25  years  ahead.  It 
would  be  desirable  to  try  to  meet  some  of  these  problems  as  soon  as  possible. 

3.  The  long-range  problems  of  the  period  25  to  75  years  from  now.  Part  of  this 
problem  must  and  can  be  resolved  immediately  by  'decoupling"  the  price-wage 
benefit  formula  and  thus  substantially  reducing  the  long-run  cost  of  the  program. 

The  package  plan  submitted  to  you  by  the  President  aims  to  do  something 
about  each  of  these.  I  believe  that  is  highly  desirable.  The  tendency  of  the  press 
to  characterize  the  situation  facing  social  security  as  "bankruptcy"  has  created 
anxiety  and  worry  among  the  33  million  beneficiaries  and  the  100  million  con- 
tributors. To  the  extent  that  Congress  can  resolve  botli  the  shorter  and  longer 
problems  at  this  time,  it  would  be  an  important  contribution  to  restoring  public 
confidence  in  the  program. 

OTHER  CHANGES 

There  are  other  changes  which  need  to  be  made  in  the  program  such  as  removing 
discrimination  against  working  women  and  some  divorced  women,  and  financing 
longer-range  costs  on  a  more  equitable  basis.  But  first  things  come  first.  A 
prompt  decision  by  Congress  to  rectify  the  current  financial  difficulties  will 
enable  the  Advisory  Council  on  Social  Security,  required  by  law  to  be  established 
by  the  Secretary  of  Health,  Education,  and  Welfare,  to  make  the  studies  and 
recommendations  during  the  next  two  years  which,  if  past  experience  is  any 
guide,  will  help  to  sort  out  the  innumerable  and  exijensive  options  and  present 
some  consensus  on  next  steps  which  so  vitally  affect  the  economy  and  the  private 
sector.  Since  the  Advisory  Council  has  not  been  appointed  to  date,  I  recommend 
you  extend  the  date  of  its  final  report  (in  section  706(d)  of  the  Act  from 
January  to  October  of  the  second  year  after  it  is  appointed. 

Social  Security  is  a  large  and  growing  enterprise.  Cash  expenditures  under 
the  program  are  estimated  to  reach  $100  billion  in  a  year  or  so.  Such  a  large 
program  should  in  my  opinion  be  placed  under  a  nonpartisan  Board  as  it  was 
during  the  formative  period  1935-46.  Legislation  has  been  introduced  in  Con- 
gress to  accomplish  this  objective :  H.R.  5900  by  Representative  Charles  Vanik 
and  S.  1194  by  Senator  Frank  Church,  co-sponsored  by  a  number  of  other  in- 
fiuential  members.  Social  Security  should  be  removed  from  any  implication  that 
it  may  be  utilized  for  any  partisan  political  objective  or  any  economic  or  fiscal 
theories  or  the  unified  budget.  The  Board  of  Trustees  which  submits  the  actuarial 
and  financial  reports  should  be  broadened  to  include  two  nongovernmental 
persons. 

REPORTING  THE  DISTRIBUTION  OF  BENEFITS 

It  is  generally  overlooked  that  there  are  five  types  of  benefits  incorjwrated  in 
the  social  security  system :  old  age,  survivors,  disability,  hospital  and  physicians 
services.  The  latter  (Part  B  of  Medicare)  is  financed  by  flat-rate  contributions 
on  the  aged  and  disabled  and  an  equal  contribution  from  federal  general  reve- 
nues. The  other  four  benefits  are  financed  by  a  5.85  percent  contribution  rate 
on  employers  and  5.85  percent  contribution  rate  on  employees,  distributed  in 
1977  in  the  following  manner : 

Contribution  Percent 

rate  (percent         distribution 

Benefit  of  earnings)  of  the  rate 

Old  age 

Survivors 

Disability - 

Hospital 

Total 5.850  100.0 

I  recommend  that  the  Committee  support  by  legislation  or  by  Committee  Re- 
port a  requirement  that  the  W-2  or  other  annual  receipt  given  each  employee 
break  down  the  rate  paid  by  each  employee  for  each  of  the  separate  benefits. 


3.  375 

57.7 

1.000 

17.1 

.575 

9.8 

.900 

15.4 
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Thus,  for  1977,  there  would  be  printed  on  all  these  forms  something  like  the 
following :  "The  total  employee  social  security  contribution  rate  for  1977  was 
5.85  percent  of  the  first  $16,500  of  wages  and  salaries  of  which  3.375  percent 
was  for  old  age  benefits ;  1.000  percent  for  survivors'  benefits ;  0.575  percent  for 
disability  benefits ;  and  0.9  percent  for  Medicare  hospital  insurance."  This  kind 
of  breakdown  would  help  to  inform  and  educate  contributors  of  the  different 
l)eneflts  and  improve  understanding  of  the  finances  of  the  system. 

CONCLUSION 

Despite  specific  financial,  constitutional,  managerial,  and  i)olicy  problems, 
social  security  is  still  one  of  the  most  successful,  efficient,  and  acceptable  gov- 
ernmental programs  initiated  in  the  past  -15  years.  Its  present  shortcomings 
should  not  be  used  to  perpetuate  myths  about  the  failure  of  "all"  social  programs. 
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HOW  TO  PAY  FOR  SOCIAL  SECURITY? 


Carter's  plan  to  use  general  tax 
funds  is  an  "ingenious  proposal" 


Interview  With 
Wilbur  J.  Cohen 

Professor,  University 
of  Iwlichlgan;  Former 
Secretary  of  Health, 
Education  and  Welfare 


Q  Professor  Cohen,  President  Carter  proposes  to  use  gen- 
eral ta\  funds — as'  well  as  the  payroll  tax  that  pays  all  the 
costs  toda> — for  Social  Security  when  a  recession  cuts  rev- 
enue. Is  that  a  good  idea? 

A  Yes.  But  President  Carter's  proposal  does  not  necessar- 
ily inv  olve  dipping  into  the  general  treasury  at  this  time.  It  is 
a  rather  ingenious  proposal:  to  issue  Government  bonds  to  he 
put  into  the  trust  fund  for  Social  Security  so  the  reserve  will 
be  there. 

If  the  reserve  is  never  used,  the  Go\'ernment  wouldn't 
have  to  put  the  money  into  the  fund. 

My  own  \'iew  is  that  it  would  he  just  as  sensible  to  restore 
the  so-called  Murray-^'andenberg  Amendment,  which  was  in 
the  law  from  1944  to  1950.  That  said  that  if  the  Social 
Security  fund  runs  out,  there  will  be  general  revenues  io 
take  up  the  slack. 

Q  How  do  you  feel  about  the  principle  of  using  general 
revenues  for  Social  Security? 

A  Personally,  I  favor  it.  I  beUeve  it  would  be  desirable  to 
prevent  the  payroll  contributions  going  up  higher  than 
would  otherwise  be  the  case. 

However,  I  recognize  there  is  opposition,  and  I  believe  it 
should  not  be  done  until  there  is  general  recognition  that  it's 
a  desirable  thing  to  do. 

Q.  What's  the  rationale  for  using  funds  from  the  Federal 
Treasury? 

A  One  is  that  when  any  pension  system  starts  off,  you 
have  to  pay  people  something  immediately,  even  though 
they  haven't  paid  the  full  contributions  toward  it.  In  most 
private  pension  systems,  the  employer  has  to  pay  for  that. 
You  could  justify  general-revenue  contributions  for  that 
accrued  liability. 

Q  Wlial  would  that  amount  to? 

A  In  the  long  run,  about  one  third  of  the  cost  of  the 
system.  But  there  are  several  other  justifications.  For  in- 
stance, if  you  had  not  established  a  Social  Security  system, 
the  number  of  people  who  would  be  on  welfare  would 
probably  be  somewhere  between  2Vi  and  3  times  as  many  as 
they  are  now.  So  the  Goveriunent  would  have  expended  out 
of  general  revenues  a  great  deal  more  for  old-age  assistance 
and  supplementary-security  income.  Part  or  all  of  what  the 
Government  has  saved  could  be  a  contribution  out  of  general 
revenues. 

(coutimied  on  next  page) 


Going  to  the  Treasury 
would  be  "a  real  fiasco" 


Interview  With 

Representative 

Al  Uliman 

Democrat,  of  Oregon; 

Chairman,  House 

Ways  and  Means  Committee 


Q.  Representative  Ullnian,  should  general  tax  funds  be 
used  to  help  finance  Social  Security? 

A  I  eim  ver>  reluctant  to  go  to  an>'  device  that  would  use 
general  revenues  to  correct  the  short-term  imbalance  in  the 
funds. 

Q  \\'\\y  do  >ou  feel  that  way? 

A  Becau*^e  the  concept  of  separate  taxing  and  funding  for 
Social  Security  gives  it  fiscal  integrity.  In  other  words, 
\4henever  you  add  a  benefit,  you  have  to  add  a  tax  to  pay  for 
it.  If  you  start  using  general  revenues,  that  discipline  is  lost. 
Going  to  general  tax  re\"enues  would  be  a  real  fiasco — if  you 
wanted  to  increase  benefits,  >'Ou  could  just  increase  the 
contribution  from  the  general  fund  from  zero  today  to  33  per 
cent  to  40  to  50  and  on  up.  The  discipline  is  gone. 

Q  IS  the  idea  that  the  pleasure  'nas  io  be  linked  to  the  pain, 
so  that  we  won't  run  away  with  benefits?  We  don't  have  that 
in  other  programs,  do  we? 

A  Unemplo\'ment  compensation  was  dexised  as  a  pay-in, 
pay-out  concept.  But  novv  we've  gotten  into  trouble  by 
giving  in  to  the  temptation  of  general  revenues. 

Q  We  don't  link  many  other  benefits  to  a  specific  tax. 
Wiat's  different  about  Social  Security? 

A  Social  Security  is  something  that  should  be  a\ailable  to 
every  American — and  a\ailable  not  as  a  gift,  but  available  on 
a  contributory,  eamed-right  basis.  This  has  been  its  real 
significance.  People  who  get  Social  Security"  don't  want  to 
fee!  that  they're  taking  funds  from  a  welfare  program.  They 
like  to  feel  they're  taking  funds  from  a  system  to  w  hich  they 
have  contributed  and  paid  their  fair  share,  and  that  they're 
getting  it  as  a  matter  of  right — not  just  a  right  that  society 
owes  them,  but  a  right  the\''ve  earned. 

Q  But  hasn't  Congress  already  lapped  general  revenues  to 
pay  a  good  many  things  in  Social  Security,  such  as  part  of 
medicare  and  benefits  for  people  72  and  over? 

A  It's  pretty  minor  when  you  look  at  it.  Tlic  biggest 
element  is  the  over-72  pavments,  and  Ihere  the  rationale  was 
to  cover  persons,  Uke  farmers'  v^idows,  who  had  ne\er  paid 
into  the  system.  It's  reasonable  that  those  pa\'ments  should 
come  out  of  general  revenues.  But  I  say,  "That's  enough."  To 
open  it  up  further  for  general  financing — and  that's  what  the 
President  would  do — would  pro\oke  such  deep  differences 
in  Congress  that  soh  ing  the  short-run  imbalance  right  away 
would  be  hard. 

(continued  on  next  page) 
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INTERVIEW  WITH  PROFESSOR  COHEN 

[continued  from  preceding  page] 

Q  Wouldn't  broad  tapping  of  tlie  Treasury  make  it  easier 
to  increase  benefits  and  lead  to  runaway  costs? 

A  Under  no  circumstances  should  the  general  revenues 
be  used  for  more  than  one  third  of  the  total  cost.  1  can  see  a 
sjstem  in  which  the  employers  pay  a  third,  the  employes  a 
tliird  and  Government  pays  a  tliird. 

Emplo>ers  and  emplo>es  would  still  have  a  rnajor  role  to 
play  in  the  political  process  of  setting  contributions  and 
benefits,  which,  I  think,  is  there  whether  you  have  general 
revenues  or  not. 

Let  me  add  this:  Using  general  revenues  should  be  justi- 
fied by  a  very  specific  rationale — a  rationale  widely  accepted 
by  business,  labor  and  Govenmient,  so  that  it  does  not 
invalidate  the  earned-right  insurance  concept  of  the 
program. 

d  Would  there  really  be  restraint,  even  with  some  lid  on 
Go\'ernment  contributions? 

A  If  you're  saying  there  may  not  be  certain  constraints  for 
political  reasons,  I'd  say  the  same  issue  might  well  apply  to 
the  employer  contribution.  Why  don't  the  unions  get  togeth- 
er and  make  the  employer  pay  the  whole  cost?  That's 
possible.  But  we've  had  a  pretty  good  working  arrangement 
so  far.  If  that  arrangement  is  maintained,  I  have  confidence 
it  would  not  be  abused. 

Q  Would  financing  more  of  Social  Security  out  of  general 
revenues  have  an  impact  on  an  individual's  income  ta.v? 

A  Yol:  have  to  remember  this:  The  erftploye  contribution 
to  Social  Security  is  paid  out  of  his  gross  income,  and  he 
cannot  deduct  that  on  his  lax  return.  But  the  employer — a 
corporation,  for  instance^subtracts  its  contribution  from  its 
gross  income.  In  effect,  the  Federal  Government  pays  50  per 
cent  of  the  corporation's  share. 

Now,  one  could  argue  that  the  employer  doesn't  have  too 
much  of  an  interest  in  seeing  that  the  benefit  system   is 
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prices  or  in  a  deferred  wage,  or  he  passes  half  of  it  along  to 
the  Federal  Treasury. 

My  view  is  that  there  is  and  must  be  a  strong  employer  and 
employe  interest  in  the  sanctity  and  integrity  of  the  pro- 
gram. I  would  want  that  preserved  at  all  costs. 

a  How  mucli  higher  can  the  pa>Toll  tax  on  workers 
reasonably  go? 

A  I  can't  answer  that  because  it  depends  on  a  lot  of  things 
besides  economics.  There  is  wide  support  among  a  great 
many  people — over  the  age  of  45,  especially — for  paying 
more  to  make  sure  the  system  is  adequately  financed.  But 
younger  people  feel  the  impact  of  the  tax  rate  very  much 
because  old  age  seems  such  a  distant  thing  to  them.  Low- 
income  people  feel  it.  However,  the  earned-income  credit 
passed  two  years  ago  permits  low-income  people  whose 
earnings  are  .S4,000  or  less  to  get  a  10  per  cent  refundable 
credit.  Now,  that  makes  it  possible  to  consider  pasToll-rate 
increases  without  hurting  lou-income  persons 

EASING  BURDEN  ON  THE  MIDDLE  CLASS- 

Q  Isn't  most  of  the  burden  of  the  Social  Security  system 
now  on  the  middle  class? 

A  Yes,  the  middle-income  person  is  bearing  a  somewhat 
higher  load — or  will  before  longhand  one  can  argue  that 
that  is  one  of  the  major  reasons  for  general-revenue  financ- 
ing: to  prevent  that  burden  becoming  even  greater. 

Q  Should  Social  Security  be  mandatory  for  everybody? 

A  Yes,  especially  if  there's  going  to  be  general-revenue 
financing.  Letting  communities  opt  out  is  like  skimming  the 
cream  off.  Other  people  who  are  left  have  to  pay  more. 


INTERVIEW  WITH  REPRESENTATIVE  ULLMAN 

{continued  from  preceding  page] 

Q.  If  you  don't  tap  the  Treasury,  how  do  you  propost 
keep  the  Social  Security  trust  funds  from  running  out  ot 
money,  as  now  seems  possible? 

A  Keep  in  mind  that  we  still  have  a  lot  of  money  in  the 
funds.  What's  being  depleted  is  the  size  of  the  trust  funds. 
That  always  happens  in  a  recession.  That's  why  Social  Securi- 
ty was  conceived  as  a  reservoir  of  financial  protection.  In'the 
short  run,  we  need  to  stabilize  that  drawdown  to  make  the 
funds  solvent.  As  the  economy  picks  up,  more  tax  money  will 
automatically  feed  into  the  system. 

Our  whole  purpose  right  now  is  to  tide  the  system  over  the 
next  few  years,  and  then  ue  can  begin  the  task  of  rev^ orking 
long-term  financing. 

AHEAD:  "FURTHER  INCREASES"  IN  TAX- 

Q  Won't  there  have  to  be  an  increase  in  the  payroll-tax 
rates,  or  the  base  amount  of  pay  that  is  taxed? 

A  We  will  have  to  have  some  further  increases  in  the  wage 
base  and  the  tax  rates  paid  equally  by  the  emplo>e  and  em- 
ployer. But  increases  in  the  payroll  tax  don't  have  to  be  much 
higher — perhaps  two  tenths  or  three  tenths  of  1  per  cent, 
combined  with  limited  increases  in  the  taxable  wage  base. 

Q  But  in  future  years — 

A  I  want  to  emphasize  that  we  can't  push  the  pa>ToU  tax 
much  higher.  Too  many  people  are  already  paying  more  in 
payroll  taxes  than  income  taxes,  and  that's  not  healthy.  It's  a 
regressive  tax.  But  there  are  other  options  than  turning  to 
general  re\enues.  We  can  develop  another  re\enue  base,  a 
different  kind  of  taxing  system  to  support  the  additional  costs 
of  Social  Security  and  also  enable  us  to  reduce  the  pa>TQil ' 
somewhat. 

Q  What  kind  of  lax?  A  value-added  or  federal  sales  tax? 

A  No,  I'm  opposed  to  a  federal  retail-sales  tax.  But  I  do 
think  we  are  overrelying  on  income  taxes  to  fiiiance  our 
Government.  An  alternative  is  to  mo\e  toward  some  kind  of 
consumption  taxes — perhaps  an  American  version  of  the 
^■alue-added  tax  that  doesn't  fall  on  x-ital  items  like  food^that 
give  an  incentive  to  save. 

Q.  Such  as  an  excise  tax  on  manufacturers? 

A  That's  one  possibility — but  only  if  it  were  applied  just  to 
wholesale  areas  not  involved  in  heavy  consumer  needs,  at  a 
fairly  low  percentage,  and  applied  in  such  a  way  that  the 
accounts  companies  now  keep  for  income  taxes  could  be 
used  as  a  basic  point  of  reference.  But  that's  just  one 
possibility. 

Q  Some  have  suggested  that  employers  pay  one  third  of 
Social  Security  costs,  employes  pay  one  third,  and  some  other 
tax  would  pay  the  rest.  What  do  you  think  of  that  idea? 

A  I  don't  think  we  could  go  immediately  to  a  third  each. 
But  we  could  begin  moving  away  from  pajToll  taxes.  The 
main  point  is  that  you  would  still  have  a  trust-fund  concept, 
where  the  financing  is  self-contained. 

Q  Wouldn't  such  a  new  system  have  to  involve  an  excise 
tax  that  in  the  end  hits  everybody,  even  those  not  on  Social 
Security? 

A  Yes,  But  at  the  same  time  we  should  be  proceeding  to 
the, point  where  every  American  is  in  the  Social  Security 
system  Some  workers  are  still  outside.  We  should  not  allow 
peopli'  to  withdraw.  Coverage  should  be  100  per  cent. 

Q.  You  would  include  Stale  and  local-government  worl 
and  federal  workers  who  now  have  their  separate  programs; 

A  Everyone.  When  we  get  to  the  long-range  reform,  we 
\vill  seek  ways  to  bring  all  workers  into  the  system.  Obvious- 
ly, it  will  be  difficult,  and  whatever  plan  selected  will  have  to 
be  phased  in. 
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The  evolution  and  growth  of  the  U.S.  social  security 
system  is  one  of  the  most  successful  examples  of  in- 
cremental and  practical  developments  in  social  legislation 
in  our  nation's  history 

Its  roots  can  be  traced  to  the  establishment  of  the  poor 
law  in  England  in  1601,  This  statute  taxed  all 
householders  of  a  parish  tor  relief  of  the  destitute  among 
them  and  thus  established  the  principle  of  secular  public 
responsibility  for  the  care  of  the  indigent  The  functions 
generally  considered  social  welfare  activities  have  evolved 
through  hundreds  of  years,  however,  from  responsibilities 
handled  first  by  family  and  tribe,  later  by  religious  in- 
stitutions, local  communities  and  county,  state,  and  finally 
federal  governments.  Combined  with  these  arrangements 
have  been  volunteer  activities  of  individuals,  groups,  and 
organizations. 

As  social  policy  developed  in  the  United  Slates,  the  roles 
of  the  state  and  federal  governments  became  a  con- 
troversial issue  Article  I.  section  8.  of  the  Constitution 
confers  on  Congress  the  power  ".  .  -  To  lay  and  collect 
Taxes.  Duties.  Imposts  and  Excises,  to  pay  the  Debts  and 
provide  for  the  common  Defense  and  general  Welfare  of 
the  United  Slates."  Whether  this  provision  gives  Congress 
the  power  to  enact  social  welfare  legislation  was  for  years 
highly  debatable.  An  historic  decision  was  made  in  1854 
when  President  Franklin  Pierce  vetoed  legislation  which 
would  have  provided  federal  aid  to  stales  in  the  form  of 
land  for  the  construction  of  facilities  for  the  care  and  treat- 
ment of  the  insane.  Pierce  felt  that  the  legislation  would 
establish  a  precedent  in  the  care  of  the  indigent  that  would 
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eventually  lead  lo  federal  participation  in  measures  tor  the 
care  of  other  indigents.  This  view  was  reinforced  by  suc- 
ceeding presidents  and  congresses  and  by  general  public 
agreement  until  the  Great  Depression  of  1929-33  revealed 
a  need  for  assistance  greater  than  localities  and  states 
could  provide. 

First  Steps.  Although  the  economic  depression  was  the  im- 
mediate cause  of  the  enactment  of  the  1935  Social  Security 
Act.  reformers  like  Professors  Henry  Seager,  John  R 
Commons.  I  M  Rubinow.  and  Abraham  Epstein  had  been 
advocating  similar  measures  for  years,  many  small  steps 
toward  social  welfare  were  taken  before  the  big  leap  for- 
ward was  made. 


The  movement  for  legislation  to  provide  cash  benefits 
and  medical  care  tor  iniured  workers  began  in  the  first 
decade  of  this  century  The  first  program  of  social  in- 
surance in  the  United  States  was  the  stale  workman's  com- 
pensation laws  which  provided  some  cash  payments  and 
reimbursement  titr  medical  costs  for  disabilities  or  deaths 
arising  out  ot  or  in  the  course  of  employment  These 
statutes  established  certain  statutory  rights  superseding  the 
common  law  rights  of  employees  and  defenses  of  the  em- 
ployer in  order  to  protect  tamilies  from  the  uncertainties  of 
the  common  law  and  judicial  interpretations  In  1908  the 
federal  government  established  a  similar  program  for 
federal  employees  Many  states  enacted  such  programs  in 
the  early  years  of  the  20th  Century,  it  was  not  until  1948. 
however,  that  the  last  state.  Mississippi,  adopted  a  work- 
men's compensation  program. 


The  Depression  of  1929-33.  As  a  change  in  attitude 
toward  the  poor  graduallv  took  place  in  the  early  part  of 
the  century,  there  occurred   a  steady  acceleration  in  the 


welfare  services  provided  tor  those  in  need  But  it  was  the 
depression  of  1929-33  that  gave  the  impetus  which  led  to 
the  greatest  change  in  attitude  and  to  the  enactment  ot  the 
Social   Security  Act 

The  Great  Depression  clearly  revealed  the  increasing 
and  severe  problems  of  dependent  old  age  in  an  industrial, 
urban  society.  The  security  provided  by  an  agricultural 
society''  was  gone  The  consequent  dependence  ol  the 
elderly  on  the  earnings  of  their  adult  children  was  reliable 
only  as  long  as  those  earnings  continued  But  with 
widespread  unemployment  and  the  layoff  of  a  working  son 


—  together  with  the  loss  of  savings  through  bank  failures 

—  many  formerly  self-reliant  old  people  became  depen- 
dent on  relief  By  1934.  the  plight  of  the  elderly  created  a 
public  demand  for  action 

On  his  inauguration  in  March.  1933.  President  Franklif" 
Roosevelt  began  emergency  programs  to  stimulate  busines 
recovery  and  to  alleviate  poverty  and  distress  among  the 
unemployed  In  June.  1934.  he  sent  to  Congress  a  special 
message  indicating  that  m  January  of  the  following  year  he 
would  offer  proposals  intended  to  avoid  in  ihe  future  the 
insecurity  which  economic  collapse  had  made  evident. 

Full  Speed  Ahead.  In  June  of  1934.  President  Roosevelt 
established  by  Executive  Order  a  Committee  on  Economic 
Security  lo  produce  the  constructive  proposals  lor  the 
prevention  of  economic  insecurity  Frances  Perkins. 
Secretary  of  Labor,  was  named  chairman,  other  members 
were  Henry  Morgenthau.  Jr..  Secretary  of  the  Treasury, 
Homer  Cummings.  Attorney  General.  Henry  Wallace, 
Secretary  of  Agriculture,  and  Harry  Hopkins.  Federal 
Emergency  Relief  Administrator  Edwin  E,  Witte  was  ap- 
pointed executive  director  As  with  other  high-level  com- 
mittees, the  major  planning  effort  was  assigned  to  a  staff  of 
specialists  An  advisory  committee  was  appointed  to 
represent  the  points  of  view  of  labor,  employers,  and  the 
public 

The  old  age  security  group  of  the  total  staff  of  the  Com- 
mittee on  Economic  Security  was  small  compared  to  the 
group  assigned  to  unemployment  and  health  insurance 
because  public  interest  in  plans  to  protect  the  elderly  was 


not  as  great  as  that  in  programs  to  protect  the  unemployed. 
Also,  because  state  programs  for  unemployment  insurance 
had  already  been  established,  the  idea  of  unemployment 
insurance  was  accepted,  old  age  insurance,  however, 
remained  a  doubtful  concept  The  old  age  security  group 
tirmly  believed  that  an  old  age  insurance  plan  should  be 
national,  compulsory,  and  contributory  and  provide 
benefits  lo  workers  65  and  over  as  a  matter  of  right  The 
chief  concern  was  whether  the  federal  government  had  the 
constitutional   authority  to  impose  such  a  system 

Aside  from  determining  a  constitutional  basis  for  a 
naiumal.  compulsory  old  age  insurance  program,  the  most 
ditTicult  problem  faced  by  the  group  was  deciding  upon  a 
workable  plan  for  financing  the  system  To  pay  even 
modest  benetits  to  those  nearing  retirement  required  the 
assumption  by  the  system  of  a  heavy  accrued  liability; 
although  current  contributions  would  be  adequate  to  meet 
the  early  benefits,  the  question  was.  How  far  should  this 
accrued  liability  be  recognized  by  the  gradual  building  of 
reserves  to  meet  it  when  younger  contributors  are  eligible 
tor  benefits*  A  full  reserve  was  considered  essential  tor 
private,  individual  insurance,  but  in  social  insurance  the 
group  believed  that  a  lull  reserve  was  not  only  unnecessary 
but  would  place  a  heavy  burden  on  the  national  econom- 
The  experts  therefore  believed  that  a  government  con 
tnbution  to  the  system  was  necessary,  the  provision  tor  an 
eventual  government  subsidy  seemed  the  only  v^a y  ot 
paying  modest  benefits  in  the  early  years  and  of  avoiding  a 
large,  invested  reserve  But  the  amount  of  the  initial 
benefits  proposed  was  less  important  than  the  establish- 
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mem  of  the  principle  of  old  age  benefits  as  a  matter  ol 
right  and  related  to  past  contributions  to  a  national  system. 

The  Incremental  Approach.  The  strategy  formulated  by 
*'  •^  great  social  security  pioneers  —  Frances  Perkins.  Ar- 
jr  J,  Altmeyer,  Edwin  E.  Witte.  J.  Douglas  Brown, 
Harry  Hopkins,  and  President  Roosevelt  —  was  that  the 
American  people  would  be  willing  to  make  improvements 
in  a  sound  program  on  a  step-by-step  basis.  This  policy  of 
incremental  improvements  has  through  the  years  allowed 
changes  to  be  inaugurated  successfully  with  thorough  plan- 
ning, widespread  acceptance  by  those  affected,  par- 
ticipatory involvement  of  groups  with  special  concerns. 
and  a  graduate  adaptation  of  costs  by  the  economy. 

Administrative  Efficiency  and  Feasibility.  A  major  part  of 
the  strategy  developed  by  Arthur  Altmeyer  was  that  the 
social  security  program  should  undertake  responsibilities 
only  when  there  was  reasonable  expectation  that  added 
tasks  could  be  administered  with  an  acceptable  degree  of 
efficiency.  Altmeyer  had  been  a  student  of  Professor  Com- 
mons at  the  University  of  Wisconsin.  Commons  intluenced 
his  students  by  the  repetition  of  this  statement:  "If  you  ever 
have  a  choice  between  a  good  law  which  will  be  badly  ad- 
ministered and  a  not-so-good  law  which  will  be  well  ad- 
ministered, always  choose  the  latter." 


The  Social  Security  Act  The  report  of  the  Committee  on 
Economic  Security  was  transmitted  to  Congress  in 
January.  1935.  and  the  Economic  Security  bill  was  in- 
troduced in  the  House  of  Representatives  and  the  Senate  at 
the  same  time.  The  bill  was  an  omnibus  measure  consisting 
of  different  programs;  the  two  most  popular  provisions 
related  to  federal  grants  for  old  age  assistance  and  federal 

■^asures  to  stimulate  states  to  enact  state  unemployment 
.surance  laws  The  provisions  for  establishing  a  national 
system  of  old  age  benefits  were  the  least  known  and  most 
controversial  aspects  of  the  proposed  bill. 

To  expedite  passage  of  the  legislation,  the  Roosevelt 
Administration  made  an  unusual  request  —  to  which 
Congress  agreed  —  namely  that  both  House  and  Senate 
committees  conduct  public  hearings  simultaneously  This 
rare  procedure  has  almost  never  been  followed  since  then. 

After  lengthy  debate  and  in  spite  of  opposition, 
congressional  approval  was  won  and  the  bill  was  passed  — 
after  revision  and  change  —  as  the  Social  Security  Act.  On 
August  14,  1935.  the  act  was  signed  into  law  by  President 
Roosevelt,  who  realized  the  significance  of  the  new  law 
because  he  noted  that  it  "was  a  cornerstone  in  a  structure 
which  IS  being  built   but  is  by  no  means  complete." 

The  Social  Security  Act  established  a  federal  old  age 
benefits  program,  a  federal-state  program  of  public 
assistance  for  the  aged,  blind,  and  dependent  children,  and 
a  federal -state  program  for  unemployment  compensation, 
maternity  care,  crippled  children's  services,  child  welfare 
services,  public  health  services,  and  vocational 
rehabilitation  services.  From  these  beginnings,  the  social 


are  a  matter  of  right,  coverage  is  nearly  universal,  con- 
tributions are  a  percentage  of  wages,  with  equal  shares  paid 
by  employer  and  employee,  a  pay-as-you-go  system  of 
financing  is  combined  with  a  limited  contingency  reserve 
invested  in  federal  securities.  It  is  the  largest  and  most  ef- 
fective public  program  to  prevent  dependency  and  poverty. 
Without  It  the  number  of  poor  people  would  increase  from 
25  million  to  35-40  million. 

U.S.  Supreme  Court  Approval.  A  major  hurdle  for  the 
Social  Security  Act  was  Supreme  Court  affirmation  of  the 


security  system  has  grown  in  dimension  in  ways  that  no 
one  could  have  imagined  in  1935  It  remains  today 
basically  national,  compulsory,  and  contributory.  Benefits 


constitutionality  of  both  the  old  age  benefits  program  and 
the  unemployment  compensation  program.  In  May,  1937. 
the  Court  handed  down  its  decision  upholding  the  con- 
stitutionality of  the  major  provisions  ot  the  act.  Com- 
menting on  old  age  insurance.  Justice  Cardozo  said: 
"Needs  thai  were  narrow  or  parochial  a  century  ago  may 
be  interwoven  in  our  day  with  the  well-being  of  the  Nation. 
What  IS  critical  or  urgent  changes  with  the  times 
Congress  did  not  improvise  a  judgment  when  it  found  that 
the  award  of  old  age  benefits  would  be  conducive  to  the 
general  welfare  .  .  The  number  of  persons  in  the  United 
States  65  years  of  age  and  over  is  increasing  propor- 
tionately as  well  as  absolutely  What  is  even  more  im- 
portant, the  number  of  such  persons  unable  to  take  care  of 
themselves  is  growing  at  a  threatening  pace  ,  The 
problem   is  plainly  national   in  area  and  dimension  " 

Public  Acceptance.  The  term  "social  security"  has  been 
used  in  this  country  to  identify  the  range  of  programs 
covered  under  the  Social  Security  Act.  In  popular 
parlance,  however,  it  has  come  to  be  identified  with  the 
Old  Age  Insurance  Program  (now  Old  Age.  Survivors. 
Disability,  and  Health  Insurance  —  OASDHII  The  lives 
of  all  220  million  Americans  are  affected  directly  or  in- 
directly by  the  overall  program.  At  the  present  date,  more 
than  100  million  people  have  worked  long  enough  in  em- 
ployment covered  by  the  Social  Security  Act  to  be  insured 
for  benefits,  and  over  32  million  persons,  or  one  out  of 
every  seven  Americans,  currently  receive  such  benefits 
each  month  (OASDH I ).  In  addition,  several  million  people 
currently  receive  welfare  checks  each  month  (AFDCl.  and 
another  4  million  aged,  blind,  and  disabled  persons  receive 
supplemental  security  income  (SSI);  some  25  million 
received  aid  from  Medicaid  in  1975.  and  millions  of  others 
receive  social  services  and  child  \\elfare  services  and  have 
their  medical  bills  paid  for  through  the  maternal  and  child 
health  and  crippled  children's  provisions  of  social  security. 
Social  security  has  thus  become  an  accepted  part  of  the 
American  way  of  life  In  1975  over  $100  billion  was  paid 
in  benefits  under  the  law  Together  with  other  federal, 
state,  and  priviite  pension  and  social  welfare  programs,  the 
total  amount  presently  disbursed  exceeds  $15  billion  a 
month.  The  widespread  public  acceptance  can  be  at- 
tributed in  large  part  to  social  security's  contributory  ear- 
nings-related social  insurance  philosophs.  This  signilicant 
aspect  ot  the  system  —  which  emphasizes  the  work  elhic 
and  individual  and  social  responsibility  —  appeals  to  both 
liberals  and  conservatives  and  to  most  individuals  among 
labor  and  employer  groups. 
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Changes  Made  Since  1935  The  social  securily  program 
has  been  amendeJ  and  extended  by  Congress  in  major 
respects  some  filieen  times  since  its  enactment  Although 
some  setbaclis  have  occurred,  substantial  progress  has 
been  made  in  improving  the  original  law  It  has  been  one 
ol  the  most  thoroughly  studied  —  both  within  and  outside 
government  —  of  any  program  enacted  by  Congress 

In  1939,  survivors  insurance  was  added  to  provide  mon- 
thly life  insurance  payments  to  the  widow  and  dependent 
children  of  a  deceased  worker.  The  face  value  in  1976  ot 
this  insurance  is  about  SI  trillion  In  addition,  some 
800.000  young  people  at  any  one  time  are  able  to  finish 
high  school  and  attend  college  even  though  the  family 
breadwinner  has  died,  become  disabled,  or  has  retired, 
they  can  do  so  because  monthly  payments  are  now  made  to 
dependents  up  to  age  22  if  they  are  attending  school 

In  1950  and  1954.  old  age  and  survivors  insurance  was 
broadened,  and  in  1956.  disability  insurance  was  added  to 
the  program.  Over  1,3  million  disabled  workers  are 
receiving  disability  benefits  in  1976,  and  an  additional  one 
million  persons  receive  payments  as  the  dependents  of 
such  employees.  The  law  also  currently  provides  medical 
insurance  protection  to  some  22  million  aged  persons  and 
several  million  disabled  persons  because  of  the  enactment 
of  Medicare  in  1965  and  us  application  to  the  disabled  un- 
der age  65  in  1973.  A  new  cosl-of-living  escalator  was  ad- 
ded in  1972.  at  the  same  time  there  was  an  automatic  in- 
crease m  the  maximum  earnings  base  and  retirement  test  in 
relation  to  wages  In  1974.  existing  state  programs  of 
financial  assistance  for  the  aged,  blind,  and  disabled  were 
replaced  by  the  new  Supplemental  Security  Income 
program  (SSI)  to  be  administered  by  the  Social  Security 
Administration  and   financed  from  general  revenues 

Because  of  these  incremental  improvements,  nine  out  ot 
ten  workers  are  now  covered  under  social  security,  in- 
cluding members  of  the  armed  forces.  Ihe  self-employed, 
farmers  and  farm  workers,  domestic  help,  and  nearly 
everyone  except  certain  government  employees  who  are 
protected  by  separate  systems 


The  Critics.  Opposition  to  the  payroll  tax  —  and  to  other 
features  of  social  security  —  has  been  engendered  by  the 
new  brand  of  elitist  economists  and  by  newspaper  colum- 
nists and  writers  They  argue  that  the  payroll  tax  is 
"regressive"  and  the  system  a  "ripoff  lor  lower-paid 
workers  because  the  wealthy  pay  a  smaller  percent  of  their 
earned    income  than  do  the  poor  —  in   contrast  to  the 


general  income  tax  under  which  the  wealthy  pay  a  higher 
percentage  This  charge  illustrates  the  fallacy  of  examining 
the  two  parts  of  social  security  in  isolation  from  each 
other,  which  distorts  the  issues  and  loads  the  argument.  In 
fact,  the  benelil  lormula  is  designed  to  give  a  larger  return 
for  each  dollar  of  contributions  to  the  low-wage  earner 
than  to  the  high;  the  net  effect  of  the  system  is  thus  to  tran- 
sfer considerable  income  from  the  more  allluent  as  a  group 
to  the  less  aftluent  It  is  legitimate  to  argue  that  social 
security  should  be  made  more  progressive  —  perhaps  by 


the  introduction  of  a  government  contribution  derived 
from  general  revenues  —  hut  it  is  not  legitimate  lo  argue 
that  the  total  system   is  regressive 

Another  criticism  is  that,  regardless  of  the  liberality  of 
future  returns,  the  present  burden  is  more  than  those  in 
low-  and  moderate-income  brackets  ought  to  hear  Critics 
point  out  that  many  ot  these  people  pay  more  in  social 
security  contributions  than  they  do  in  income  taxes  But 
many  persons  pay  more  for  any  number  of  things  than  they 
pay  in  income  taxes,  there  is  nothing  inherently  inequitable 
in  charging  them  more  for  the  protections  of  social  security 
than  they  are  charged  for  the  general  support  of  govern- 
ment 


The  resolution  of  these  various  financing  issues  lies  m 
the  enactment  of  a  comprehensive  national  social  insurance 
program,  including  cash  benefits  and  medical  coverage, 
which  will  be  financed  on  a  tripartite  basis  with  con- 
tributions from  employers,  employees,  and  general 
revenues  of  the  federal  govSrnment 

The  provisions  in  the  OASDHl  program  most  frequently 
under  attack  are  the  test  of  retirement  There  has  been  sup- 
port at  various  times  for  its  abandonment  or  lor  the 
automatic  payment  of  benefits  upon  attainment  ol  age  65 
The  retirement  test  is  the  mechanism  used  to  determine  it 
loss  of  income  has  occurred  because  ot  retirement  or  death 
of  the  breadwinner,  its  effect  being  reduction  or  suspension 
of  benefits  for  those  periods  in  which  earnings  are  above 
stated  amounts.  These  amounts  will  be  increased  in  the 
future  by  automatic  adiustment  provisions  in  the  present 
law  in  order  to  keep  pace  with  rising  earnings,  and  they 
may  be  further  increased  by  amendments  to  the  law.  The 
present  structure  of  the  test  is  as  lair  a  method  as  can  be 
devised  if  "retirement"  is  not  to  he  abandoned  altogether 
as  a  condition  of  eligibility. 

There  are  those  who  believe  that  the  condition  ot 
eligibility  IS  unfair  because  it  deprives  people  ot  benefits 
for  continuing  to  work  after  65  and  because  it  stands  in  the 
way  of  those  on  the  benefit  roll  who  wish  to  supplement 
social  security  as  much  as  they  can  Supporters  ol  the 
retirement  test  point  out  that  its  .ibolition  would  cost  the 
equivalent  of  a  34  percent  increase  in  the  combined  em- 
ployer-employee contribution  rate  and  would  benelit  less 
than  one-tenth  of  those  over  65  who  are  otherwise  eligible 
for  benefits.  Thev  led  that  tunds  in  this  amount  would  be 
belter  used  not  to  supplement  the  incomes  ol  those  who 
still  have  substantial  earning  power  hut  to  be  apportioned 
among  the  nine-tenths  who  do  not  earn  enough  to  bring 
them  withir.  the  ambit  ol  the  retirement  test 

Another  attack  on  the  retirement  test  has  destructive  im- 
plications; the  cnnienlion  that  if  benefits  are  withheld 
because  of  earnings,  they  should  also  be  withheld  because 
of  the  receipt  ot  private  pension  payments,  dividends,  in- 
terest, or  other  unearned  income  Such  a  change  would 
deprive  the  program  of  a  major  strength  —  its  en- 
cour.igement  of  people  in  their  working  years  to  plan 
ahead  and  supplement  their  social  security  protection 
through  savings  and  private  pension  plans 

Sometimes  critics  reveal  their  ignorance  ot  the  method 
by  which  Congress  decided  to  lin;ince  social  securitv   by 
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charging  that  the  system  is  tinancially  utisound.  They 
arrive  at  this  mistaken  conclusion  because  there  is  not 
enough  money  in  the  social  security  fund  to  pay  off  all 
obligations  tor  the  indefinite  future  On  the  advice  of 
leading  economists,  insurance  and  banking  experts,  and 
public  representatives.  Congress  decided  that  social 
security  would  be  financed  better  on  a  pay-as-you-go  basis 
because  a  government  social  security  plan  does  not  need  to 
be  on  a  full-reserve  basis.  Some  $40  billion  in  U-S,  govern- 
ment bonds  back  up  the  system,  these  bonds  are  guaran- 
teed as  to  principal  and  interest  by  the  federal  government. 


and  they  have  the  same  value  as  government  bonds  held  by 
banks,  private  insurance  companies,  and  individuals.  The 
social  security  system  is  thus  backed  by  the  full  faith  and 
credit  of  the  government. 


The  Future,  Despite  social  security's  remarkable 
achievements,  there  are  many  proposals  for  future  change 
and  reform.  Successful  proposals  will,  of  course,  have  to 
meet  public  acceptability  and  be  in  accord  with  our 
traditions  and  values 

Looking  ahead,  the  number  of  persons  ages  65  and  over 
will  increase  from  the  present  22  million  to  30  million  by 
the  year  2000  and  to  50  million  by  2030.  We  must  begin 
now  to  consider  how  best  to  prepare  our  society  tor  a  much 
greater  proportion  of  older  people  The  long-run  im- 
plications of  these  projections  will  require  imaginative  con- 
sideration and  solution  The  next  Advisory  Council  on 
Social  Security  should  consider  the  problem  and  offer 
recommendations  for  action  by  the  President  and 
Congress. 

Because  of  the  recent  high  rate  of  inflation  and  of  unem- 
ployment. It  now  appears  that  the  social  security  system 
will  require  about  10  percent  more  income  during  the  next 


25  years  than  had  been  anticipated  One  method  of 
providing  part  of  the  necessary  additional  income  during 
the  remainder  of  the  century  is  to  increase  the  maximum 
earnings  base  from  the  $16,500  it  is  expected  to  be  in  1977 
under  present  law  to  about  $24,000  in  1977.  A  longer-run 
solution  would  he  to  increase  the  wage  base  from  year  to 
year  more  than  would  be  required  by  the  automatic 
provisions  in  present  law  until  eventually  the  program 
covered  the  full  wages  of  all  but  the  highesi-paid  earners. 
Another  possibility  for  meeting  the  anticipated  deficit 
would  be  to  increase  the  contribution  rates  by  about  0.6 


percent  of  payroll  on  the  employer  and  a  like  amount  on 
the  employee  or  to  increase  the  contribution  rate  combined 
with  a  lesser   increase  in  the  maximum  earnings  base. 

Changes  should  be  made  in  the  present  method  of  finan- 
cing for  low-income  workers  All  or  a  large  part  of  social 
security  deductions  for  people  in  this  category  should  be 
offset  by  making  the  refundable  earnings  credit  m  the 
1975-76  tax  law  permanent,  the  credit  could  be  broadened 
to  include  low-income  workers  without  children.  Under 
this  proposal,  low-income  people  would  receive  either  an 
income  tax  credit  or,  if  they  do  not  pay  an  income  tax,  they 
would  get  a  positive  payment  to  offset  a  large  part  of  what 
they  now  pay  in  social  security  contributions  It  would  be  a 
mistake,  however,  to  exempt  low-income  workers  from 
social  security  contributions  directly;  the  security  of  future 
benefit  payments  is  largely  reinforced  by  the  concept  of  a 
social  security  contribution  paid  by  the  people  who  would 
benefit  under  the  system 

The  automatic  benefit  provisions  introduced  in  1972 
protect  current  beneficiaries  against  inllation  and  guaran- 
tee that  their  protection  will  keep  up  with  the  rising  cost  of 
living  —  a  major  accomplishment  But  there  is  a  problem 
in  the  design  of  the  provisions:  under  some  wage  and  price 
assumptions,  benefit  protection  rises  proportionately  as 
wages  rise,  under  other  assumptions,  the  benefit  protection 
may  rise  less  than  wages;  and  in  some  circumstances,  more 
than  wages  rise.  The  automatic  benefit  provisions  should 
therefore  he  changed  so  that  benefits  paid  in  the  long-run 
future  are  the  same  proportion  of  recent  earnings  for  those 
who  retire  then  as  benefits  are  today  for  those  retiring  now. 
That  ;s.  the  benefit  protection  should  be  guaranteed  to 
keep  up  with  increases  in  the  level  of  living  but  not 
allowed   to  exceed  such  increases. 


It  should  be  recognized  that  the  benefits  for  the  low- 
wage  earner  who  is  single  are  not  adequate  Most  affected 
are  single  retired  women  and  widows  A  laudable  long-run 
goal  would  be  —  while  keeping  at  present  levels  the 
present  wage-replacement  rates  for  couples  where  only  one 
person  works  —  to  increase  the  ratio  of  benefits  to  wages 
for  the  worker.  This  change  would  direct  additional  in- 
come to  the  most  needy  social  security  beneficiaries  — 
single  women  workers  and  widows  —  and  at  the  same  time 
would  increase  the  equity  of  the  program  by  giving  more  to 
couples  where  both  husband  and  wife  work  It  could  be  ac- 
complished by  increasing  workers'  benefits  by  one-eighth 
while  reducing  the  spouse's  benetit  from  one-half  of  the 
worker's  benefit  to  one-third.  Such  a  change,  however, 
would   be  costly  and  should  be  approached  gradually. 

The  most  far-reaching  legislation  needed  is  the  enact- 
ment of  a  national  health  insurance  plan  as  part  of  the 
social  security  system  Proponents  of  public-section 
responsibility  in  a  national  health  insurance  plan  believe 
that  only  through  the  public  sector  can  equity  to  all  par- 
ticipating individuals  be  assured.  Equity  in  this  context  will 
provide  assurance  of  similar  treatment  of  individuals  in 
similar  circumstances  with  respect  to  financing  costs,  ac- 
cess to  the  delivery  system,  adjudication  of  grievances,  and 
other  matters  Private  plans  cannot  meet  all  these 
requirements 
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The  last  vestiges  of  specific  sexual  discrimination  must 
be  eliminated  from  the  Social  Security  Act  Considerable 
progress  has  been  made  m  this  direction  b>  changes  in  the 
law  and  by  a  recent  decision  of  the  Supreme  Court  which 
requires  the  payment  of  benefits  to  the  husband  if  he  stays 
home  to  care  tor  the  children  after  the  death  of  a  working 
wife,  but  still  more  is  needed  Husbands  and  elderly 
widowers  do  not  now  receive  benefits  unless  they  can  show 
that  their  wives  furnished  half  their  support  at  the  time  of 
the  wife's  retirement  or  death.  Divorced  husbands  should 
also  receive  protection  from  their  wives'  earnings  on  the 
same  basis  as  divorced  wives  do  now. 

Even  after  elimination  of  specific  sex-based 
discrimination  in  the  law,  however,  single  working  women 
and  widows  are  more  likely  than  men  to  receive  benefits 
that  are  too  low.  A  number  of  changes  should  be  made  to 
remove  inequities  against  women  and  to  make  the  system 
more  responsive  to  their  needs.  For  example,  the  level  of 
retirement  benefits  is  linked  to  the  individual's  record  of 
earnings  from  employment  For  purposes  of  computation, 
the  five  lowest -earning  years  are  disregarded,  earnings  for 
the  remaining  working  years  are  averaged,  and  the  benefit 
level  IS  linked  to  the  result.  This  method  of  averaging  ear- 
nings works  to  the  disadvantage  of  women  whose  work 
records  are  erratic  or  marginal  This  inequity  can  be 
removed  if  only  the  five  or  ten  highest-earning  years  are 
considered  for  purposes  of  computing  benefits  Such  a 
change  would  have  a  major  impact  on  the  financial  security 
of  many  older  women.  Another  improvement  for  women 
would  be  an  amendment  in  the  law  to  recognize  household 
employment  as  covered  employment  under  the  system  II 
household  work  were  defined  as  covered  employment,  a 
woman  would  not  have  to  be  married  or  engaged  in  a 
career  to  receive  social  security  protection,  she  would  have 
protection  in  her  own  right  A  significant  advance  which 
would  affect  women  and  families  would  be  a  cash  mater- 
nity benefit  —  giving  women  an  amount  equal  to  ten 
weeks'  salary  for  the  period  before  and  after  childbirth 
Such  a  measure  would  be  consistent  with  the  concept  ot 


social   security   as  a   protection   from    loss   of  income   in 
specified  circumstances. 

For  many  older  and  disabled  people  the  recent  recession 
created  problems  which  could  be  helped  by  two  benefit  im- 
provements Individuals  aged  55  and  over  who  are  total'-' 
disabled  lor  their  regular  work  should  be  entitled 
benefits,  and  those  persons  between  the  ages  of  60  and  bl 
should  be  entitled  to  draw  their  benefits  on  actuarially 
reduced  amounts. 

It  IS  imperative  that  the  social  security  program  be  ad- 
ministered without  regard  to  partisan  political  infiuence 
To  assure  its  nonpartisan  administration,  the  program 
should  he  placed  under  an  independent  board  with  the 
terms  of  office  of  board  members  rotated  to  assure  their 
political  independence  .An  independent,  nonpolitical 
board  would  assure  continuity  m  both  the  review  of  the 
system's  effectiveness  and  in  us  day-to-day  administration 
—  a  continuity  that  is  difficult  to  achi^eve  under  the  present 
system  when  the  administering  ofiicials  are  subject  to 
change  every  few  years  and  the  program  is  reviewed  only 
periodically  by  an  advisory  council. 


A  Sound  and  Flexibia  Structure.  Social  security  —  one  of 
the  most  successful  programs  of  social  reform  in  our 
nations  history  —  is  a  sound  structure  which  can  evolve 
and  adapt  to  changing  needs  It  has  succeeded  because  its 
tounders  had  the  foresight  to  create  a  framework  suf- 
ficiently strong  and  flexible  to  stand  the  test  of  lime.  The 
United  States  has  both  the  economic  resources  and  the  ad- 
ministrative capacity  to  continue  to  improve  it  in- 
crementally in  relation  to  our  national  priorities  and 
productivity  at  any  given  time  Remarkable  progress  has 
been  made  since  the  act  was  passed  in  1935.  but  President 
Roosevelt's  comments  are  still  pertinent  —  the  structure  of 
social  security  is  still  being  built  and  is  by  no  means  com 
plete  The  next  decade  should  produce  still  further  u 
provements  in  the  program  which  reflect  changing 
economic  and  social  developments 


(Except  for  review  and  edllonal  use.  reproduction  in  any  form  without  permission  is  a  violation  of  the  copyright  law  ) 
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Mr.  Pickle.  I  realize  we  have  other  panelists  and  we  will  wait  for 
the  conclusion,  but  let  me  just  make  this  observation:  I  am  amazed 
at  Mr.  Cohen's  continual  enthusiasm  and  his  spirit.  After  42  yejirs 
of  public  service,  he  has  not  slowed  down  1  knot,  and  he  still  is 
active  and  still  is  as  progressive  as  he  was  in  former  years.  I  started 
to  say  his  heyday,  but  I  am  not  sure  but  what  this  is  your  heyday  now. 

What  you  said  made  a  lot  of  sense  to  me.  We  have  to  do  something 
this  year.  We  have  to  do  it  without  making  all  the  changes  in  the 
fundamental  structure. 

We  may  disagree  about  what  the  President  proposed,  but  we  need 
to  do  something  this  year.  I  want  to  make  a  pereonal  obsei-vation  that 
I  am  pleased  to  hear  his  comments. 

Mr.  Lederer.  May  I  make  a  comment  ? 

As  to  Mr.  Cohen's  remarks  to  the  new  Members,  if  I  can  get  your 
tenure,  I  am  going  to  listen  to  you. 

Mr.  Cohen.  I  thought  Mr.  Pickle  was  going  to  attribute  all  my 
sound  remarks  to  the  fact  that  I  married  a  Texas  woman. 

He  restrained  himself,  however. 

Mr.  CoNABLE.  Mr.  Chairman,  if  I  could  inject  a  more  jarring  note, 
Mr.  Cohen  is  the  mother  of  social  security.  How  did  we  get  in  this 
trouble  in  view  of  your  long  tenure  and  was  it  entirely  due  to  unin- 
tended consequences?  Was  it  the  result  of  Congress  not  taking  your 
advice  ?  Was  it  the  result  of  Congress  taking  your  advice  ? 

What  did  it? 

Mr.  Cohen.  I  think  you  have  to  divide  that  up  into  three  problems : 
The  short  range,  the  middle  range,  and  the  long  range. 

The  short  range  came  about,  in  my  opinion,  because  of  the  conver- 
gence of  two  factors,  namely,  the  1972  amendments  which  indexed 
the  benefits  at  President  Nixon's  recommendation,  and  coming  at  a 
time  when  we  had  this  peculiar  problem  of  both  unemployment  and 
inflation  at  the  same  time. 

Now,  from  the  short  range  I  think  you  might  be  interested  in  this, 
Mr.  Conable,  that  the  benefit  payments  that  are  going  out  as  a  result 
of  the  indexing,  at  a  moment  when  unemployment  and  inflation  oc- 
curred, in  my  opinion,  have  resulted  in  an  excess  of  disbursements 
of  about,  I  would  say,  $10  billion  during  the  three  benefit  changes 
that  are  taking  place. 

In  other  words,  we  now  have  as  a  result  of  the  short  range  impact 
of  the  1972  amendments  an  8-percent  increase  in  1975,  a  6.4-percent 
increase  in  1976,  and  a  5.9-percent  increase  in  June. 

That  is  resulting  in  about,  I  would  say,  close  to  a  $15-billion-per- 
year  cumulative  outgo. 

Mr.  Conable.  But,  Mr.  Cohen,  we  had  raised  social  security  benefits 
considerably  faster  than  the  cost  of  living  before  we  went  to  indexing. 

Mr.  Cohen.  It  depends  on  what  period  of  time  you  take.  If  you 
take  from  the  1950  amendments  through,  I  think,  according  to  Mr. 
Myers'  estimates,  up  until  about — let  me  look  that  up,  maybe  you  know 
it. 

If  you  look  at  Mr.  Myers'  estimates,  the  way  I  read  it,  Bob,  if  you 
go  from  1950  to  1977,  not  too  far  off  from  the  cost-of-living  increase, 
do  I  read  that  correctly. 

Mr.  Myers.  I  am  afraid  not. 

Mr.  Cohen.  How  much  more  would  it  be  ?  It  is  not  substantial. 
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Mr.  Myers.  About  15  percent. 

Mr.  Cohen.  That  fits  in  just  with  my  points.  In  these  last  3  years, 
the  last  three  increases,  you  are  paying  out  $15  billion,  whereas  the 
additional  income  during  this  period  of  time  by  increasing  the  wage 
base  is  only  about  $7  or  $8  billion,  I  would  say. 

In  other  words,  you  have  added,  by  the  combination  of  the  short- 
range  indexing  with  the  unemployment  and  the  inflation  which  oc- 
curred at  the  same  time  roughly  I  would  say  about  a  $10  billion  excess 
that  was  not  intended. 

Mr.  CoNABLE.  And  you  would  ignore  the  20-percent  across-the-board 
benefit  increase  enacted  in  1972  without  any  financing;  would  you? 

Mr.  Cohen.  No,  I  didn't  mean  to  ignore  it,  but  at  that  particular 
moment  in  time  in  September  of  1972,  I  don't  have  the  cumulative 
figures  here,  I  don't  think  it  was — I  would  have  to  look  it  up — the 
cumulative  effect  probably  wasn't  much  more  than  10  or  15  percent 
even  at  that  time ;  was  it  ? 

Mr.  CoNABLE.  I  just  want  to  say  that  I  don't  think  you  can  blame 
this  all  on  indexing. 

I  think  the  record  shows  that  Congress  has  always  gone  beyond 
the  cost  of  living  until  we  indexed. 

In  other  words,  we  have  given  benefit  increases  in  excess  of  cost- 
of-living  advances,  and  indexing  at  least  took  some  of  the  pressure 
off  Congress  to  do  that. 

I  think  to  assume  that  Congress  would  have  been  responsible  dur- 
ing a  period  of  time  when  the  cost-of-living  increase  was  even  greater 
than  it  had  been  before,  and  that  therefore  indexing  is  responsible  for 
our  trouble  is  grossly  optimistic. 

Mr.  Cohen.  Let  me  make  this  point :  Up  until  1972  on  the  ad  hoc 
benefit  increases.  Congress  always  intended  all  ad  hoc  benefit  increases 
to  be  met  by  changes  in  the  financing  of  the  program,  whether  it  was 
right  or  wrong,  whether  Mr.  Myers'  estimates  were  correct  or  not; 
that  was  the  congressional  intent  and  that  is  what  Mr.  Myers  advised 
the  Congress,  and  that  is  what  Congress  thought  it  was  going. 

Now,  all  I  am  trying  to  say  is  after  that  point  Congress  thought 
with  the  indexing  that  the  changes  in  the  financial  arrangements  in 
the  short  mn  would  be  sufficient  to  pay  the  indexing  in  the  short  run 
but  that  didn't  turn  out  to  be  true. 

Mr.  CoNABLE.  Demographic  forces  have  set  in  here  too  that  we  are 

all  aware  of. 

Mr.  Cohen.  Yes;  although  that  is  where  it  is  going  to  affect  the 
middle  range  and  the  long  range  more  than  the  short  range 

The  short  range  is  affected  more  by  the  increase  in  unemployment 
and  inflation. 

Mr.  Waggonner.  Let  me  ask  the  members  of  the  committee  for  your 

thinking. 

The  staff  just  tells  me  that  room  2222  in  the  Rayburn,  a  Banking 
and  Currency  Subcommittee  room  is  available  now  and  for  the  re- 
mainder of  the  day,  with  a  seating  capacity  of  40. 

Mr.  Con  ABLE.  That  is  three  or  four  times  what  it  is  here. 

Mr.  Waggonner.  We  could  move  there  now  and  perhaps  we  could 
proceed  a  little  more  orderly  or  we  could  continue  here  for  another 
30  minutes  and  go  there  at  2  o'clock  this  afternoon. 

What  would  the  committee  prefer  ? 
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I  realize  the  potential  for  disruption  now  and  not  getting  much 
from  this  moving  period  of  time  because  it  will  take  us  30  minutes  to 
get  set  over  there.  Or  we  can  wait  and  reassemble  there  at  2  o'clock. 

Mr.  CoxABLE.  I  vote  to  move  now. 

Mr.  Pickle.  I  think  we  should  and  take  advantage  of  our  time. 

We  could  not  get  over  there  between  now  and  noon  if  we  tried  to 
change  it  now. 

I  don't  see  why  we  don't  go  ahead.  I  have  gotten  accustomed  to  this 
closeness.  I  like  this  closeness. 

Mr.  CoNABLE.  I  thought  the  gentleman  was  from  the  wide  open 
spaces. 

Mr.  Wagoonner.  We  will  continue  for  30  minutes  here,  until  a  quar- 
ter to  12,  so  we  can  clear  the  room  for  the  commitment  the  chairman 
has  made  between  the  hours  of  12  and  2  o'clock  and  we  will  continue 
with  the  statements;  but  we  are  going  to  reserve  questioning  of  the 
panel  until  2  p.m.  in  room  2222. 

If  there  are  no  other  questions  for  the  moment  of  Mr.  Cohen,  we  will 
hear  now  from  Mr.  Robert  Myers,  who  represents  the  American  Coun- 
cil of  Life  Insurance. 

Mr.  Myers. 

STATEMENT  OF  ROBERT  J.  MYERS 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  the  subcommittee,  my  name  is  Rob- 
ert J.  Myers,  and  I  am  appearing  here  today  on  behalf  of  the  Ameri- 
can Council  of  Life  Insurance. 

Ever  since  the  inception  of  the  social  security  program  in  1935,  the 
life  insurance  business  has  supported  it.  The  life  insurance  business 
has  at  times  criticized  certain  social  security  legislative  proposals  when 
they  were  not  believed  to  be  in  the  best  interests  of  the  country. 

The  life  insurance  business  believes  that  the  best  interests  of  the  peo- 
ple of  the  country  and  of  the  Nation  itself  are  served  if  social  security 
does  not  expand  beyond  a  floor-of-protection  level.  Accordingly,  social 
security  should  not  encroach  on  the  resources  available  to  the  private- 
sector  tier  by  having  an  inordinately  high  benefit  level  or  an  inordi- 
nately high  maximum  taxable  earnings  base.  In  the  same  manner,  social 
security  should  not  be  overused  as  an  antipoverty  weapon,  thus  sup- 
planting the  public  assistance  tier  and  overburdening  the  payroll  tax. 

We  have  studied  with  much  interest  the  social  security  financing 
proposals  of  the  Carter  administration.  We  are  pleased  that  the  ad- 
ministration has  recognized  the  serious  financing  problems  confront- 
ing social  security  and  is  so  promptly  and  strongly  concerned  about 
restoring  its  financial  integrity. 

Before  presenting  detailed  comments  on  these  proposals,  I  would 
like  to  emphasize  that  a  fundamental  solution  to  most  of  the  financial 
problems  of  social  security  could  be  achieved  by  a  relatively  small 
number  of  direct  measures.  Specifically,  we  support  an  immediate 
increase  of  .5  percent  in  the  tax  rate  on  both  employers  and  employees 
and  an  additional  increase  of  one-fourth  percent  in  these  tax  rates  in 
the  1980's.  This,  together  with  the  decoupling  procedure  we  recom- 
mend, an  increase  in  the  tax  rate  on  the  self-employed  to  the  traditional 
ratio  of  11^  times  the  tax  rate  on  employees,  and  the  administration's 
proposal  to  provide  a  new  test  for  dependent's  benefits  would  be  suf- 
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ficient  to  stabilize  the  social  security  trust  funds  for  the  next  30  years. 
For  subsequent  years,  the  financing  needs  will  depend  to  a  considerable 
extent  on  future  trends  as  to  such  elements  as  birth  rates  and  retire- 
ment rates  which  should  be  much  more  discernible  as  time  passes. 

Let  me  now  turn  to  each  of  the  changes  proposed  by  the 
administration. 

1.  Financing  from  general  revenues  during  times  of  high 
unemployment. 

We  strongly  oppose  this  proposal,  because  we  believe  that  any  in- 
jection of  a  government  subsidy  on  an  ongoing  basis  into  the  social 
security  system  is  undesirable. 

Such  a  procedure  does  not  make  clear  to  the  general  public  what  the 
true  costs  of  social  security  really  are  and  thus  could  lead  to  unwise 
overexpansion  of  the  system.  The  time-tested  method  of  financing  the 
program  on  a  self-supporting  basis,  without  a  government  subsidy, 
should  be  continued. 

Moreover,  this  proposal  is  faulty  because  it  is  difficult,  if  not  im- 
possible to  compute  with  any  precision  exactly  how  much  the  reduc- 
tion in  social  security  taxes  is  because  of  unemployment  in  excess  of 
6  percent. 

I  believe  that  the  estimate  of  the  administration  is  far  too  high. 

2.  Taxing  employers  on  the  entire  wages  of  employees. 

We  believe  that  such  a  change  is  very  undesirable,  because  the  pres- 
ent procedure  of  equal  payments  by  the  employer  and  the  employee 
that  has  been  followed  ever  since  the  system  began  seems  fair  and 
appropriate  to  all  parties  concerned. 

Any  additional  large  employer  cost  such  as  this  will  very  likely  re- 
sult in  less  funds  being  available  for  provision  of  economic  security 
through  the  private  sector,  such  as  under  pension  plans. 

The  administration  has  stated  that  the  increased  cost  to  employers 
for  this  proposal  would  have  a  slightly  lower  cost  in  1979-82  than 
under  the  so-called  conventional  financmg  approach  of  raising  both 
the  tax  rate  and  the  earnings  base  to  a  greater  extent  than  the  auto- 
matic-adjustment provisions  would  do.  I  do  not  agree  that  this  is  the 
conventional  financing  approach,  which  has  been  solely  to  increase 
tax  rates.  Also,  I  cannot  agree  with  this  analysis  because  it  involves 
a  so-called  savings  by  drawing  down  the  trust  funds  and  by  making 
available  a  Grovernment  subsidy — which,  in  turn  would  like  be  derived 
in  considerable  part  from  other  taxes  on  employers. 

3.  Restoring  traditional  ratio  for  tax  on  the  self-employed. 
We  support  this  proposal  as  desirable  and  consistent. 

4.  Shifts  in  allocation  of  tax  rates  among  trust  funds. 

We  do  not  favor  the  shift  of  part  of  the  presently  scheduled  HI  tax 
rates  to  OASDI.  The  1977  HI  trustees  report  recommended  that 
"action  be  taken  in  the  near  future  to  strengthen  the  financing  of  the 
hospital  insurance  system." 

The  administration  justified  this  proposal  in  part  on  the  expecta- 
tion that  its  program  to  contain  the  rate  of  increase  in  hospital  costs 
will  be  enacted.  It  would  seem  only  prudent  to  take  such  a  factor  into 
account  after  the  legislation  involved  is  enacted  and  after  the  actual 
experience  show  that  the  program  is  effective. 

The  administration  also  proposed  that  the  allocation  of  the  com- 
bined employer-employee  tax  rate  for  OASDI  should  be  changed. 
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We  favor  giving  DI  a  larger  proportionate  amount  of  the  increase  in 
the  OASDI  tax  rate  which  we  recommend  than  prevails  in  the  present 
allocation. 

5.  Increases  in  employee  and  self-employed  earnings  base  subject 
to  tax. 

We  believe  that  such  a  change  is  most  undesirable. 

The  earnings  base  is  not  primarily  a  financing  mechanism,  but  rather 
it  serves  to  define  the  scope  of  the  program  and,  correspondingly,  the 
role  that  the  private  sector  should  play  in  providing  economic  security. 

Moreover,  increasing  the  base  for  workers  does  not  provide  any  sig- 
nificant additional  financing  over  the  long  range,  because  the  addi- 
tional taxes  collected  are  very  closely  offset  by  the  additional  benefit 
liabilities  created. 

6.  Change  in  test  for  dependent  beneficiaries. 

We  support  this  change.  In  fact,  further  action  might  be  considered 
to  prevent  the  windfall  benefits  which  now  occur  for  spouses  who  do 
not  qualify  for  social  security  benefits  on  the  basis  of  their  own  earn- 
ings and  who  have  pensions  as  governmental  employees. 

The  Advisory  Council  on  Social  Security  recommended  that  such 
Government-employee  pensions  should  be  considered  as  an  offset 
against  spouse's  benefits  under  social  security. 

7.  Correcting  inflation  overadjustment  in  initial  computation  of 
benefits. 

As  you  may  recall  from  our  testimony  at  your  hearings  last  year, 
we  are  strongly  in  favor  of  the  general  principle  of  decoupling  by 
the  wage-indexing  approach,  as  is  done  under  the  administration  pro- 
posal, but  we  believe  that  the  ultimate  level  of  the  replacement  ratios 
should  be  about  10  percent  lower  relatively  than  those  currently 
emerging  and  instead  should  be  at  about  the  level  prevailing  before 
1972.  Our  belief  is  based  on  the  facts  that  the  benefit  level  was  over- 
expanded  in  1969-72  and  that  there  has  been  a  continuing  lag  in  insti- 
tuting decoupling. 

Our  decoupling  approach  would  decrease  even  more  the  long-range 
deficit  of  the  social  security  system  and  thus  come  much  closer  to  re- 
storing its  financial  integrity. 

We  also  propose  a  permanent  savings  clause  for  retirement  benefits 
that  would  utilize  the  benefit  formula  under  present  law  as  that  for- 
mula would  stand  just  before  the  new  decoupling  procedure  would  go 
into  effect  if  it  produces  a  larger  amount.  Thus,  there  would  be  a 
gradual  phasing-in  to  the  benefit  that  we  recommend. 

We  strongly  support  the  administration's  proposal  that  the  savings 
clause  apply  only  to  the  retirement  cases,  and  not  to  disability  or 
young-survivor  benefits.  This  will  go  a  long  way  toward  eliminating 
the  anomalous  situation  in  present  law  whereby,  in  such  cases,  the 
benefits  payable  exceed  the  net  take-home  pay  of  the  insured  worker. 
We  have  noted,  with  interest,  that  when  your  distinguished  chairman 
recently  introduced  H.K.  8076,  he  recognized  the  existence  of  this  par- 
ticular problem  and  how  it  would  be  alleviated  by  this  portion  of  the 
administration's  proposals.  Consideration  should  also  be  given  to  im- 
posing a  percentage-of-prior-eai-nings  cap  on  tlie  benefits  of  disabled 
workers  and  their  dependents.  The  Health  Insurance  Association  of 
America,  which  has  great  interest  in  this  area,  also  holds  these  views. 
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We  would  also  continue  unchanged  the  present  procedures  for 
adjusting  automatically  benefits  for  those  on  the  rolls  to  reflect  in- 
creases in  the  cost  of  living. 

There  are  a  number  of  essentially  technical  changes  that  I  suggest 
with  regard  to  the  administration  bill. 

These  are  contained  in  a  technical  supplement  that  I  ask  be  included 
in  the  record. 

8.  Advancing  planned  increase  in  tax  rate  from  2011  to  1985  and 

1990.  .       ^       , 

The  only  proper  way  to  obtain  additional  financmg  for  the  social 
security  program  is  through  the  clearly  visible  method  of  increasing 
the  tax  rates. 

We  are  opposed  to  injecting  a  Government  subsidy  or  to  increas- 
ing the  maximum  taxable  earnings  base  more  than  the  automatic- 
adjustment  provision  will  do.  Accordingly,  we  support  the  general 
principle  of  this  proposed  change  of  increasing  the  tax  rates,  although 
we  would  go  further  by  instituting  increases  at  an  earlier  date. 

Tables  1  and  2  attached  to  my  statement,  which  I  request  be  in- 
cluded in  the  record,  demonstrate  clearly  that  our  proposals  will, 
solely  from  a  financial  standpoint,  solve  the  short-range  and  medium- 
range  financing  problems  as  well  as  will  the  administration  proposals. 

As  to  the  long-range  financial  situation,  our  proposals  would  result 
in  reducing  tlie  estimated  average  deficiency  for  the  5-year  period 
beginning  1977  from  8.2  percent  of  taxable  payroll  to  only  1.2  per- 
cent. Recognizing  the  difficulties  of  forecasting  precisely  for  such 
periods  and  the  variations  possible  as  a  result  of,  for  example,  birth 
rates,  and  retirement  rates,  this  is  a  reasonably  satisfactory  situation, 
and  the  deficiency  then  is  in  more  reasonably  manageable  proportions. 

I  would  like  now  to  comment  on  a  bill  pending  before  the  Com- 
mittee on  Ways  and  Means,  namely,  H.R.  3363,  introduced  by  Mr. 
Rostenkowski  and  jointly  sponsored  by  Mr.  Archer,  Mr.  Burleson, 
Mr.  Conable,  and  Mr.  Waggoner.  This  bill  would  remedy  a  long- 
standing inequity  in  the  collection  of  the  duplicate  taxes  under  social 
security  and  under  the  unemployment  insurance  for  certain  concur- 
rent employers  of  the  same  employee.  Under  such  circumstances,  the 
employee  is  really  in  effect  in  only  one  job.  and  it  seems  on\j  fair  that 
the  concurrent  employers  together  should  not  pay  more  than  the 
maximum  taxable  wage  base. 

We  urge  enactment  of  H.R.  3363. 

In  closing,  I  should  like  to  reiterate  the  strong  support  of  t^he 
American  Council  of  Life  Insurance  for  our  Nation's  social  security 
program. 

We  believe  that  it  should  provide  an  adequate,  viable,  and  sound 
floor  of  protection.  The  time-tested  method  of  financing  social  security 
on  a  self-supporting  basis,  without  a  Government  subsidy  and  with  a 
maximum  taxable  earnings  base  consistent  with  those  prevailing  in 
the  last  quarter  century,  should  be  continued. 

We  uriofe  that  action  should  be  taken  this  year  to  strengthen  the 
fiscal  integrity  of  the  social  security  system  by  decoupling  the  benefit 
computation  for  new  clnimants  under  the  wage-indexing  approach. 
We  also  urge  that  suitable  action  should  be  taken  to  strengthen  the 
financing,  especially  in  the  short  range,  by  an  immediate  moderate 


138 

increase  in  the  tax  rates.  The  restoration  of  public  confidence  in  the 
social  security  program  requires  no  less. 
[The  prepared  statement  follows :] 

Statement  of  Robert  J.  Myeks  on  Behalf  of  the  American  Council  of  Life 

Insurance 

Mr.  Chairman  and  members  of  the  subcommittee :  Mv  name  is  Robert  J  Myers 
and  I  am  appearing  here  today  on  behalf  of  the  American  Council  of  Life 
insurance  The  470  life  insurance  companies  which  comprise  the  membership  of 
the  Council  account  for  about  92  percent  of  the  total  life  insurance  in  force  in 
the  United  States  and  about  99  percent  of  the  assets  attributable  to  insured 
qualified  pension  and  profit-sharing  plans. 

Before  discussing  the  proposals  of  the  Administration,  I  should  like  to  point 
out  that,  ever  since  the  inception  of  the  Social  Security  program  in  1935  the 
life  insurance  business  has  supported  this  program.  The  life  insurance  business 
has  at  times  criticized  certain  Social  Security  legislative  proposals  when  they 
were  not  believed  to  be  in  the  best  interests  of  the  country. 

The  life  insurance  business  believes  that  economic  security  for  the  people  of 
our  Nation  should  be  provided  from  three  sources.  First,  the  government,  through 
Social  Security,  should  provide  a  floor  of  protection  which  is  universally  ap- 
plicable on  a  compulsory  basis.  Second,  there  should  be  private  sector  initiatives 
on  a  voluntary  and  flexible  basis,  through  both  individual  and  employer  efl:orts 
in  the  form  of  home  ownership,  savings  and  investments,  private  pension  and 
proflt-sharing  plans,  and  insurance.  Third,  in  the  relatively  small  proportion 
of  cases  where  the  first  two  tiers  do  not  provide  adequate  income,  then  public 
assistance  programs  such  as  Supplemental  Security  income  should  make  up  the 
necessary  difference.  ^ 

The  life  insurance  business  believes  that  the  best  interests  of  the  people  of 
the  country  and  of  the  Nation  itself  are  served  if  Social  Security  does  not  ex- 
pand beyond  a  floor-of -protection  level.  Accordingly,  Social  Security  should  not 
encroach  on  the  resources  available  to  the  private-sector  tier  bv  having  an  in- 
ordinately high  benefit  level  or  an  inordinately  high  maximum  taxable  earnings 
base.  In  the  same  manner.  Social  Security  should  not  be  overused  as  an  anti- 
poverty  weapon,  thus  supplanting  the  public  assistance  tier  and  overburdening 
the  payroll  tax. 

The  Old-Age,  Survivors,  and  Disability  Insurance  system,  which  is  commonly 
referred  to  as  Social  Security,  currently  has  some  very  serious  financing  prob- 
lems. Some  of  these  problems  are  of  a  short-range  nature,  while  others  are  of  a 
long-range  nature. 

We  have  studied  with  much  interest  the  Social  Security  financing  proposals  of 
the  Carter  Administration,  which  were  presented  by  Secretary  Califano  to  vour 
subcommittee  in  the  hearings  held  on  May  10.  We  are  pleased  that  the  Admin- 
istration has  recognized  the  serious  financing  problems  confronting  the  Social 
Security  program  and  is  so  promptly  and  strongly  concerned  about  restoring  its 
financial  integrity.  The  Administration  proposal  involves  eight  different  changes 
which  seek  to  solve  the  short-range  cash-flow  problem  now  present  and  to  sub- 
stantially reduce  the  long-range  actuarial  deficit.  We  agree  completely  with 
several  of  these  proposed  changes,  but  there  are  some  on  which  we  take  a  nuite 
different  position. 

Before  presenting  detailed  comments  on  these  proposals,  I  would  like  to 
emphasize  that  the  American  Council  of  Life  Insurance  believes  that  a  funda- 
mental solution  to  most  of  the  financial  problems  of  the  Social  Security  system 
could  be  achieved  by  a  relatively  small  number  of  direct  measures.  Specifi"cally 
we  support  an  immediate  increase  of  .5  percent  in  the  tax  rate  on  both  employers 
and  employees  and  an  additional  increase  of  %  percent  in  these  tax  rates  in 
the  1980's.  This  together  with  the  decoupling  procedure  we  recommend  an  in- 
crease in  the  tax  rate  on  the  -self-employed  to  the  traditional  ratio  of  li/,  times 
the  tax  rate  on  employees,  and  the  Administration's  proposal  to  provide"  a  new 
test  for  dependent's  benefits,  which  we  support,  would  be  sufficient  to  stabilize 
the  Social  Security  trust  funds  for  the  next  30  years.  For  subsequent  years,  the 
financing  needs  will  depend  to  a  considerable  extent  on  future  trends  as  to  such 
elements  as  birth  rates  and  retirement  rates  which  should  be  much  more  dis- 
cernible us  time  passes. 

Let  me  now  turn  to  each  of  the  changes  proposed  by  the  Administration. 
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I.  FINANCING  FROM  GENERAL  REVENUES  DURING  TIMES  OF  HIGH  UNEMPLOYMENT 

This  proposal  would  provide  a  government  subsidy  from  general  revenues  to 
make  up  for  the  loss  of  Social  Security  taxes  in  1975-78  because  the  unemploy- 
ment rate  has  been  in  excess  of  6  percent  since  1975  and  is  expected  to  be  so 
through  1978.  Although  the  proposal  is  for  only  this  limited,  temporary  period, 
it  is  likely  that,  if  once  enacted,  it  would  later  be  extended. 

We  strongly  oppose  this  proposal,  because  we  believe  that  any  injection  of  a 
government  subsidy  on  an  ongoing  basis  into  the  Social  Security  system  is  un- 
desirable. Such  a  procedure  does  not  make  clear  to  the  general  public  what  the 
true  costs  of  Social  Security  really  are  and  thus  could  lead  to  unwise  over- 
expansion  of  the  system.  The  time-tested  method  of  financing  the  program  on 
a  self-supporting  basis,  without  a  government  subsidy,  should  be  continued. 

Moreover,  this  proposal  is  faulty  because  it  is  difficult,  if  not  impossible,  to 
compute  with  any  precision  exactly  how  much  the  reduction  in  Social  Security 
taxes  is  because  of  unemployment  in  excess  of  6%. 

The  procedure  actually  followed  by  the  Administration  in  developing  the  esti- 
mated figure  of  a  $14.1  "billion  tax  loss  is  subject  to  considerable  question.  It  is 
by  no  means  as  precise  as  are  the  several  computations  now  involved  in  the  Social 
Security  Act  in  connection  with  the  automatic  adjustments  of  the  benefit 
amounts,  the  maximum  taxable  earnings  base,  and  the  exempt  amounts  of  earn- 
ings under  the  i-etiremeut  test  or  in  connection  with  the  cost-sharing  amounts 
under  Medicare.  I  believe  that  this  estimated  figure  is  far  too  high. 

II.  TAXING  EMPLOYERS  ON  THE  ENTIRE  WAGES  OF  EMPLOYEES 

This  proposal  would  eliminate,  in  steps,  the  maximum  limit  on  taxable  earn- 
ings insofar  as  it  applies  to  the  employer  tax.  The  complete  elimination  of  the 
maximum  limit  would  be  applicable  after  1980. 

We  believe  that  such  a  change  is  very  undesirable,  because  the  present  pro- 
cedure of  equal  payments  by  the  employer  and  the  employee  that  has  been  fol- 
lowed ever  since  the  system  began  seems  fair  and  appropriate  to  all  parties  con- 
cerned. Moreover,  this  approach  results  in  inconsistent  treatment  as  between 
self-employed  persons  and  individuals  in  a  similar  position  who  have  incor- 
porated their  small  business. 

Further,  it  should  be  clearly  realized  that  the  payment  of  the  much  larger 
Social  Security  taxes  by  employers  will  very  likely  not  be  absorbed  by  them, 
but  rather  may  well  be  passed  on  to  the  general  public  in  the  form  of  higher 
prices  or  else  to  the  employees  in  the  form  of  lower  wages  than  they  would 
otherwise  have  had.  At  the  same  time,  any  additional  large  employer  cost  such 
as  this  will  very  likely  result  in  less  funds  being  available  for  provision  of 
economic  .security  through  the  private  sector,  such  as  under  pension  plans. 

The  Administration  has  stated  that  the  increased  cost  to  employers  for  this 
proposal  to  eliminate  the  maximum  limit  on  taxable  eamiings  for  their  payroll 
taxes  would  have  a  slightly  lower  cost  in  1979-82  than  under  the  so-called  con- 
ventional financing  approach  of  raising  both  the  tax  rate  and  the  earnings  base 
to  a  greater  extent  than  the  automatic-adjustment  provisions  would  do.  First, 
I  do  not  agree  that  this  is  the  conventional  financing  approach.  Rather,  the  con- 
ventional approach  has  been  solely  to  increase  tax  rates.  Second,  I  cannot  agree 
with  this  analysis  because  it  involves  a  so-called  "savings"  by  drawing  down  the 
trust  funds  and  by  making  available  a  government  subsidy — which,  in  turn, 
would  likely  be  derived  in  considerable  part  from  other  taxes  on  employers.  It 
also  seems  strange  to  refer  to  a  reduction  in  the  size  of  the  trust  funds  as  a 
"savings".  Drawing  down  the  trust  funds  cannot  properly  be  considered  as  in- 
volving a  decrease  in  taxes  otherwise  necessary,  because  more  payroll  taxes  will 
be  needed  later  and  there  will  be  less  investment  income  from  the  trust  funds. 

III.  RESTORING  TRADITIONAL  RATIO  FOR  TAX  ON  SELF-EMPLOYED 

This  proposal  would  restore,  beginning  in  1979,  the  historical  relationship  of 
the  self-employed  tax  for  Old-Age,  Survivors,  and  Disability  Insurance  (OASDI), 
namely,  a  rate  equal  to  IV2  times  the  employee  rate.  Legislation  in  1965  limited 
the  self-employed  rate  to  a  maximum  of  7  percent  which  was  first  reached  in  1973. 

We  support  this  proposal  as  a  desirable  and  consistent  one. 
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IV.     SHIFTS    IN    ALLOCATION    OF    TAX    RATES    AMONG    TRUST    FUNDS 

This  proposal  would  shift  a  part  of  the  presently  scheduled  tax  rates  for  the 
Hospital  Insurance  program  (HI)  to  OASDI.  Specifically,  as  to  the  HI  tax  rate 
for  employers,  employees,  and  the  self-employed  (all  of  which  are  the  same), 
.1  percent  of  the  .2  percent  increase  scheduled  for  1&78  would  be  shifted  to 
OASDI,  and  .1  percent  of  the  .25  percent  increase  scheduled  for  1981  would  be  so 
shifted. 

We  do  not  favor  this  change.  The  1977  HI  Trustees  Report  shows  that,  under 
the  intermediate  estimate,  the  HI  program  has  a  lack  of  actuarial  balance  of 
1.16  percent  of  taxable  payroll  over  only  the  next  25  years  and  that  the  HI  Trust 
Fund  will  be  exhausted  by  the  late  1980's.  In  fact,  the  Board  of  Trustees  recom- 
mended that  "action  be  taken  in  the  near  future  to  strengthen  the  financing  of  the 
hospital  insurance  system". 

The  Administration  justified  this  proposal  in  part  on  the  expectation  that  the 
Administration's  program  to  contain  the  rate  of  increase  in  hospital  costs  will  be 
enacted.  It  would  seem  only  prudent  to  take  such  a  factor  into  account  after  the 
legislation  involved  is  enacted  and  after  the  actual  experience  shows  that  the  pro- 
gram is  effective. 

The  Administration  also  proposed  that  the  allocation  of  the  combined  employer- 
employee  tax  rate  for  OASDI  should  be  changed,  beginning  in  1978,  so  as  to  give 
a  large  proportion  to  the  DI  Trust  Fund.  We  agree  that  DI  should  have  a  pro- 
portionately larger  share  of  the  total.  We  would  achieve  this  result  by  giving  DI 
a  larger  proportionate  amount  of  the  increase  in  the  OASDI  tax  rate  which  we 
recommend  than  prevails  in  the  present  allocation  of  the  OASDI  tax  rate. 

V.  INCREASES  IN  EMPLOYEE  AND  SELF  EMPLOYED  EARNINGS  BASE  SUBJECT  TO  TAX 

This  proposal  would  increase  the  maximum  taxable  and  creditable  earnings 
base  for  employees  and  the  self-employed  by  $(>00  more  than  the  automatic-adjust- 
ment provisions  would  do  in  each  of  four  year-s — 1979,  1981.  1983,  and  1985.  The 
argument  made  by  the  Administration  for  this  change  is  that  it  would  provide 
additional  revenues  for  financing  purposes. 

We  believe  that  such  a  change  is  most  undesirable.  The  earnings  base  is  not 
primarily  a  financing  mechanism,  but  rather  it  serves  to  define  the  .scope  of  the 
program  and,  correspondingly,  the  role  that  the  private  sector  should  play  in 
providing  economic  security.  An  increase  in  the  earnings  ba.se  beyond  what  would 
be  provided  by  the  automatic-adjustment  provLsions  will  undesirably  narrow  the 
responsibility  of  the  private  sector  in  the  economic  security  field.  Moreover,  it 
should  be  realized  that  increasing  the  base  insofar  as  it  relates  to  employees  and 
the  self-employed  does  not  provide  any  significant  additional  financing  over  the 
long  range,  because  the  additional  taxes  collected  are  very  closely  offset  by  the 
additional  benefit  liabilities  created. 

VI.    CHANGE   IN   TEST   FOR   DEPENDENT   BENEFICIARIES 

This  proposal  would  provide  that  spouse's  benefits  (both  before  and  after  the 
death  of  the  worker)  would  be  available  only  for  whichever  spouse  had  had  the 
lower  income  in  the  3-year  period  preceding  retirement,  disability,  or  death. 

We  support  this  change,  which  is  both  innovative  and  reasonable.  In  fact,  we 
believe  that  further  action  in  this  area  might  be  considered  at  this  time,  to  pre- 
vent the  windfall  benefits  which  now  occur  for  spouses  who  do  not  qiialify  for 
Social  Security  benefits  on  the  basis  of  their  own  earnings  and  who  have  pen- 
sions as  governmental  employees.  The  1974-75  Advisory  Council  on  Social  Se- 
curity made  an  excellent  recommendation  in  this  respect — namely,  that  such 
government-employee  pen.sions  should  be  considered  as  an  offset  against  spouse's 
benefits  under  Social  Security.  This  is  exactly  the  same  treatment  that  is  now 
accordefl  to  an  individual's  primary  Social  Security  benefit  based  on  hi.s  or  her 
ovnx  earnings  record,  wliich  is  offset  against  his  or  her  spouse's  benefit  under 
the  Social  Security  program. 

Vn.   CORRECTING  INFLATION  OVERADJUSTMENT  IN   INITIAL   COMPUTATION   OF  BENEFITS 

This  proposal  would  correct  the  technical  flaw  in  the  law  with  regard  to  the 
initial  computation  of  benefits.  Specifically,  this  correction  would  be  made  by  the 
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procedure  commonly  referred  to  as  "decoupling"  through  the  process  of  indexing 
the  earnings  record  by  wage  trends.  The  Administration  did  not  give  any  spe- 
cifics as  to  its  decoupling  proposal,  although  the  intent  would  be  to  produce  re- 
placement ratios  in  the  future  that  would  be  at  about  the  same  level  as  for  those 
currently  retiring.  The  Administration  also  indicated  that  the  transitional  pro- 
vision with  respect  to  providing  benefit  amounts  at  least  equal  to  what  the  for- 
mula under  present  law  as  it  would  be  on  the  changeover  date  would  apply  only 
to  retirement  cases,  and  not  to  disability  or  young-survivor  benefits. 

As  you  may  recall  from  our  testimony  at  your  hearings  last  year,  we  are 
strongly  in  favor  of  the  general  principle  of  decoupling  by  the  wage-indexing 
approach,  but  we  believe  that  the  ultimate  level  of  the  replacement  ratios  should 
be  about  10  percent  lower  relatively  than  those  currently  emerging  and  instead, 
should  be  at  about  the  level  prevailing  before  1972.  Our  belief  is  based  on  the 
facts  that  the  benefit  level  was  over-expanded  in  1969-72  (wliich,  incidentally, 
was  an  important  cause  of  the  present  short-range  financing  problems)  and  also 
that  there  has  been  a  continuing  lag  in  instituting  the  decoupling  procedure. 

Our  decoupling  approach  would  decrease  even  more  the  long-range  deficit  of 
the  Social  Security  system  and  thus  come  much  closer  to  restoring  its  financial 
integrity.  We  also  propose  a  permanent  savings  clause  for  retirement  benefits 
that  would  utilize  the  benefit  formula  under  present  law  as  that  formula  would 
stand  just  before  the  new  decoupling  procedure  would  go  into  effect  if  it  produces 
a  larger  amount.  Thus,  there  would  be  a  gradual  phasing-in  to  the  benefit  level 
that  we  recommend,  with  the  safeguard  that  retirees  would,  upon  retirement, 
never  receive  a  smaller  amount  than  would  be  provided  under  the  benefit  formula 
in  the  present  law  frozen  as  of  the  effective  date  of  the  new  decoupling  procedure. 

We  strongly  support  the  Administration's  proposal  that  the  savings  clause  or 
transitional  provision  apply  only  to  retirement  cases,  and  not  to  disability  or 
young-survivor  benefits.  This  will  go  a  long  way  toward  eliminating  the  anoma- 
lous situation  in  present  law  whereby,  in  such  cases,  the  benefits  payable  exceed 
the  net  take-home  pay  of  the  insured  worker.  We  have  noted,  with  interest,  that 
when  your  distinguished  chairman  recently  introduced  H.R.  8076,  he  recognized 
the  existence  of  this  particular  problem  and  how  it  would  be  alleviated  by  this 
portion  of  the  Administration's  proposals.  Consideration  should  also  be  given  to 
imposing  a  percentage-of-prior-earnings  cap  on  the  benefits  of  disabled  workers 
and  their  dependents.  The  Health  Insurance  Association  of  America,  which  has 
great  interest  in  this  area,  also  holds  tliese  views. 

We  would  also  continue  luichanged  the  present  procedures  for  adjusting  auto- 
matically benefits  for  those  on  the  rolls  to  reflect  increases  in  the  cost  of  living. 
Accordingly,  all  beneficiaries  would  have  not  only  the  dollar  amount  of  their 
benefits  safeguarded,  but  also  the  purchasing  power  of  the  benefits. 

The  specific  benefit  formula  that  we  recommended  in  connection  with  the  de- 
coupling bill  of  the  Ford  Administration  last  year  was  based  on  it  becoming  first 
effective  in  1978.  We  still  would  like  to  see  such  an  effective  date.  Of  course,  if 
the  effective  date  were  to  be  later,  appropriate  changes  would  be  necessary.  Also, 
there  are  a  number  of  essentially  technical  changes  that  I  suggest  with  regard 
to  the  Administration  bill.  These  are  contained  in  a  technical  supplement  to  my 
testimony. 

VIII.  ADVANCING  PLANNED  INCREASE  IN  TAX  RATE  FROM  2011  TO  1985  AND  1990 

This  proposal  would  move  ahead  the  1  percent  increase  in  the  tax  rate  on  both 
employers  and  employees  now  scheduled  for  2011,  so  that  one-quarter  of  it  would 
occur  in  1985,  and  the  remainder  would  occur  in  1990. 

As  you  may  recall  from  our  testimony  at  liearings  before  this  distinguished 
subcommittee  last  year,  we  believe  that  the  only  proper  way  to  obtain  additional 
financing  for  the  Social  Security  program — other  than  through  reducing  benefit 
costs  where  these  are  now  irrationally  high  and  overly  liberal,  or  where  they 
provide  undue  windfalls — is  through  the  clearly  visible  method  of  increasing  the 
tax  rates.  In  other  words,  we  are  opposed  to  injecting  a  government  subsidy  or 
to  increasing  the  maximum  taxable  earnings  base  more  than  the  automatic- 
adjustment  provisions  will  do.  Accordingly,  we  support  the  general  principle  of 
this  proposed  change  of  increasing  the  tax  rates,  although  we  would  go  further 
by  instituting  increa.ses  at  an  earlier  date  tlian  1985 — in  fact,  as  early  as  1978  or, 
at  the  latest,  1979. 
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In  summary,  the  American  Council  of  Life  Insurance  believes  that  the  solu- 
tion to  the  financing  problems  of  the  Social  Security  program  can  be  achieved  by 
three  types  of  changes  : 

(1)  Decouple  the  computation  of  initial  benefit  amounts  at  a  10  percent  lower 
ultimate  level  (with  appropriate  phasing-in  through  a  permanent  savings  clause 
based  on  the  present  formula  frozen )  ; 

(2)  Provide  any  additional  financing  required  through  forthright,  visible  in- 
creases in  the  tax  rates  (after  changing  the  self-employed  basis  back  to  IVz  times 
the  employee  rate,  as  it  was  initially)  ; 

(3)  Eliminate  certain  benefit  windfalls,  as  the  Administration  would  do  for 
dependents'  benefits. 

Next,  let  me  set  forth  the  cost  effects  of  our  proposals  over  both  the  short  range 
and  the  long  range.  For  the  OASDI  system  combined,  for  the  5-year  period  1978- 
82,  the  additional  income  (including  the  additional  interest  earnings  of  the  trust 
fund)  is  estimated  at  $66.3  billion,  while  the  lessened  outgo  is  estimated  at  $10.5 
billion.  Thus,  the  net  result  is  an  increase  in  the  trust-fund  balances  of  $76.8 
billion  over  what  would  occur  if  present  law  were  left  unchanged.  As  a  result, 
the  trust-fund  balance  at  the  end  of  1982  would  be  $62.0  billion,  instead  of  in  a 
deficit  position  of  $14.8  billion.  The  breakdown  of  these  figures  is  shown  in 
Table  1. 

Then,  as  to  the  medium-range  financial  situation — the  next  25  years — our 
proposals  are  estimated  to  result  in  an  average  excess  of  annual  income  over 
disbursements  averaging  0.4  percent  of  taxable  payroll.  As  a  result,  the  system 
would  have  adequate  financial  resources  to  meet  anticipated  disbursements  for 
this  25-year  period  and  to  build  up  the  trust-fund  balances.  Table  2  presents  the 
details  of  this  situation. 

Finally,  as  to  the  long-range  financial  situation,  our  proposals  would  result  in 
reducing  the  estimated  average  deficiency  for  the  75-year  period  beginning  1977 
from  8.2  percent  of  taxable  payroll  to  only  1.2  percent.  Recognizing  the  difiiculties 
of  forecasting  precisely  for  such  periods  and  the  variations  possible  as  a  result  of, 
for  example,  birth  rates  and  retirement  rates,  this  is  a  reasonably  satisfactory 
situation,  and  the  deficiency  then  is  in  more  reasonably  manageable  proportions. 

I  would  like  now  to  take  the  liberty  of  commenting  on  a  bill  now  pending  before 
the  Committee  on  Ways  and  Means — namely,  H.R.  3363  introduced  by  Mr. 
Rostenkowski  and  jointly  .sponsored  by  Mr.  Archer,  Mr.  Burleson,  Mr.  Conable 
and  Mr.  Waggoner.  This  bill  would  remedy  a  longstanding  inequity  in  the  collec- 
tion of  duplicate  taxes  under  the  Social  Security  program  and  under  the  Unem- 
ployment Insurance  program  for  certain  concurrent  employers  of  the  same  em- 
ployee. Under  such  circumstances,  the  employee  is  really  in  effect  in  only  one 
job,  and  it  seems  only  fair  that  the  concurrent  employers  together  should  not  pay 
no  more  than  the  maximum  taxable  wage  base.  Such  treatment  has,  for  many 
years,  been  accorded  to  successor  corporations  under  section  3121(a)  (1)  of  the 
International  Revenue  Code  and  to  state  agencies  or  state-paid  employees  of 
political  subdivisions  under  section  218(e)  (2)  of  the  Social  Security  Act.  We 
strongly  urge  enactment  of  H.R.  3363. 

In  closing,  I  should  like  to  reiterate  the  strong  support  of  the  American  Council 
of  Life  Insurance  for  our  Nation's  Social  Security  program.  We  believe  that  it 
should  provide  an  adequate,  viable,  and  sound  floor  of  protection  in  the  economic 
security  area  of  retirement,  long-term  disability,  and  death  of  the  breadwinner. 
The  time-tested  method  of  financing  Social  Security  on  a  self-supporting  ba.sis, 
without  a  government  subsidy  and  with  a  maximum  taxable  earnings  base  con- 
sistent with  those  prevailing  in  the  last  quarter  century,  should  be  continued. 

We  urge  that  action  should  be  taken  this  year  to  strengthen  the  fiscal  in- 
tegrity of  the  Social  Security  system  by  rationalizing  the  benefit  structure  through 
decoupling  the  benefit  computation  for  new  claimants  under  the  wage-indexing 
approach.  We  also  urge  that  other  suitalile  action  should  be  taken  to  strengthen 
the  financing  of  the  system,  especially  in  the  short-range,  by  an  immediate  mod- 
erate increase  in  the  employer-employee  tax  rates.  The  restoration  of  public 
confidence  in  the  Social  Security  program  requires  no  less. 
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TABLE  1.— SOURCE  OF  ADDITIONAL  REVENUES  PRODUCED  BY  AMERICAN  COUNCIL  OF  LIFE  INSURANCE  PROPOSALS 

[In  billions  of  dollars] 


Year 


Change  in 
trust  funds, 
present  law 


Increasing 
self- 
employment 
ta  xrate ' 


Increasing 
employer- 
employee 
tax  rate  - 


Reduced      Additional 
benefit  interest 

outgo  3  income 


Total  Change  in 
effect  of  trust  funds, 
proposal  proposal 


1978   

-6.9 

-7.9 

-9.1 

-11.5 

-14.9 

0.1 
.3 
.3 

.4 
.4 

8.8 

9.8 

10.8 

11.8 

12.8 

0.1 
.4 
1.7 
3.2 
5.1 

0.3 
1.1 
2.0 
3.1 
4.3 

9.3 
11.6 
14.8 
18,5 
22.6 

2.4 

1979 

1980 

1981 

1982. 

3.7 
5.7 
7.0 
7.7 

1978-82 

-50.3 

1.5 

54.0 

10.5 

10.8 

76.8 

26.5 

1  Effect  of  increasing  self-employment  tax  rate  to  U4  times  employee  rate  of  4.95  percent. 

2  Including  effect  of  corresponding  higher  self-employment  tax  rate  when  employer  and  employee  rates  are  increased 
by  H  percent. 

3  Effect  of  decoupling  and  of  new  dependency  test  for  auxilary  benefits. 

Table  2. — Effect  of  Proposals  of  American  Council  of  Life  Insurance  on 

Longer-Run  Deficits 

(In  percentage  of  taxable  payroll) 

item  and  cost  effect 

Effect  on  average  25-year  deficit  (1977-2001) 

Deficit  under  present  law  (percent) —2.3 

Effect  of  higher  tax  rates" +1.5 

Effect  of  reduced  benefit  outgo" -fl.  2 

Resulting  actuarial  balance  (percent) +.  4 

Effect  on  average  75-year  deficit  (1977-2051) 

Deficit  under  present  law  (percent) —8.2 

Effect  of  higher  tax  rates  ° +1.  5 

Effect  of  reduced  benefit  outgo" +5.5 

Resulting  actuarial  balance  (percent) —1.2 

a  Effect  of  increasing  self-emplo.vment  tax  rate  to  ly^  times  employee  rate  and  of 
Increasing  employer  and  employee  rates  by  %  percent  each  in  1978  and  %  percent  each 
in  1985. 

"  Effect  of  decoupling  and  of  new  dependency  test  for  auxiliary  benefits. 


Recommended  Minor  Policy  Changes  and  Legislative  Drafting  Points  With 

Regard  to  H.R.  8218 

(1)  Indexing  year  relative  to  initial  year  of  benefits 

Under  the  bill,  wages  are  indexed  to  the  second  year  before  death,  disability, 
entitlement  to  old-nge  benefits,  or  attainment  of  age  72  (whichever  first  oc- 
curs)— see  page  21,  lines  20  and  after.  The  use  of  "the  second  preceding  year" 
was  believed  necessary  because  of  the  change  from  quarterly  to  annual  reporting 
of  wages.  This  results  in  lower  Average  Indexed  Monthly  Earnings  (AIME) 
than  if  the  indexing  were,  preferably,  done  to  the  immediately  preceding  year. 
This  is  compensated  for  in  the  bill  by  higher  benefit  factors  in  the  Primary  Insur- 
ance Amount  (PIA)  formula  (which  are  apparently  based  on  the  arbitrary 
assumption  that  wages  will  always  increase  at  an  annual  rate  of  about  6  percent) 
than  would  otherwise  be  necessary. 

Alternatively,  indexing  could  preferably  be  done  up  to  "the  preceding  year"  if 
the  aggregate  average  wage  for  the  second  preceding  year  were  increased  by,  say, 
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the  average  percentage  increase  in  wages  in  the  three  preceding  years  for  which 
data  were  available,  so  as  to  yield  a  reasonable  estimate  for  such  "preceding 
year".  If  this  is  done,  the  percentage  benefit  factors  would  be  6  percent  lower 
relatively,  but  this  would  be  approximately  counterbalanced  by  the  AIME  being 
larger. 

(2)  Indexing  year  for  retirement  cases 

Under  the  bill  (page  21,  lines  21-24),  the  use  of  "year  of  entitlement"  to  deter- 
mine the  indexing  year  for  retirement  cases  differs  significantly  from  the  use  of 
"the  year  of  attainment  of  age  62  or,  if  later,  the  year  of  the  effective  date",  as  I 
would  propose.  In  my  opinion,  the  approach  in  the  bill  is  a  serious  error. 

In  the  past,  under  the  Social  Security  program,  changes  were  made  from  a 
"year  of  entitlement"  basis  to  a  straight  "year  of  attainment"  basis  so  as  to 
avoid  the  difficult  problems  of  choosing  when  to  file  and  become  entitled.  As  the 
bill  now  stands,  quite  different  treatment  can  result  for  two  persons  with  identi- 
cal characteristics  if  one  makes  a  mistake  and  files  his  claim  too  soon  (e.g.,  in 
December  instead  of  January ) . 

In  summary  then,  the  "year  of  entitlement"  basis,  as  against  the  year  of  at- 
tainment basis,  is  inequitable  to  beneficiaries  as  between  those  who  are  well- 
informed  and  cognizant  of  the  intricacies  of  the  law  and  others  ( who  may  well 
make  serious  mistakes)  and  is  difficult  of  administration  (hecau.se  the  SSA  offices 
cannot  give  proper  advice  to  prospective  claimants).  Accordingly,  benefits  for 
retirement  cases  should  be  based  on  the  year  of  attaining  age  62  or,  if  later, 
1979  (i.e.,  the  indexing  year  should  be  the  year  of  attaining  61  or,  if  later, 
1978). 

(3)  Past  data  to  be  used  for  indexing  the  earnings  record 

The  bill  does  not  make  it  clear  what  annual  wage  data  for  past  years  will  be 
used  for  indexing  purposes  (page  22,  lines  3-6).  It  is  stated  that  such  data  are 
to  be  based  on  total  wages  in  all  employment,  and  not  merely  on  taxable  wages 
in  covered  employment.  However,  such  data  do  not  exist,  except  on  an  estimated 
basis  (which  estimates  may  or  may  not  be  very  accurate).  The  bill  should  make 
it  clear  as  to  what  past  data  will  be  used  and  where  they  will  be  obtained. 

(4)  Rounding  of  earnings  bands  in  primary  benefit  formula 

The  benefit  formula  in  the  bill  is  adjusted  from  year  to  year  by  changing  the 
dollar  amounts  of  the  earnings  bands  in  accordance  with  changes  in  annual  wages 
of  all  employees  in  the  country  (whether  or  not  covered) .  The  results  are  rounded 
to  the  nearest  $5.  See  page  13  for  these  provisions. 

Rounding  should,  instead,  be  to  the  nearest  $1.  Otherwise,  there  are  too  sharp 
breaks  in  the  results  from  the  formula  from  one  year  to  the  next,  which  is  par- 
ticularly important  if  individuals  can  manipulate  which  year's  formula  is  ap- 
plicable to  them — as  is  possible  under  the  bill. 

(5)  Rounding  of  earnings  band  in  maximum  family  benefit  formula 

As  in  the  case  of  the  formula  for  primary  benefits,  when  the  formula  for  Maxi- 
mum Family  Benefits  under  the  bill  is  changed  from  year  to  year,  the  earnings 
bands  are  rounded  to  the  nearest  $5  (page  33,  lines  3  and  after).  This  creates 
problems  of  equity.  This  occurs  because  the  PIA  increases  with  the  CPI,  and  the 
MFB  increases  due  to  changes  in  wages  affecting  the  dollar  bands  in  the  MFB 
formula,  so  that  a  "coupling  problem"  occurs.  The  solution  is  to  make  future 
changes  in  the  initially  determined  MFB  (or  the  MFB  resulting  from  a  recom- 
putation  of  the  PIA)  in  accordance  with  CPI  changes.  Also,  the  rounding,  if  done 
as  in  the  bill,  should  be  to  the  nearest  $1,  not  $5. 

(6)  Initial  level  of  minimum  PIA 

The  bill  is  technically  deficient  (age  14,  line  13),  because  it  assumes  that  the 
present  minimum  PIA  of  $114.30  will  be  increased  to  $120.60  for  June  1978,  a  5.5 
percent  rise  (as  estimated  in  the  1977  Trustees  Report).  This  may  or  may  not 
eventuate.  The  solution  to  this  technical  deficiency  is  to  refer  to  "the  minimum 
amount  that  will  be  applicable  for  June  1977",  rather  than  to  cite  a  specific  figure, 
which  at  this  time  can  only  be  an  estimate. 

(7)  Amounts  of  maximum  family  benefits 

The  bill  would  (except  as  noted  later)  closely  duplicate  the  results  and  rela- 
tionships under  present  law  for  1979  cases,  if  the  1978  benefit  increase  is  5.5 
percent  (see  page  32,  lines  5  and  after).  The  bill  appears  to  be  technically  in 
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error  at  the  upper  portion  of  the  earnings  range.  The  result  is  that,  for  PIAs  of 
$345  or  more  in  1979,  the  MFB  is  lower  than  under  present-law  procedures  in  all 
cases,  if  the  1977  benefit  increase  is  5.5  percent.  This  could,  and  should,  be  avoided 
by  having  the  275  percent  factor  apply  to  a  band  of  $110  of  PI  A  (instead  of  $95), 
and  then  the  130  percent  factor  apply  to  a  band  of  $100  of  PIA  (instead  of  $115), 
and  finally  the  175  percent  factor  apply  to  the  PIA  in  excess  of  $445  (as  in  the 
bill). 

(8)  Benefit  computations  nnder  present-law  method 

Under  the  bill,  the  present-law  method  (frozen  at  the  December  1978  basis) 
would  only  be  applicable  for  initial  retirement  benefit  computations,  and  then 
only  for  individuals  who  are  fir.st  eligible  for  benefits  before  1984  (page  18),  line 
21  and  after).  This  procedure  seems  ine(iuitable  with  re.spect  to  the  first  recom- 
putation,  when  it  is  based  on  earnings  in  the  year  of  retirement.  For  example,  a 
person  retiring  in  December  1979  might  be  well  advised  to  wait  until  January 
1980  to  file  and  become  entitled,  because  then  he  could  use  the  present-law  method 
applied  to  earnings  through  1979.  On  the  other  hand,  for  filing  in  December  1979, 
the  earnings  in  1979  could  not  be  considered  under  this  method.  Accordingly,  it 
would  seem  more  equitable  to  permit  the  use  of  both  benefit  computation  meth- 
ods for  all  recomputations,  or  at  least  for  a  recomputation  involving  earnings 
in  the  year  of  retirement. 

Also,  the  old-start  method  of  computing  benefits  (going  back  to  1937)  is 
changed  from  the  present  simplified  method  to  a  much  more  complex  one  based 
on  differences  by  when  age  21  was  attained  and  how  many  increment  years  are 
to  be  credited  (page  24,  lines  4  and  after) .  There  seems  to  be  no  good  reason  why 
this  change  is  made,  and  it  may  make  for  differences  in  treatment  as  between  per- 
sons becoming  entitled  before  and  after  enactment.  It  is  also  not  clear  why  this 
possibility  is  limited  only  to  persons  attaining  age  21  in  1937-50  (i.e.,  age  62  in 
1978-91)  ;  this  seems  inequitable  and  inconsistent. 

The  bill  would  provide  considerably  different  treatment  as  to  computation  of 
retirement  benefit  amounts  for  persons  eligible  before  1979  (i.e.,  generally  who 
had  attained  age  62  before  1979)  than  for  those  who  become  eligible  after  1978 
(page  19,  lines  16  and  after).  The  latter  can  use  the  new  indexed  method  and, 
if  eligible  before  1974,  the  frozen  present  new-start  formula  (or,  strangely 
enough,  the  old-start  method  regardless  of  when  eligible,  even  if  after  1983). 
Those  eligible  before  1979  can  never  use  the  new  indexed  method,  but  rather  use 
the  present  new-start  formula  not  frozen,  but  rather  going  on  in  the  present 
coupled  basis  for  all  future  years  (it  is  not  clear  how,  if  at  all,  the  old-start  for- 
mula is  used  for  this  category).  The  result  is  certainly  an  undue  discrimination 
between  the  two  generation  groups — it  is  not  clear  which  way  the  discrimina- 
tion goes  or  who  it  favors.  There  should  be  identical  treatment  for  these  two 
categories,  so  that  both  can  use  both  the  old  formula  frozen  and  the  new  in- 
dexed method. 

(9)  PIA  benefit  formula 

If  one  accepts  the  underlying  philosophy  of  the  bill  that  the  replacement  levels 
should  be  stabilized  over  time  at  the  level  that  would  ari.se  under  present  law  in 
1979,  the  benefit  formula  (page  12,  lines  20  and  following)  is  wrong  because 
it  undesirably  (from  a  social-benefits  standpoint)  results  in  replacement  rates  for 
the  highest  earners  that  rise  overtime.  The  formula  applicable  in  1979  should 
be  changed  so  that  the  second  breaking  point  (page  13,  line  12)  is  changed  from 
$1,075  to  $985  and  so  that  the  percentage  applicable  to  the  highest  band  of  earn- 
ings (page  13,  line  4)  is  10  percent,  rather  than  16  percent  (note  that  the  16  per- 
cent figure  is  not  based  on  any  actual  current-experience  data.)  Thus,  the  1979 
formula  would  be  94  percent  of  the  first  $180  of  AIME,  plus  34  percent  of  the  next 
$805  of  AIME,  plus  10  percent  of  the  AIME  in  excess  of  $985.  This,  in  conjunc- 
tion with  the  savings  clause,  would  stabilize  replacement  rates  for  the  highest- 
earnings  per.sons,  instead  of  allovdng  them  to  rise.  Such  a  change  would  have  a 
favorable  effect  on  the  long-range  financing  problems,  because  it  would  result  in 
lower  costs. 

I  should  point  out  that  my  recommended  formula  for  1979  is  82  percent  of  the 
first  $190  of  AIME,  plus  30  percent  of  the  next  $760  of  AIME,  plus  10  percent  of 
AIME  in  excess  of  $9.50.  This  will  produce  stable  replacement  ratios  over  time 
(after  being  gradually  pha.sed  into)  at  about  a  10  percent  lower  level  than  pres- 
ently developing  ratio  emerging  under  present  law  and  at  all  earnings  levels. 
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{10)  B  rafting  errors 

(a)  Page  3,  lines  12-15.— This  language  gives  erroneous  mathematical  re- 
sults, because  "one-term"  means  "rounded  to  nearest  whole  percent"  and  because 
the  divisor  should  not  be  1,000  if  base  percentage  is  "6".  It  should  read  "(B)  3 
times  the  excess  of  (i)  the  average  rate  of  unemployment  expressed  as  a  number 
of  percentage  points  rounded  to  the  nearest  0.1  percent  over  (ii)  6.0,  divided 
by  100".  ^      ^.  , 

(b)  Page  4,  lines  8-10.— The  dates  of  appropriation  of  the  "payment  for  high 
unemployment"  are  too  imprecise  by  being  open-ended  (e.g.,  "no  later  than 
June  30, 1979"  could  be  as  early  as  the  day  after  enactment ! ) . 

(c)  Page  6,  line  o.— The  reference  to  "Paragraphs  (1)  and  (2)"  should  be  to 
"Paragraphs  (1)  through  (6)."  The  same  comment  applies  to  line  9  on  page  7. 

(d)  Page  6,  lines  22-23.— The  reference  to  "Paragraphs  (2)  through  (4)" 
should  be  changed  (also  in  line  25  on  page  7  and  continuing  to  page  8). 

(e)  Page  12,  line  7. — A  comma  should  be  inserted  after  "OLD-AGE". 

(f )  Page  14,  line  I4. — "subparagraph"  should  be  "subsection". 

(g)  Page  31,  line  3.—"  (I) "  should  be  deleted, 
(h)   Page  17,  line  I4. — "that"  should  be  "such  a". 

(i)  Page  19,  lines  4  and  5. — These  should  be  a  new  sentence  In  Paragraph  (4), 
and  thus  flush  with  the  left  margin  and  should  read  "In  making  the  comparison 
required  by  subparagraph  (A) — ".  Also  then,  in  line  15  on  page  18,  delete  "(i)". 

(j)  Page  23,  line  5. — Unlike  present  law,  the  year  of  death  will  not  be  able 
to  be  used  as  a  benefit  computation  year  if  it  is  a  year  of  high  earnings  unless 
"or  died"  is  changed. 

(k)  Page  24.  In  line  19. — "credit"  should  be  "credited".  The  language  in  lines 
17-18,  beginning  with  "and  the  remainder"  does  not  give  the  intended  mathe- 
matical result;  it  should  read  "and  the  excess  of  the  individual's  total  wages 
prior  to  19.51  over  the  total  so  deemed  for  the  years  in  the  divi.sor". 

(1)  Page  25,  lines  1-2. — The  words  "as  provided  by  clause  (1)"  lead  to  an 
incorrect  result  (by  assigning  such  deemed  wages  for  a  fractional  increment  of 
$3,000  to  the  year  immediately  preceding  the  earliest  year  used  in  the  divisor. 
Instead,  these  lines  should  read  "less  than  $3,000  credited  to  the  year  prior  to 
the  earliest  year  to  which  a  full  $3,000  increment  was  credited ;  and".  Also,  men- 
tion should  be  made  that  no  wages  should,  under  any  circumstances,  be  credited 
for  the  years  before  1937. 

(m)  Page  31,  line  25. — The  first  comma  should  be  deleted. 


Replacement  Rates  for  Future  Years  Under  Administration  Proposal  and 

Under  ACLI  Proposal 

This  memorandum  presents  data  on  replacement  rates  (i.e.,  the  ratio  of  the 
initial  PI  A  at  time  of  retirement  to  the  earnings  rate  in  the  preceding  year)  for 
the  Carter  Administration  proposal  and  for  the  American  Council  of  Life  Insur- 
ance proposal. 

In  order  for  these  to  be  comparability,  the  four  $600  increases  in  the  maximum 
taxable  and  creditable  earnings  base  for  workers  in  the  iidministration  proposal 
are  disregarded  (if  they  were  considered,  the  replacement  ratios  for  the  maxi- 
mum-earnings case  would  be  slightly  lower). 

The  decoupling  benefit  formulas  applicable  in  1979  (assumed  to  the  first  effec- 
tive year)  are  as  follows : 

(1)  Administration— 94  percent  of  first  $180  of  AIME,  plus  34  percent  of 
next  $895,  plus  16  percent  of  remainder. 

(2)  ACLI— 82  percent  of  first  $190  of  AIME,  plus  30  percent  of  next  $760, 
plus  10  percent  of  remainder. 

In  both  instances,  earnings  are  indexed  to  the  second  year  preceding  entitle- 
ment (although  I  believe  that  such  indexing  should  be  on  the  basis  of  being  to  a 
fixed  age,  such  as  60  or  61)  and  the  dollar  bands  are  adjusted  annually  by 
changes  in  national  average  wages.  The  Administration  proposal  has  a  savings 
clause  of  the  December  1978  formula  under  present  law  frozen  thereafter  that  is 
effective  only  for  retirements  in  1979-83 ;  the  ACLI  proposal  has  the  same  sav- 
ings clause,  but  for  retirements  indefinitely  into  the  future  (although,  in  the 
examples  considered  here,  it  would  have  no  effect  for  the  1984  and  later  cases). 

Three  earnings  histories  are  considered — (1)  persons  with  maximum  credit- 
able earnings  in  all  years,  (2)  persons  with  earnings  equal  to  the  average  wage 
in  covered  employment  in  all  years,  and  (3)  persons  with  earnings  equal  to  50 
percent  of  such  average  wage  in  all  years.  It  should  be  noted  that  the  low- 


147 

earnings  case  is,  as  the  figures  turn  out,  defined  the  same  as  in  Tables  27-33  of 
"Staff  Data  and  Materials  Relating  to  Social  Security  Financing",  Senate  Com- 
mittee on  Finance,  June  1977.  That  report  defines  low  earnings  as  $4,600  in  1976, 
when  average  earnings  were  $9,226.  However,  some  earlier  examples  that  have 
been  given  as  to  "low-earnings"  persons  were  based  on  a  somewhat  lower  relative 
earnings  level  (i.g.,  in  Actuarial  Note  No.  90,  Social  Security  Administration, 
the  low-earnings  level  was  about  40  percent  of  the  average-earnings  level  used 
here)  ;  under  such  circumstances,  a  higher  replacement  rate  would  result  for  this 
category  than  for  the  low-earnings  category  as  defined  here. 

Four  years  of  retirement  are  considered— 1979,  1984,  1991  (when  persons 
attaining  age  62  first  must  use  the  3o-year  maximum  averaging  period),  and 
2009  (when  persons  will  first  be  able  to  have  35  years  of  earnings  under  the 
automatic  adjustment  of  the  maximum  taxable  earnings  base  that  began  with 
1974). 

Table  1  presents  the  results  of  the  analysis.  Under  the  Administration  pro- 
posal, the  replacement  rates  are  relatively  constant  over  time  for  the  low- 
earnings  and  average-earnings  cases  (at  about  57  percent  and  44^2  percent, 
respectively),  but  rise  for  the  maximum-earnings  case  (from  33  percent  to  36 
percent).  Under  the  ACLI  proposal,  the  replacement  rates  stabilize  over  time  at 
about  29  percent  for  the  maximum-eanings  case,  39i/^  pecent  for  the  average- 
earnings  case,  and  50^2  percent  for  the  low-earnings  case. 

Thus,  for  the  average-earnings  and  low-earnings  cases,  the  ACLI  rates  for 
these  two  categories  are  slightly  over  10  percent  lower  than  the  Administration 
rates  (the  reason  for  being  more  than  10  percent  is  that  the  Administration  pro- 
posal stabilizes  at  the  1979  lever,  whereas  the  ACLI  did  so  at  10  percent  below 
the  1978  level — the  1979  level  being  somewhat  higher  than  the  1978  level  be- 
cause of  the  delay  in  enacting  decoupling).  The  greatest  difference  between  the 
Administration  rates  and  the  ACLI  rates  is  for  the  maximum-earnings  case, 
where  the  former  undesirably  (from  a  social-benefits  standpoint)  has  rising 
rates  over  time,  while  the  latter  desirably  stabilizes  at  a  level  consistent  with 
tlie  past  (and  with  sound  social  insurance  concepts). 

It  is  especially  to  be  noted  that  my  figures  are  considerably  different  in  certain 
re-spects  than  those  in  the  Senate  Finance  Committee  report  mentioned  earlier. 
This  is  the  case  for  the  ACLI  figures  for  the  early  years  (from  1979  on),  where 
the  figures  in  the  report  are  too  low,  and  for  the  maximum-earnings  case  in  the 
ultimate  condition,  where  the  figure  in  the  report  is  too  high.  This  is  also  the 
case  for  the  Administration  figures  for  the  maximum-earnings  case  for  the  later 
years,  where  the  figures  in  the  report  are  too  low.  I  am  convinced  that,  in  each 
instance,  the  figures  in  the  report  are  in  error,  and  thus  are  misleading  in  com- 
paring the  plans. 

TABLE  1.— COMPARISON   OF  REPLACEMENT  RATES'  FOR  VARIOUS  CASES,  ADMINISTRATION  PROPOSAL  AND 

ACLI  PROPOSAL 

[In  percent] 

Retiring  at  age  62  Retiring  at  age  65 


Earnings  history  Administration             ACLI      Administration               ACLI 

Retiring  in  January  1979: 

Maximum  in  all  years 2  32.7            2  32.7                  3  33.8             >33.8 

Average  in  all  years .-. 43.6           2  42.8                  3  44.4             344.4 

Low  in  all  years 4 55.7              55.5                    57.2             357.2 

Retiring  in  January  1984: 

Maximum  jn  all  years 33.1              27.4                    33.4               27.6 

Average  in  all  years 44.6              39.5                    44.6               39.6 

Low  in  all  years' 56.9               50.6                     56.9                50.6 

Retiring  in  January  1991: 

Maximum  in  all  years... 33.6              27.7                    33.8               27.8 

Average  in  all  years 44.5               39.5                     44.5                39.5 

Low  in  all  years*-. -  56.8               50.6                      56.8                50.6 

Retiring  in  January  2009: 

Maximum  in  all  years 35.6              29.0                    35.6               29.0 

Average  in  all  years _ 44.3              39.3                    44.3               39.3 

Low  in  all  years' 56.7              50.5                    56.7                50.5 

1  Ratio  of  primary  insurance  amount  to  earnings  in  year  prior  to  retirement. 

-  Based  on  savings  clause  (i.e.  December  1978  benefit  formula  frozen)  rather  than  on  new  decoupling  formula,  because 
former  produces  higher  amount. 
3  Based  on  savings  clause  because  not  eligible  for  new  decoupling  formula. 
'  50  percent  of  average  earnings. 
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Mr.  Waggonner.  We  will  proceed  next  to  another  longtime  friend, 
Mr.  Robert  M.  Ball,  a  senior  scholar,  National  Academy  of  Sciences, 
and  he  has  had  some  experience  as  an  administrator. 

We  are  glad  to  have  you. 

STATEMENT  OF  ROBERT  M.  BALL 

Mr.  Baix.  Thank  you,  Mr.  Chairman. 

I  have  a  rather  long  statement  here  which,  with  your  permission, 
I  would  like  to  have  entered  into  the  record  of  today's  hearing. 

Mr.  Waggonner.  Without  objection,  you  may  proceed  in  your  own 
way. 

Mr.  Ball.  Thank  you. 

Mr.  Chairman,  I  am  here  to  give  100-percent  support  to  the  Presi- 
dent's proposals. 

I  don't  mean  by  that  that  there  are  not  other  alternatives  possible 
but  it  seems  to  me  this  is  a  well-thought-out  plan  with  many  inter- 
dependent parts. 

I  believe  that  the  more  you  study  it  the  more  you  will  see  that  it 
all  fits  together. 

I  would  like  to  just  touch  on  a  few  points  quite  briefly. 

Overall,  it  provides  for  an  excess  of  income  over  outgo  in  each  year 
for  the  next  35  years,  reduces  the  long-range  actuarial  imbalance  from 
about  8.2  percent  to  about  2  percent  of  payroll  and  maintains  reserves 
at  an  acceptable  level. 

Now,  of  course,  criticism  can  be  made  of  this  plan,  as  it  can  be  made 
of  any  of  the  plans,  but  I  think  the  key  question  to  keep  in  mind  as 
you  consider  this  matter  is :  "As  compared  to  what  ?" 

The  specific  criticism  made  here  or  the  specific  criticism  made  there 
always  iias  to  be  judged  on  the  basis  of  the  alternatives  and  the  criti- 
cisms that  can  be  made  of  those  alternatives. 

I  believe  that  as  you  consider  the  alternatives  and  the  considerations 
against  them,  that  increasing  support  will  build  for  this  package  of 
proposals  that  the  administration  has  put  together. 

Let  me  illustrate  what  I  mean  by  the  interrelationship  of  these  pro- 
posals. First  of  all,  the  reason  it  is  possible  to  transfer  part  of  the 
scheduled  rate  increase  in  the  medicare  program  over  the  cash-benefit 
program  without  weakening  the  financing  of  hospital  insurance  is 
because  if  the  proposal  to  apply  the  employer's  contribution  rate  grad- 
ually to  the  entire  payroll.  The  proposal  applies  also  to  medicare,  so 
that  medicare  has  much  more  income  than  it  would  have  under  present 
law. 

So,  with  that  provision — combined  with  the  idea  that  the  Congress 
will  approve  some  cost  controls  on  hospital  insurance — it  becomes  pos- 
sible to  transfer  part  of  the  medicare  scheduled  rates  over  to  cash  bene- 
fits and  still  leave  the  financing  of  medicare  in  a  stronger  position  than 
it  is  today. 

Now,  you  can't  do  that  obviously  if  the  entire  solution  rests  on  an 
increase  in  the  contribution  rates.  It  is  the  fact  that  the  rates  are  being 
applied  to  a  larger  payroll  that  makes  the  transfer  possible. 

Another  point  of  interrelationship  that  I  think  is  worth  emphasiz- 
ing is  the  introduction  of  some  sort  of  a  Government  guarantee  in  the 
administration's  proposal — the  idea  of  issuing  bonds  to  the  trust 
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funds — a  promise  to  pay  later  if  needed — when  there  is  a  loss  of  in- 
come to  the  system  from  high  unemployment.  Such  a  Government 
guarantee  or  some  other  Government  guarantee — even  though  if  the 
estimates  are  right  you  will  never  actually  have  to  cash  in  the  bonds — 
makes  it  possible  to  have  a  lower  reserve  ratio  than  would  otherwise 
be  considered  safe. 

As  a  result  of  recent  studies  the  administration  says  that  50  percent 
of  the  next  year's  benefit  outgo  would  be  a  reasonable  ratio  of  funds 
to  benefits  to  weather  a  medium-sized  to  severe  recession.  But  if  you 
had  some  sort  of  Government  guarantee  here,  one-third  of  the  next 
year's  benefit  outgo  would  be  enough. 

So,  the  fact  that  one  doesn't  have  to  look  for  money  to  raise  the 
funds  back  to  a  50-percent  ratio  is  dependent  on  some  sort  of  Gov- 
ernment guarantee.  Yet,  as  I  say,  we  might  never  have  to  use  general 
revenues — that  would  depend  on  what  happened,  the  size  and  extent 
of  future  recessions,  the  accuracy  of  the  estimates,  and  so  on. 

Now,  I  would  like  to  point  out,  too,  that  not  all  of  the  administra- 
tion's proposals  are  for  raising  more  money.  Two  very  important 
recommendations  are  for  cutting  on  the  expenditure  side  of  the  sys- 
tem. Stabilizing  the  replacement  rates  by  a  wage-indexing  system 
while  continuing  the  replacement  rates  that  exist  today,  prevents  the 
system  from  running  out  of  control  and  paying  benefits  much  higher 
than  was  intended  by  the  1972  legislation.  So,  you  cut  the  actuarial 
imbalance  in  half  with  that  proposal  as  an  expenditure  control,  not 
by  raising  more  money. 

The  same  is  true  of  the  response  to  the  situation  that  grows  out  of 
the  Supreme  Court  decisions  making  husbands  and  widowers  entitled 
to  benefits  when  the  husband  and  widower — this  is  the  group  primar- 
ily affected — is  working  in  employment  not  covered  under  social  se- 
curity, building  up  pensions  from  State  and  local  governments  that 
are  not  coordinated  with  social  security  or  from  the  Federal  civil  serv- 
ice retirement  system  and  has  a  wife  who  is  working  under  social 
security. 

All  these  men  are  now  entitled  to  social  security  benefits  based  on 
their  wives'  earnings.  The  administration  has  a  proposal  that  would 
reduce  expenditures  by  fixing  up  that  situation. 

Personally,  I  prefer  a  somewhat  different  solution  but  in  one  way 
or  another  that  situation  ought  to  be  addressed. 

I  think  it  may  be  worthwhile,  just  briefly,  running  through  the 
figures. 

The  total  amount  of  additional  income  through  new  taxes  raised 
by  the  administration's  proposal  during  the  next  5-year  period  for 
both  social  security  and  medicare  is  $35.1  billion. 

But,  by  a  combination  of  reduction  of  expenditures,  transfers  from 
the  other  social  security  funds,  and  the  issuance  of  $11.9  billion  in 
bonds,  the  cash-benefit  trust  funds  are  in  total  $68.4  billion  better 
off,  and  the  hospital  insurance  fund  during  the  same  period  is  $3.7 
billion  better  off  than  under  present  law. 

Mr.  Chairman,  I  conclude  with  just  two  additional  points  tliat  I 
would  like  to  put  before  the  committee  even  though  they  are  not  in  the 
administrative  proposal. 

I  think  it  would  be  desirable,  although  I  recognize  it  probably  could 
not  be  accomplished  this  year,  to  consider  a  reduction  in  the  long-range 
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actuarial  deficit  of  social  security  by  cutting  off  the  kind  of  windfall 
benefits  that  people  who  work  most  of  their  careers  in  noncovered  em- 
ployment can  now  get. 

These  are  primarily  State  and  local  employees  in  systems  not  co- 
ordinated with  social  security,  and  Federal  employees  who  do  not  con- 
tribute to  social  security  while  working  for  the  Govermnent  but  who 
then  may  qualify  with  relatively  short  terms  of  employment  under 
social  security  and  get  the  benefit  of  the  weighted-benefit  formula 
under  social  security.  It  costs  the  system — meaning  the  taxpayers  un- 
der social  security — sometwhat  over  a  third  of  1  percent  of  payroll  just 
because  of  that  situation. 

The  most  desirable  solution  is  to  extend  coverage  generally  to  all 
these  Government  employees  so  that  they  pay  throughout  their  lifetime 
for  the  benefits  they  will  later  be  entitled  to. 

But,  like  my  colleagues  here,  I  thinlv  it  is  so  important  to  act  this 
year  that  I  would  not  propose  that  you  get  into  that  very  complicated 
subject  now,  but  it  is  a  further  place  that  there  is  an  injustice  for  all 
the  other  contributors  to  social  security  and  a  further  place  to  look  to 
for  a  reduction  of  the  long-range  actuarial  imbalance. 

The  other  thing  you  might  consider  this  year,  although  there  are  not 
big  savings  in  it,  is — as  the  Advisory  Council  of  1975  suggested — to 
freeze  the  minimum  benefit  at  the  dollar  amounts  that  are  in  present 
law  and  not  have  it  go  up  automatically. 

The  minimum  results,  in  the  funds  of  the  system  going  to  people 
with  relatively  short  attachment  to  social  security,  who  have  con- 
tributed very  little,  and  this  is  at  the  expense  of  the  regular  contributor 
under  the  system. 

The  system  should  not  try  to  do  the  job  of  the  supplemental  security 
income  program  and  continue  to  have  a  high  minimum  that  keeps  up 
to  date  on  into  the  future. 

I,  of  course,  would  want  the  minimum  benefit  kept  up  to  date  with 
the  cost  of  living  once  people  are  on  the  rolls  but  I  am  talking  about 
not  keeping  up  to  date  for  those  still  working  under  the  wage-indexing 
system  I  hope  you  will  adopt. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  follows :] 

Restoring  Public  Confidence  in  Social  Secueity  Financing 

(By  Robert  M.  Ball) 

Mr.  Chairman  and  members  of  the  committee,  my  name  is  Robert  Ball  and  I  am 
now  a  Senior  Scholar  at  the  Institute  of  Medicine  of  the  National  Academy  of 
Sciences.  From  April  1962  until  Marcli  1973,  I  was  Commissioner  of  Social  Se- 
curity and  prior  to  that  served  for  approximately  20  years  in  various  positions 
in  the  Social  Security  Administration  and  its  predecessor  organization,  the 
Social  Security  Board.  I  am  testifying  today  as  an  individual,  and  my  opinions 
do  not  necessarily  represent  those  of  any  organization  with  which  I  am  associated. 

SUMMARY   OF    MY   POSITION    IN    SUPPORT    OF   THE   ADMINISTRATION'S    PROPOSALS 

The  social  security  system  has  both  short-  and  long-range  financing  problems 
that  call  for  early  congressional  attention.  The  short-range  problem  arises  pri- 
marily because  high  unemployment  rates  have  reduced  income  at  the  same  time 
that  benefits  have  had  to  be  increased  to  make  up  for  the  rising  cost  of  lining. 
The  long-range  problem  arises  from  two  factors :  one,  an  automatic  adjustment 
provision  which  can  result  in  protection  for  current  workers  rising  at  a  faster 
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rate  than  average  wages ;  and,  two,  an  aging  population,  tliat  is  an  expected 
decline  in  tlie  proportion  of  people  paying  into  tlie  system  in  the  next  century 
as  compared  to  those  taking  out. 

I'resident  Carter  has  submitted  several  recommendations  to  the  Congress  which 
talien  together  assure  that  annual  income  to  social  security  will  exceed  outgo  well 
into  the  next  century.  This  plan  also  reduces  the  estimated  long-range — 75  year — 
imbalance  from  8.2  percent  of  the  payrolls  covered  under  social  security  to 
about  2  percent. 

Tiie  first  part  of  the  proposal  would  "stabilize  the  replacement  rate" — that  is, 
the  relationship  of  benefits  to  recent  earnings.  Wlmt  this  means  is  that  workers 
now  young  would  get  benefits  at  the  time  of  retirement  that  were  the  same  pro- 
portion of  their  recent  earnings  as  is  true  of  workers  retiring  next  year — roughly, 
56  percent  for  workers  who  have  been  earning  the  Federal  minimum  wage,  45 
percnet  for  those  earning  average  wages,  and  33  precent  for  the  higher  paid. 
Unless  this  cliange  is  made — under  the  wage  and  price  assumptions  now  being 
used  to  project  the  cost  of  the  system — benefits  in  the  long-run  future  would 
be  a  higher  proportion  of  wages  just  before  retirement  than  is  true  now,  a 
clearly  unintended  result  of  the  automatic  provisions  added  to  the  law  in  1972. 
Under  the  Carter  proposal,  as  at  present,  after  a  person  starts  getting  benefits, 
those  benefits  would  be  kept  up  to  date  with  prices.  This  recommendation  for 
stabilizing  replacement  rates  was  also  supported  by  the  Ford  Administration, 
by  the  1974-75  Advisory  Council  on  Social  Security,  by  labor  and  senior  citizens' 
groups  and  by  business  and  insurance  groups.  The  proposal  reduces  the  long- 
range  actuarial  imbalance  in  the  system  by  one-half  to  a  little  over  4  percent  of 
payroll. 

Tiie  rest  of  tlie  Administration's  proposals  are  aimed  at  raising  the  money 
to  meet  the  remaining  deficit  over  the  next  35  years  and  to  out  in  half  thf^  actu- 
arial imbalance  that  is  estimated  to  remain  after  replacement  rates  have  been 
stabilized. 

There  are  a  limited  number  of  possibilities.  One  can  increase  the  contribution 
rates  on  all  employers  and  employees ;  it  would  take  an  immediate  1  percent  in- 
crease in  the  contribution  rate  on  employers  and  the  like  amount  on  employees 
(more  if  postponed)  to  reduce  the  deficit  as  much  as  the  administration's  pro- 
posals do.  Another  possibility  is  to  very  substantially  raise  the  base  for  v/hich  the 
social  security  contribution  rates  are  applied  ($16,500  this  year).  Thirdly,  one 
can  turn  to  general  revenues  or  some  new  revenue  source  for  a  considerable  part 
of  the  support  of  the  system.  What  the  President  has  recommended  .seems  to  me 
to  represent  a  good  balance  of  the  various  possibilities.  Tho.se  who  object  to  these 
proposals  should  be  required  to  .state  how  they  would  restore  public  confidence 
in  social  security  financing,  a  goal  which  requires  not  just  getting  through  the 
next  few  years,  but  making  sure  that  the  money  is  there  when  it  is  time  for  to- 
day's contributors  to  retire. 

Beyond  the  proposal  for  stabilizing  replacement  rates,  the  Carter  plan  has 
three  major  parts : 

1.  Taxing  Employers  on  Their  Entire  Payroll. — During  the  period  1979-85  the 
base  on  which  contribution  and  benefits  are  computed  would  rise  in  four  steps  by 
$2.4(X)  more  than  under  present  law  for  workers.  For  employers,  however,  the 
ceiling  would  be  gradually  removed.  While  this  represents  a  change  from  the 
nearly  equal  employer-employee  financing  that  has  been  characteristic  of  our 
social  security  system,  it  is  not  a  basic  departure  from  .social  insurance  prin- 
ciples. There  are  many  foreign  systems  in  which  the  employers  pay  a  larger 
part  of  the  cost  than  the  employees,  including  Belgium,  Denmark,  France,  Italy, 
Norway,  Portugal,  Spain,  Sweden  and  Great  Britain. 

While  it  is  very  important  to  the  preservation  of  the  self-help  character  of  so- 
cial security  that  workers  make  a  si.gnificant  contribution  toward  meeting  the 
cost  of  their  protection,  there  is  nothing  magic  about  equal  shares.  The  employ- 
er's tax  does  not  need  to  be  tliouglit  of  as  being  tied  to  the  protection  of  any  par- 
ticular worker  but  can  be  thought  of  as  helping  to  support  the  system  as  a  whole. 

The  administration's  projwsals  change  the  division  of  financing  from  the  pres- 
ent division  of  about  48  percent  by  employers,  47  percent  by  employees,  and  5 
percent  by  the  self-employed  to  about  50  percent  by  employers,  45* percent  by 
employees,  and  5  percent  by  the  self-employed.  The  government  now  pars,  for  spe- 
cially defined  purposes,  about  1  percent  of  the  cost  of  the  system  and  would  con- 
tinue to  pay  about  this  percentage  under  the  administration's  plan.  (This  amount 
is  so  small  that  it  is  lost  in  the  rounding  of  the  figures  given  previously.) 

94-323—77 11 
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As  compared  to  the  more  traditional  approach  of  raising  the  base  equally  for 
employees  and  employers,  with  consequent  additional  increases  in  benefits  for 
higher  paid  employees,  the  Administration's  plan  leaves  a  greater  role  for  private 
insurance,  private  savings,  and  private  pension  plans. 

2.  The  "Counter'-Ci/clical"  Use  of  General  Revenue. — Under  the  plan,  payments 
from  general  revenue  would  make  up  for  the  loss  of  social  security  income  cause<l 
by  unemployment  in  excess  of  6  percent.  If  the  proposal  becomes  a  permanent 
part  of  the  law  (the  Carter  Proposal  is  limited  to  the  1975-82  period)  it  would 
allow  the  maintenance  of  lower  reserve  levels  than  would  otherwise  be  the  case 
because  additional  general  revenue  payments  would  automatically  cushion  the 
decline  in  reserves  during  the  recession  periods.  This  is  by  no  means  a  propo.sal 
for  a  broad-based  infusion  of  general  revenues,  and  in  fact  would  have  no  effect 
at  all  except  on  the  size  of  the  reserves  unless  some  future  reces.sion  caused  the 
reserves  to  drop  so  low  that  it  was  necessary  to  cash  the  bonds  which  under  this 
plan  would  have  been  issued  to  the  trust  funds. 

3.  Confrihiitinn  Rates  Would  Not  be  Increased  Above  the  Levels  Provided  in 
Present  Law  but  There  Would  be  Some  Redistribution  of  Income  Among  the 
Various  Social  Security  Funds  and-  the  1  Percent  Rate  Inci'ease  Now  Scheduled 
for  the  Year  2011  Would  be  Moved  Up. — Because  of  the  larger  payroll  to  which 
contribution  rates  would  be  applied  and  because  of  the  controls  proposed  on 
increasing  costs  of  hospital  care,  part  of  the  scheduled  increase  in  rates  for  the 
liospital  insurance  program  could  be  moved  over  to  the  cash  lienefits  program. 
In  addition,  the  1  percent  rate  increase  now  scheduled  for  2011  in  the  cash  benefit 
program  is  resclieduled  for  a  one  quarter  of  1  percent  increase  in  1985  and  a 
tliree  (luarter  of  1  percent  increase  in  1990.  The  self-employed  rate  would  again 
be  set  at  1^2  times  the  employee  rate;  tiiis  is  the  relationship  established  in 
1950  when  the  self-employed  were  first  brought  into  the  system  and  maintained 
until  1972. 

SUMMAKY  OF  THE  EFFECT  OF  THE  CARTER  ADMINISTRATION  PROPOSALS  OVER  THE  NEXT 

FIVE  YEARS 

The  Carter  Administration  propo.sals  during  the  period  1978-82  would  raise 
$35.1  I)illion  in  additional  taxes :  $28.2  billion  for  the  cash  benefit  program,  and 
$6.9  billion  for  hospital  insurance.  The  breakdown  is  as  follows :  $30.4  billion 
for  the  proposal  to  tax  the  entire  payroll  of  employers,  $3.5  billion  for  the  increase 
in  the  base  for  employees,  and  $1.2  billion  for  the  increase  in  the  contribution 
rates  for  the  self-employed. 

These  figures  are  divided  by  year  as  follows:  In  1978,  0;  in  1979,  $3.2  billion; 
in  19S0,  $7  billion  ;  in  1981,  $11.8  billion  ;  and  in  1982,  $13.1  billion. 

Since,  about  two-thirds  of  the  covered  payrolls  are  paid  by  corporations  and 
since  the  corporation  tax  on  the  average  is  about  43  percent,  the  additional  bur- 
den on  taxpayers  in  the  next  three  years  when  there  is  need  for  particular 
concern  about  sustaining  the  economic  recovery  is  1978,  0 ;  1979,  $1.8  billion ; 
1980,  $4.3  billion. 

In  addition  to  the  $28.2  billion  increase  in  taxable  income  for  the  cash  benefit 
program,  the  cash  benefit  trust  funds  are  helped  in  other  ways  by  the  plan. 
Tliere  is  $3.4  billion  in  reduced  expenditures  (another  $10.2  billion  in  reduced 
expenditures  for  hospital  insurance)  ;  $16.1  billion  in  transfers  from  hospital 
insurance;  $8.8  billion  from  added  interest  (another  $0.6  billion  for  hospital 
insurance)  ;  and  $11.9  billion  (another  $2.2  billion  for  hospital  insurance)  in 
bonds  to  the  trust  funds  (future  promises  to  pay  if  needed).  This  is  a  total  of 
$40.2  billion  which  when  added  to  the  $28.2  billion  makes  the  cash  benefit  trust 
funds  during  tlie  next  five  years  $68.4  billion  better  off  then  they  would  be  under 
present  law.  The  hospital  insurance  fund  for  the  period  would  be  about  $3.7 
billion  better  off  then  under  present  law. 

SUMMARY  OF  THE  EFFECT  OF  THE  CARTER   ADMINISTRATION   PROPOSALS   ON    MEDIUM- 

AND  LONG-RANGE  COSTS 

In  summary,  the  Administration's  proposals  would  stabilize  social  security 
benefit  levels  in  relation  to  wage  levels,  provide  for  annual  income  in  excess  of 
expenditurps  for  the  next  35  years,  maintain  reserve  levels  which  when  taken 
together  with  the  counter-cyclical  proposal  for  the  use  of  general  revenues  would 
be  sufficient  to  weather  a  mild  to  serious  recession,  and  reduce  the  long-range 
actuarial  imbalance  from  over  8  percent  of  payroll  to  about  2  percent. 
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INTRODUCTION 

Mr.  Chairman,  I  would  now  like  to  back  up  and  give  a  rather  full  statement 
concerning  the  present  situation  in  social  security  hnancing  and  what  steps  I 
think  ought  to  be  taken  to  meet  the  problem. 

Social  security  today  is  of  major  importance  to  just  about  every  American 
family.  Practically  every  American  is  either  a  beneficiary,  a  contributor  building 
future  protection,  or  is  the  dependent  of  a  contributor.  Today  93  percent  of  the 
people  65  and  older  are  eligible  for  social  security  benefits.  Ninety-five  out  of 
one  hundred  young  children  and  their  mothers  are  protected  by  the  life  insur- 
ance features  of  social  security,  called  survivors'  insurance.  Four  out  of  five 
people  in  the  age  group  21  through  64  have  protection  under  social  security 
against  loss  of  income  due  to  severe  disability.  More  than  33  million  people,  one 
out  of  seven  Americans,  receive  a  social  security  benefit  each  month.  About 
lOS  million  people  will  pay  into  the  program  this  year. 

The  government  through  social  security  has  promised  future  protection  to 
all  these  people  in  return  for  specific  earmarked  contributions,  or  premiums, 
paid  by  the  workers  of  the  country,  their  employers,  and  the  self-employed.  I 
have  no  doubt  that  these  promises  will  be  kept,  but,  as  you  all  know,  concern 
about  the  financial  security  of  social  security  is  growing  among  the  millions 
and  millions  who  must  depend  on  the  system.  An  erosion  of  public  confidence  is 
taking  place,  and  unnecessarily.  Although  there  is  a  short-fall  in  social  security 
financing  under  present  law,  it  is  correctable.  Steps  can  and  should  be  taken 
now  to  restore  the  financial  integrity  of  the  system  and  to  assure  people  that 
their  social  security  protection  is  safe. 

THE  NEXT  FEW  YEARS 

Social  security  paid  out  $3.2  billion  more  than  it  took  in  1976,  and  will  pay 
out  about  $5.6  billion  more  than  it  will  take  in  this  year.  This  would  not  be  a 
cause  for  concern  if  full  economic  recovery  would  restore  the  program  to  balance. 
The  Trust  Funds  exist  for  the  purpose  of  seeing  the  program  through  short 
periods  of  recession.  However,  a  return  to  full-employment  and  to  much  lower 
levels  of  inflation,  while,  of  course,  very  helpful  to  social  security  financing,  will 
not  alone  be  enough  to  fully  solve  social  security's  financial  problem.  There  would 
remain  a  middle  range  problem  over  the  next  25  years  or  so  and  the  possibility 
of  a  longer  range  problem  in  the  next  century. 

THE  BACKGROUND  OF  THE  SOCIAL  SECURITY  FINANCING  PROBLEM 

Before  discussing  specific  proposals  for  action,  let  me  remind  you  how  we  got 
to  where  we  are.  When  the  social  security  amendments  providing  for  automatic 
cost-of-living  increases  were  signed  into  law  in  1972,  the  system  was  thought  to 
he  adequately  financed.  There  is  no  truth  to  the  notion  that  Congress  has  been 
willing  to  vote  benefits  l)ut  not  financing.  Congress  has  been  very  responsible 
about  social  security  financing.  The  first  report  of  the  Board  of  Trustees  issued 
after  the  1972  amendments  showed  an  imbalance  over  the  75  years  for  which 
estimates  are  made  of  about  one-third  of  1  percent  of  covered  social  security 
payroll,  as  compared  with  an  estimate  of  exact  balance  at  the  time  of  the  1972 
legislation.  (What  is  meant  by  this  is  that  an  increase  in  the  contribution  rate 
of  one-sixth  of  1  percent  for  the  employee  and  a  like  amount  for  the  employer 
would  have  brought  the  system  into  exact  balance.)  Revised  estimates  made  in 
the  fall  of  1973  showed  an  increase  in  the  imbalance — to  over  three-fourths  of  1 
percent.  In  the  1973  amendments,  the  Congress  not  only  speeded  up  the  cost-of- 
living  benefit  increase  for  1974,  but  also  brought  the  long-range  imbalance  down 
to  a  level  of  about  one-half  of  1  percent  of  covered  payroll.  This  was  an  im- 
balance of  about  5  percent  relative  to  the  cost  of  the  program  over  the  75-year 
period.  This  relatively  minor  degree  of  imbalance  was  considered  acceptable  by 
the  Congress,  considering  the  major  uncertainties  attached  to  such  long-range 
estimates. 

Moreover,  under  the  estimates  it  was  expected  that,  in  any  event,  income 
would  exceed  outgo  year  by  year  far  into  the  future,  and  that  any  possible 
adjustments  could  be  made  well  before  the  time  they  were  needed. 

It  now  appears  that  because  of  the  rapid  rate  of  inflation  in  recent  years 
wJiich  caused  increases  in  benefits  under  the  automatic  provisions,  while  at  the 
same  time  unemployment  has  caused  a  drop  in  estimated  revenues,  there  will 
be  a  need  for  more  income  to  the  system  during  the  rest  of  this  century  than 
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£ad  previously  been  thought  to  be  the  case.  A  contributing  factor  in  this  deficit 
is  that  the  disability  insurance  program  is  now  estimated  to  cost  substantially 
more  than  it  was  previously  estimated  to  cost. 

As  already  indicated,  the  deficit  caused  by  the  recession  does  not  disappear 
with  economic  recovery :  All  benefit  payments  in  the  future  will  be  higher  be- 
«ause  of  the  inflation  of  the  past,  and  the  system  cannot  make  up  for  lost  revenue 
8)ecause  interest  on  the  shrunlien  reserves  will  be  lower  than  previously  expected. 

WHAT   SHOULD  BE  DONE 

1.  Change  the  automatic  provisions  in  present  law  so  as  to  staiilize  the  replace- 
itLcnt  rate 

The  introduction  of  the  automatic  provisions  in  social  security  in  1972  was  a 
imajor  accomplishment.  Beneficiaries  are  now  protected  against  inflation  and 
protection  for  current  contributors  is  automatically  kept  up-to-date  with  changes 
in  wages  and  prices.  There  is,  however,  a  problem  in  the  design  of  these  auto- 
matic provisions.  As  they  are  written,  under  some  wage  and  price  assumptions 
?jeneflt  protection  rises  proportionately  as  wages  rise,  thus  keeping  up-to-date 
with  the  level  of  living  as  originally  expected ;  under  other  assumptions,  in  the 
long  run,  the  benefit  protection  may  rise  less  than  wages  rise ;  or,  under  other 
assumptions — such  as  those  assumed  in  the  latest  reports  of  the  Board  of  Trust- 
ees— much  more  than  wages  rise,  resulting  in  the  completely  unrealistic  situa- 
tion in  the  2030  to  2050  period  of  many  people  then  becoming  eligible  for  social  , 
security  retirement  benefits  that  are  higher  than  any  wages  they  ever  earned. 
It  all  depends  on  the  happenstance  of  how  wages  and  prices  move.  (When  these 
automatic  provisions  were  adopted,  it  was  assumed  that  the  wage  and  price  pat- 
tern of  the  previous  20  years  would  continue,  and  vmder  those  patterns,  l)enefit 
protection  over  the  next  25  years  would  have  increased  approximately  with 
TageS;  But  under  recent  assumptions  this  is  not  the  case. ) 

.Tile  automatic  benefit  provisions  sliould  be  changed  in  such  a  way  that  bene- 
fits paid  in  the  long-run  future  are  the  same  proportion  of  recent  earnings  for 
Uiose  who  retire  at  that  time  as  benefits  are  today  for  those  retiring  today.  In 
©irtler  words,  the  "replacement  rate"  should  be  stabilized.  This  means  that  bene- 
fit protection  for  contributors  would  be  guaranteed  to  keep  up-to-date  with  in- 
creases in  wages  but  not  allowed  to  exceed  such  increases.  Once  on  the  rolls,  the 
purchasing  power  of  the  benefit  would  be  guaranteed  as  under  present  law. 

Such  a  change  in  the  automatic  provisions  is  desirable,  in  any  event,  because  it 
removes  the  gamble  for  current  contributors  and  provides  a  level  of  protection 
they  can  count  on.  In  addition,  because  of  the  specific  wage  and  price  assump- 
tions which  have  been  used  in  recent  cost  estimates,  such  a  change  would  also 
lave  the  effect  of  reducing  the  long-range  (75  year)  actuarial  deficit  by  about 
©ne-half. 

Stabilizing  future  social  security  replacement  rates  and  assuring  that  social ' 
security  benefits  for  current  and  future  workers  when  they  become  beneficiaries 
would  replace  the  same  percentage  of  pre-retirement  earnings  as  workers  retir- 
ang  today  is  a  fundamental  element  of  President  Carter's  proposal  for  relmilding 
public  confidence  in  the  financing  of  the  system.  This  proposal  is  squarely  in  line 
with  the  intent  of  Congressional  action  over  the  years,  the  1971  Social  Security 
Advisory  Council's  recommendation  to  increase  benefits  automatically,  the  1975 
Advisory  Council's  recommendation  to  "decouple"  the  benefit  structure,  the  pro- 
posal made  by  Senator  Bentsen  and  the  "decoupling"  plan  recommended  by  the 
Ford  Administration  in  1976.  The  proposal  has  widespread  support  among  busi- 
ness, insurance,  organized  labor  and  senior  citizens  groups. 

Mr.  Chairman,  at  this  point,  perhaps  it  would  be  worthwhile  to  digress  slightly 
in  order  to  say  why  I  do  not  believe  that  in  changing  the  automatic  provisions 
the  Congress  should  give  consideration  to  the  possibility  of  reducing  the  replace- 
ment rates  in  present  law.  It  is  true,  of  course,  that  if  benefit  levels  in  the  future 
were  to  be  smaller  relative  to  wage  levels  in  the  future,  the  system  would  cost 
less  as  a  percent  of  covered  payrolls.  In  other  words,  the  financing  of  the  system 
could  be  balanced  by  the  device  of  reducing  benefits  relative  to  wages,  but  it 
would  be  at  the  cost  of  making  the  social  security  system  inadequate  for  the 
young  people  contributing  today.  I  bring  this  up  because  such  a  course  has  been 
suggested  by  a  panel  of  consultants  to  the  Congressional  Eesearch  Service. 

i  believe  this  approach  would  be  unwise.  Present  replacements  rates  are  cer- 
tainly not  excessive,  and  the  ratio  of  social  security  benefits  to  previous  earnings 
more  than  anything  else  determines  the  income  security  of  older  people.  Even  in 
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the  long  run,  probably  50  percent  of  tbe  people  over  65  will  be  dependent  oa 
social  security  alone  for  a  regular  retirement  income.  Any  reduction  in  social 
security  replacement  rates  would  surely  mean  inadequate  protection  for  this 
group  who  will  not  have  additional  protection  under  private  plans  or  career 
government  plans,  and  probably  also  for  many  of  those  with  supplemeutatioa 
from  such  plans.  For  others  with  supplementation,  total  protection  could  be 
maintained  only  if  pension  plans  were  substantially  liberalized  to  make  up  for 
any  cut-back  in  replacement  rates  under  social  security. 

in  many  ways,  the  question  of  how  best  to  modify  the  present  automatic  pro- 
visions may  be  the  most  important  of  the  issues  before  you.  Economic  security 
is  not  a  matter  solely  of  having  enough  income  to  buy  a  minimum  standard  of 
living — a  poverty  or  welfare  standard — the  same  for  all.  It  is  also  a  matter  of 
replacing  earnings  sufficiently  so  that  people  in  retirement,  the  disabled,  or 
widow  and  orphans  can,  by  a  combination  of  social  security  and  private  pro- 
tection, be  able  to  maintain  a  level  of  living  not  too  far  below  what  they  had 
when  they  were  dependent  upon  earnings.  Thus  the  measure  of  adequacy  m 
social  security  has  to  be  primarily  the  level  of  replacement  of  past  earnings.  For 
those  retiring  next  January,  the  replacement  rate  (the  ratio  of  benefits  to  recent 
earnings)  will  be  56  percent  for  the  single  worker  who  has  been  earning  the 
Federal  minimum  wage  and  retires  at  65,  and  84  percent  for  the  couple.  For  the 
worker  earning  the  median  wage  for  male  workers,  the  replacement  rate  will  be 
45  percent  and  68  percent  respectively,  and  for  the  worker  earning  the  maximum 
covered  amount,  33  percent  and  50  percent.  "Stabilizing  the  replacement  rates" 
means  that  approximately  these  replacement  rates  would  be  maintained  on  into 
the  future.  Under  the  consultant's  recommendations  previously  referred  to,  the 
45  percent  replacement  rate  for  the  average  worker  retiring  in  1978  would  drop 
to  30  percent  by  2010  and  25  percent  by  2050.  To  bring  this  down  to  specific 
cases :  A  worker  age  55  today  earning  the  average  wage  will  get  a  benefit  of 
about  $660  a  month  at  age  65  under  an  approach  that  stabilizes  the  replacement 
rate.  Under  the  consultant  panel's  approach,  the  same  worker  retiring  at  65,  tea. 
years  from  now  will  get  about  $510  a  month. 

In  my  opinion,  any  of  these  proposals  to  reduce  the  replacement  rate  wouM 
constitute  a  major  deliberalization  of  present  law — a  cutting  back  on  the  prom- 
ises already  made  to  people  who  have  been  paying  into  social  security.  For  at 
least  25  years  the  implicit  assumption  in  the  way  the  program  has  been  financed 
has  been  that  benefit  protection  would  be  increased  from  time  to  time  to  keep  up 
with  rising  wages,  and  contribution  rates  have  been  written  into  the  law  that, 
on  the  basis  of  the  assumptions  used,  were  approximately  sufficient  to  make  a 
constant  replacement  rate  possible.^ 

This  assumption  was  also  reflected  in  the  way  ad  hoc  benefit  increases  were 
designed.  For  many  years,  whenever  benefits  have  been  increased,  the  benefit 
table  in  the  law  has  been  rewritten  so  that  people  on  the  rolls  received  flat  per- 
centage benefit  increases — often  a  cost  of  living  increase — while  protection  for 
those  still  contributing  was  increased  by  the  same  flat  percentage.  When  coiii- 
bined  with  the  increasing  protection  flowing  from  the  higher  level  of  wages  t© 
be  expected  in  the  future,  such  a  change  in  the  benefit  table  kept  benefit  pro- 
tection roughly  up-to-date  with  wages.  When  the  automatic  provisions  wens 
adopted  in  1972,  the  same  procedure  was  followed. 

The  objective  of  the  1972  amendments  and  the  objective  of  the  ad  hoc  in- 
creases made  previously  are  valid  objectives.  What  we  know  now  is  simply  that 
given  the  current  assumptions  underlying  the  actuarial  estimates — which  seem 
more  reasonable  now  than  the  assumptions  previously  used — the  attainment  of 
the  objective  is  more  expensive  than  it  was  originally  thought  to  be. 

Also  there  is  season  to  doubt  whether  it  would  be  prudent  to  adopt  any  kind 
of  a  plan  for  a  declining  replacement  rate.  If,  in  practice,  protection  under  so- 
cial security  is  not  allowed  to  deteriorate  but  is  kept  up-to-date  with  wages  on. 
an  ad  hoc  basis,  then  the  approach  of  estimating  the  cost  of  the  program  as  if 
there  were  going  to  be  a  declining  replacement  rate  understates  the  true  com- 
mitments of  the  system.  For  example,  what  has  been  called  a  simple  "decoupling- 
proposal"  in  which  benefits  for  those  on  the  rolls  are  kept  up-to-date  with  in- 
creases in  the  cost  of  living  but  benefit  protection  for  those  still  contributing  is 
not  adjusted,  shows  that  for  the  long  run  the  present  system  has  no  financial 
problem  but  a  major  actuarial  surplus. 


1  As  the  Advisory  Council  of  1948-49  observed. 
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"In  setting  the  contribution  rates  for  tlie  system,  the  essential  question  is 
probably  not  'What  percentage  of  pay  roll  would  be  required  at  some  distant 
time  to  pay  benefits  equal  to  the  money  amount  provided  in  the  Council's  recom- 
mendations?' Rather  it  is  'What  percentage  of  pay  roll  will  be  required  to  pay 
benefits  representing  about  the  same  proportion  of  future  monthly  earnings  that 
the  benefits  recommended  by  the  Council  represent  of  present  monthly  earnings  ?' 
If  past  trends  continue,  monthly  wage  earnings  several  decades  hence  will  be 
considerably  larger  than  those  of  today,  and  benefits  will  probably  be  revised  to 
take  these  increased  wages  into  account.  The  long-range  estimates  presented  by 
the  Council,  however,  disregard  the  possibility  of  increases  in  wage  levels  and 
state  the  costs  of  the  proposed  benefits  as  a  percentage  of  the  pay  rolls  based 
on  continuation  of  the  wage  levels  of  the  last  few  years.  If  increasing  wage  levels 
had  been  assumed,  the  costs  of  these  benefits  as  a  percentage  of  pay  rolls  would 
be  lower  than  those  presented.  Use  of  the  level-wage  assumption,  therefore,  has 
the  effect  of  allowing  for  liberalizations  of  benefits  to  keep  pace  with  an  in- 
creases in  wages  and  pay  rolls  which  may  occur." 

The  procedure  described  by  the  Council  in  1948  was  followed  in  m.aking  cost 
estimates  and  in  setting  contribution  rates  up  to  the  time  of  the  adoption  of 
the  automatic  provisions  in  1972  which  were  designed  to  guarantee  by  law  what 
had  previously  been  implicit. 

If  the  costs  of  such  a  program  are  estimated  for  the  long  run,  on  the  assump- 
tion of  rising  wages,  the  program,  in  fact  has  a  large  enough  actuarial  surplus 
to  provide  a  30  to  35  percent  increase  in  benefits.  But.  of  course,  this  is  nonsense 
because  the  present  increases  are  paid  for  out  of  the  higher  wages  of  the  future 
and  replacement  rates  in  the  next  century  fall  to  10  percent  or  less.  Additional 
ad  hoc  benefit  increases  would  have  relatively  easy  acceptance  under  plans  with 
a  declining  replacement  rate  because  the  cost  would  not  appear  to  be  great. 
This  is  true  because  the  estimates  would  assume  in  each  case  that  the  new  level 
of  benefits  would  not  be  kept  up-to-date  with  wages. 

This  is  the  kind  of  situation  that  we  have  always  tried  to  avoid.  We  have 
always  assumed  in  the  past,  whether  the  changes  were  made  on  an  ad  hoc  l)asis 
or  whether  under  the  automatic  provisions,  that  increasing  the  replacement  rates 
to  any  particulai'  level  was  a  commitment  to  maintain  those  replacement  rates 
in  the  future.  If  we  don't  continue  that  assumption  in  the  future.  I  think  we 
will  be  in  considerable  danger  of  making  overcommitments.  Since  the  adequacy 
of  benefits  is  a  matter  of  replacement  rates,  it  seems  to  me  likely  that  an  ap- 
proach that  assumes  a  declining  replacement  rate  could  well  lead  to  excessive 
commitments,  because  under  this  approach  the  long  run  cost  of  maintaining  the 
replacement  rate  would  not  be  explicitly  recognized. 

2.  The  maximum  amount  of  wages  counted  for  'benefits  and  contributions  should 

be  graduaUy  increased  more  than  provided  for  by  present  law 
I  do  not  favor  rate  increase  beyond  those  provided  in  the  present  law  unless, 
at  the  same  time,  the  protection  of  the  program  is  increased.  A  rate  increase  falls 
on  all  wage  earners,  low  paid  as  well  as  high  paid,  and  no  one  gets  additional 
protection  for  their  additional  contributions. 

Instead,  I  favor  a  gradual  increase  in  the  amount  of  earnings  counted  for 
benefits  and  contributions.  Only  the  15  percent  of  wage  earners  who  have  earn- 
ings above  next  year's  maximum  of  ,$17,700  a  year  would  pay  more,  and — over 
time — they  would  also  receive  more  in  benefits. 

President  Carter's  proposal  for  four  §600  step  increases  in  the  maximum  earn- 
ings base  for  employees  seems  to  me  a  good  one.  Although  this  does  not  result 
in  much  long  range  gain  to  the  system,  it  does  help  in  short  run  financing  and 
makes  modest  improvements  in  protection  for  higher  paid  workers. 

3.  Removing  the  maximum  on  the  base  to  which  the  employer  contrlhution  rate 

applies 
The  employer's  contribution  does  not  need  to  be  thought  of  as  going  to  any 
particular  employee  but  can  be  thought  of  rather  as  a  resource  for  the  system 
as  a  whole.  It  is  very  important  that  workers  pay  a  significant  part  of  the  cost 
of  their  own  protection  through  deductions  from  earnings,  but  there  is  no  par- 
ticular reason  why  the  employer  share  should  not  be  somewhat  higher.  Taking 
the  system  as  a  whole,  employers  now  pay  about  48  percent  of  the  cost  and  em- 
ployees abou  47  percent  and  the  self-employed  about  5  percent.  Under  this  pro- 
posal, the  shares  would  be  shifted  to  about  50  percent  by  the  employer  and  45 
percent  bv  the  employee  and  still  5  percent  by  the  seLC-employed.  The  govern- 
ment's share  would  remain  at  about  1  percent  where  it  is  today.  (These  are 
rounded  figures  so  they  do  not  add  exactly.) 
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If.  Shift  part  of  the  scheduled  increase  in  the  hospital  insurance  contribution 
rates  to  the  cash  program 
One  important  result  of  the  proposed  base  increases  is  tliat  they  also  provide 
substantial  additional  income  for  the  hospital  insurance  part  of  medicare  (HI). 
This  increase  in  HI  revenues  helps  make  it  possible,  under  the  Carter  administra- 
tion plan  to  shift  a  part  of  future  tax  rate  increases,  now  scheduled  to  go  to 
hospital  insurance,  to  the  cash  benefit  part  of  social  security  instead.  In  addition, 
the  implementation  of  controls  on  hospital  costs  would  produce  very  substantial 
savings  to  the  hospital  insurance  programs.  Altogether  under  the  proposal,  out 
of  the  scheduled  1978  and  19S1  hospital  insurance  rate  increase,  which  total  0.45 
percent  for  emplovers  and  employees  each,  0.2  percent  each  would  be  shifted  to 
the  cash  benefits  program.  This  would  help  to  provide  additional  revenues  to 
the  cash  benefits  program  both  in  the  short  range  and  over  the  long  range  future. 
The  hospital  insurance  program,  because  of  the  increase  in  income  from  the  higher 
taxalde  payroll  and  because  of  the  hospital  cost  controls  is  nevertheless  left  in  a 
significantly  better  position  than  under  present  law. 

5.  The  contribution  rate  increase  of  1  percent  noxo  scheduled  for  2011  should  be 
made  effective  earlier 
The  present  law  contains  a  contribution  rate  increase  of  1  percent  scheduled 
for  the  year  2011,  a  rate  increase  which  was  designed  to  deal  with  the  problem 
of  a  higiier  ratio  of  retirees  to  workers  in  the  next  century.  The  proposal  would 
move  part  of  that  rate  up  to  the  point  when,  after  the  changes  already  indicated, 
the  outgo  of  the  system  would  otherwise  once  again  exceed  income.  It  is  proposed 
that  one-fourth  of  one  percent  of  the  rate  go  into  effect  in  1985  and  three-fourths 
of  one  percent  in  1990. 

G.  Appropriate  reserve  levels  should  be  maintained 

The  social  security  trust  funds  currently  represent  about  47  percent  of  annual 
(1977)  expenditures  and  this  percentage  is  expected  to  decline  in  the  future. 
Recent  studies  conducted  by  HEW  have  indicated  that  trust  fund  ratios  of  about 
50  percent  of  the  next  year's  annual  expenditures  would  be  necessary  to  sustain 
the  program  in  the  event  of  another  serious  recession,  and  thus  avoid  the  need 
to  raise  taxes  before  economic  recovery  was  properly  under  way.  It  is  clear  that 
the  reserve  would  not  have  to  be  so  high  if  during  a  recession — when  income  to 
social  security  falls  ofE  because  of  unemployment- — there  was  a  pledge  by  govern- 
ment to  bolster  the  falling  social  security  reserves.  The  administration  believes 
that  a  33  percent  reserve  fund  would  be  sufficient  with  such  a  guarantee. 

However,  the  specific  recommendation  of  the  administration  at  this  time  is 
simply  for  a  one  time  use  of  general  revenues  to  make  up  for  the  social  security 
income  losses  because  of  unemployment  rates  in  excess  of  6  percent  or  more  esti- 
mated for  the  years  1975-78.  The  purpose  is  to  avoid  the  higher  contribution 
rates  that  would  otherwise  be  necessary  to  build  the  present  fund  back  up  to  a 
50  percent  ratio  and  keep  it  there.  The  present  proposal  is  for  a  one  time  payment, 
with  the  idea  that  the  statutory  x\dvisory  Council  on  Social  Security  that  will 
be  appointed  later  this  year  will  study  the  idea  and  consider  whether  such  a 
provision  should  be  made  a  permanent  part  of  the  social  security  system.  The 
proposal  does  not  affect  the  budget  (at  least  in  the  short  run)  since  the  added 
bonds  are  essentially  a  promise  on  the  part  of  the  government  to  pay  in  the 
future  should  the  fund  drop  to  the  level  where  it  would  be  necessary  to  cash  in 
these  bonds. 

In  my  judgment,  this  proposal  is  not  greatly  different  than  a  provision  that  was 
in  the  law  from  1944-1950  as  follows  : 

There  is  also  authorized  to  be  appropriated  to  the  trust  fund  such  ad- 
ditional sums  as  may  be  required  to  refinance  the  benefits  and  payments  pro- 
vided in  this  title. 

7.  The  traditional  relationship  betirecn  the  contributions  made  to  the  self-em- 
ployed and  the  worker  should  be  re-established 
The  rate  for  the  self-employed  was  originally  set  at  1.5  times  the  employee 
rate  as  a  compromise,  recognizing  that  coverage  at  the  same  rate  as  the  em- 
ployee would  be  disadvantageous  to  the  system  as  a  whole,  while  a  rate  equal 
to  the  total  combined  rate  might  be  an  excessive  burden  for  many  self-employed 
persons.  However,  a  limit  of  7  percent  on  the  self-employed  contribution  rate  has 
been  in  the  law  for  .some  time  (they  now  pay  at  a  rate  of  about  1.4  times  the  em- 
ployee rate).  Restoration  of  the  full  1.5  contribution  rate  for  the  self-em- 
ployed was  i-ecommended  by  the  1974-75  Advisory  Council  and  is  part  of  the  ad- 
ministration's proposal. 
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8.  Windfall  tenefits  to  hitsiands  and  widowers  sliould  6e  prevented 

The  principle  effect  of  the  March  1977  Supreme  Court  clecisionsi  granting-  bene- 
fits to  husbands  and  widowers  under  the  same  conditions  at  those  previously 
applicable  to  wives  and  widows  (that  is  without  a  specific  test  of  dej>endency) 
is  to  make  eligible  for  social  security  benefits  a  substantial  number  of  men  who 
have  worked  for  the  Federal  Government  or  for  those  state  and  local  govern- 
ments not  covered  by  social  security  and  whose  wives  have  worked  under  social 
security.  Very  few  of  these  men  are  in  any  real  sense  the  economic  dei>endents 
of  their  wives,  and  payment  of  benefits  to  them  as  dependents — in  addition  to 
paying  them  pensions  earned  in  government  employment — costs  money  and  leads 
to  unreasonable  results.  If  the  men  were  covered  by  social  security  as  well  as  by 
the  government  retirement  systems,  the  dual  benefit  provisions  of  the  Social 
Security  Act  would  almost  always  prevent  them  from  receiving  husbands'  or 
widowers'  benefits.  In  the  absence  of  the  most  desirable  solution,  the  coverage 
of  all  government  employees  under  social  security  with  appropriate  modifica- 
tion of  the  government  retirement  systems,  the  Social  Security  Act  should  be 
amended  to  prevent  payment  of  benefits  in  the  cases  described.  Any  provision 
adopted  would,  of  course,  have  to  apply  equally  to  wives  and  widows. 

THE  EFFECT  OF  THE  PROPOSALS 

The  combined  results  of  the  administration's  proposals — increases  in  the 
amount  of  earnings  subject  to  contributions,  shifts  in  the  hospital  insurance 
contributions  rates,  moving  up  the  contribution  rate  already  scheduled  in  pi'eseut 
law,  and  stabilizing  replacement  rates  would  result  in  an  excess  of  income  over 
outgo  over  the  next  35  .years,  and  with  the  addition  of  the  counter-cyclical  pro- 
posal would  maintain  adequate  reserves  throughout  this  period.  It  would  reduce 
the  long  range  actuarial  imbalance  from  over  8  percent  of  payroll  to  about  2 
percent.  This  would  be  accomplished  TNithout  increasing  the  contribution  rates 
over  those  already  scheduled  in  present  law. 

I  want  to  stress  that  two  of  the  changes  suggested  for  dealing  with  the  fi- 
nancing problem  are  desirable  in  terms  of  benefit  protection  really  without  regard 
to  financing.  The  substantial  improvement  in  financing  is  a  by-product  of  improv- 
ing program  protection. 

It  is  desirable  through  "stabilizing  the  replacement  rate"  to  guarantee  that 
benefit  protection  will  rise  as  wages  rise,  but  it  is  not  desirable  to  have  automatic 
provisions  that  could  result  in  social  security  protection  rising  at  a  faster  rate 
than  wages.  If  such  an  improvement  in  the  relative  level  of  benefits  is  desired,  it 
should  be  by  specific  congressional  enactment.  Increasing  the  amount  of  earnings 
counted  for  benefits  and  contributions  would  make  the  financing  of  the  system 
more  progressive,  and  would  improve  protection  under  social  security  for  those 
called  upon  to  pay  more  and  who  now  have  quite  low  ratios  of  social  security 
benefits  to  past  wages. 

There  are.  of  course,  other  possibilities  for  meeting  the  deficit.  It  would  be 
possible  to  do  it  entirely  by  increases  in  the  contribution  rates.  Another  possibil- 
ity would  be  to  raise  the  wage  equally  on  employers  and  employees,  but  since 
benefits  of  higher  paid  workers  would  also  be  increased  by  the  move,  the  base 
would  have  to  be  lifted  almost  entirely  to  reduce  the  long  range  actuarial  def- 
icit as  much  as  taxing  the  entire  employer's  payroll  does. 

A  still  further  possibility  would  be  to  introduce  a  substantial  general  revenue 
contribution  into  social  security  in  the  near  future.  !\Iany  foreign  systems  have 
such  a  government  contribution  in  addition  to  deductions  form  workers'  earnings 
and  payments  from  employers.  I  would  favor  a  contribution  from  general  reve- 
nues in  the  long  run  if  it  turns  out  to  be  needed  to  meet  the  long-range  costs  of 
the  present  program  or  of  an  improved  program.  However,  with  all  the  other 
current  pressures  on  gf^neral  revenues,  it  seems  to  me  best  for  now  to  meet  the 
financing  deficit  in  social  security,  without  looking  to  general  revenues  for  more 
than  the  residual  guarantee  function  proposed  by  the  Carter  Administration — 
essentially  a  device  for  holding  down  the  cost  of  building  up  the  reserves. 

THE  EFFECT  OF  SOCIAL  SECXTKITY  CONTEIBUTIONS  ON  LOW  WAGE  EARNERS 

T  believe  it  would  be  a  inistake  to  exempt  low-income  workers  from  social  se- 
curity contributions  or  to  base  social  security  financing  on  progressive  income 
tax  principles.  Social  security  grew  out  of  the  efforts  of  people  to  help  themselves. 
Its  roots  go  back  to  contributory  plans  in  the  medieval  guilds  and  to  trade  unions, 
fraternal  orders,  friendly  societies,  and  insurance  plans — self-help  efforts.  Al- 
though I  support  the  use  of  general  revenues  for  social  security  to  finance  part  of 
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the  cost  of  the  system  in  the  long  run,  if  needed,  it  seems  to  me  that  proposals 
to  finance  social  security  entirely  from  general  revenues  or  from  some  kind  of  in- 
come tax  surcharge  which  would  completely  exempt  low-wage  earners  are  based 
on  a  failure  to  understand  the  strengths  of  the  self-help  philosophy.  If  financing 
were  related  entirely  to  ability  to  pay,  it  is  very  likely  that  benefits,  in  time, 
would  be  related  to  need.  Thus,  as  a  result  of  a  change  in  financing,  we  could 
find  that  social  secvirity  had  been  turned  into  a  welfare  program  designed  to  help 
only  the  very  poor,  and  tJiat  it  was  no  longer  a  self-help  program  serving  as  a  base 
for  all  Americans  to  use  in  building  family  security. 

Moreover,  the  security  of  future  benefit  payments  is  greatly  reinforced  by  the 
concept  of  a  dedicated  social  security  tax  or  contribution  paid  b.v  the  people  who 
benefit  under  the  system.  The  moral  obligation  of  the  government  to  honor  future 
social  security  claims  is  made  much  stronger  by  the  fact  tliat  the  covei'ed  workers 
and  their  families  who  will  benefit  from  the  program  made  a  specific  sacrifice  in 
anticipation  of  social  security  benefits  in  that  they  and  their  employers  contri- 
buted to  the  cost  of  the  social  security  system,  and  thus  they  have  built  a  right 
to  expect  a  return  in  the  way  of  social  securit.v  protection. 

Although  I  believe  that  this  right  can  be  protected  even  though  general  rev- 
enues share  in  financing  the  program,  it  is  important  to  preserve  the  principle 
that  a  significant  part  of  the  program  be  financed  by  direct  deductions  from  the 
enrnings  of  all  covered  workers.  The  general  revenue  contribution  which  might 
lie  needed  in  the  next  century  (or  earlier  if  benefits  are  substantially  improved) 
can  well  rest  on  the  rationale  of  paying  for  that  part  of  the  program  which  is 
not  directly  wage  related — ^the  social  element  in  giving  a  weighted  benefit  to  those 
with  low  wages,  those  with  dependents,  and  those  who  were  no  longer  young 
when  the  program  started. 

There  is  a  real  dilemma,  though,  as  far  as  the  low-wage  earner  is  concerned. 
He  may  be  getting  a  "bargain"  for  his  social  securit.v  contributions — as  he  is — 
in  terms  of  long-range  retirement,  disability,  and  survivorship  protection,  but 
nevertheless  questions  can  be  raised  about  a  social  policy  that  forces  him  to  sub- 
stantially reduce  an  already  low  level  of  current  living  in  order  to  secure  this 
protection.  A  possible  solution  to  this  dilemma  would  be  to  make  the  refundable 
earnings  credit  in  the  1975-78  tax  law  permanent  and  to  broaden  the  credit  to 
include  low-income  workers  without  children.  Under  this  provision,  low-income 
people  get  either  an  income  tax  credit,  or  if  tliey  do  not  have  to  pay  an  income 
tax.  they  get  a  positive  payment  offsetting  a  considerable  part  of  what  they  are 
rerpiired  to  pay  for  social  security.  Yet  the  provision  does  not  change  the  socia) 
security  system.  It  is  a  subsidy  from  general  revenues  to  low-wage  workers. 

IS  THERE  A  REMAINING  SOCIAL  SECURITY  FINANCING  PROBLEM  IN  THE  NEXT  CENTURY? 

If  the  recommended  steps  are  taken,  would  there  still  he  a  deficit  in  social  se- 
curity financing?  The  an.swer  is  that  no  one  knows,  but  there  is  some  possibility — 
even  likelihood — that  this  will  be  the  case.  The  reason  is  that  we  may  have  an 
increasing  ratio  of  retired  persons  to  working  persons — more  taking  out  of  social 
security  as  compared  to  those  paying  in.  This  is  a  situation  that,  given  recent 
trends,  might  begin  to  occur  about  2005  or  2010. 

The  population  over  65  reaches  a  total  of  about  32  million  people  in  2000.  Then, 
as  the  generation  born  in  the  post-war  "baby  boom"'  reaches  retirement  age,  the 
number  will  shoot  up  to  55  million  in  30  years.  And  this  is  quite  certain.  This 
group  lias  already  been  born,  and  its  size  has  been  estimated  on  the  assumption 
of  relatively  modest  improvements  in  mortality  rates.  Thus,  the  social  securit.v 
financing  proldems  for  the  next  25  years  or  so  are  largely  unrelated  to  demo- 
graphic factors,  but  in  the  next  century  the  key  questions  will  be  demographic. 
The  most  important  question  will  be  the  size  of  the  labor  force,  the  number  pay- 
ing in.  On  this  point  there  is  considerable  less  certainly  than  there  is  about  the 
number  over  65,  because  the  number  in  the  labor  force  depends  most  importantly 
on  future  fertility  rates,  and  the  extent  to  which  women,  handicapped,  and  older 
people  work. 

Fertility  rates  have  dropped  steadily  and  dramatically  since  1957.  In  1957  it 
was  estimated  that  on  the  average  women  would  have  3.69  children.  By  1965,  the 
rate  was  2.S8;  by  1970,  2.43;  and  it  is  now  1.72.  In  other  words,  women  are  now 
expected  to  have  only  half  as  many  children  as  they  were  expected  to  have  in 
1957. 

Therefore,  recent  trustees'  reports  have  assumed  for  the  long  run  that  the  fer- 
tility rate  in  the  United  States  will  not  be  2.5  as  had  been  assumed  in  the  1973 
trustees'  report,  the  last  to  show  social  security  in  approximate  long-run  balance. 
In  the  1977  report  it  was  assumed  rather  that  the  rate  would  rise  slowly  and 
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stabilize  at  2.1,  wbicli  is  approximately  the  rate  that,  over  time,  in  the  absence 
of  migration,  will  produce  zero  population  growth. 

The  results  of  changes  in  the  fertility  rate  assumption  are  startling.  In  1940, 
there  were  77  million  persons  in  the  age  group  20-64  and  9  million  people  over 
65,  a  ratio  of  11.7  aged  persons  for  every  100  persons  of  "normal  working  age." 
Comparable  figures  in  1975  are  122  milUon  and  23  million,  for  a  ratio  of  18.9  for 
every  100  persons  of  "normal  working  age."  Under  the  changed  assumption  there 
are  only  minor  increases  in  this  ratio  between  now  and  20O5,  but  at  that  time  the 
growth  in  the  age  20-64  population  comes  to  a  halt  just  at  the  time  the  number 
of  people  aged  65  and  over  shoots  up  from  32  million  to  55  million  in  30  years, 
resulting  in  a  ratio  of  about  34  people  past  65  for  eveiy  100  persons  20-64.  But 
how  certain  is  the  continuation  of  low  fertility  rates  for  the  long  run? 

If  we  look  not  just  at  the  period  since  1957,  but,  say,  over  the  last  75  years, 
there  have  been  many  ups  and  downs  in  the  fertility  rate  in  the  United  States. 
It  was  high  at  the  turn  of  the  century,  dropped  sharply  at  the  beginning  of  the 
depression  of  the  1930's,  began  to  rise  during  World  War  II,  and  remained  on 
the  rise  until  1957.  If  the  fertility  rate  were  to  rise  quickly  to  2.5  again,  there 
would,  of  course,  be  no  long-range  social  security  financing  problem  of  the  type 
now  anticipated. 

Population  experts  have,  on  the  record,  not  been  particularly  successful  at  pre- 
dicting fertility  rates,  and  in  that  sense  everyone  can  take  his  choice  on  the  basis 
of  past  experience.  Yet  it  may  be  imprudent  to  count  on  there  being  a  return  to 
the  fertility  rates  of  the  late  1960"s  and  1970,  and  in  this  way  dismiss  any  long- 
range  social  security  financing  problem.  The  widespread  knowledge  about,  and 
availabiUty  of,  inexpensive  methods  of  contraception,  the  tendency  to  prefer  a 
higher  level  of  living  made  possible  by  a  smaller  family,  and  the  widely  recog- 
nized major  social  reasons  for  zero  population  growth  (ZPG),  persuade  me  that 
it  is  reasonable  to  base  projections  of  social  security  costs  on  a  fertility  rate  ulti- 
mately producing  ZPG.  If  we  are  going  to  have  such  fertility  rates,  we  ought  to 
start  thinking  about  the  retirement  policy  that  makes  sense  under  ZPG  condi- 
tions, because  the  most  significant  social  trend  causing  higher  than  necessary 
social  security  costs  in  the  next  century  is  the  trend  toward  earlier  retirement. 
In  the  last  trustees'  report,  the  trustees  have  assumed  a  continuation  of  this 
trend  and  have  estimated  a  further  long-range  reduction  in  labor  force  partici- 
pation on  the  part  of  people  over  60.  If  we  could,  instead,  have  greater  labor  force 
participation  among  older  people  in  the  next  century  than  we  have  today,  there 
could  be  a  significant  saving  for  social  security  over  what  is  currently  estimated. 
There  is  a  real  question  whether  a  policy  of  earlier  and  earlier  retirement 
makes  sense— either  for  the  individual  or  for  society— when  one  considers  the 
probability  of  more  older  people  living  somewhat  longer  and  with  a  high  propor- 
tion of  those  in  the  younger  part  of  the  aged  population  being  in  reasonably  good 
health.  One  quite  possible  and  highly  rational  response  to  the  change  in  the  popu- 
lation distribution  that  will  arise  under  the  fertility  assumptions  leading  to  ZPG 
would  be  for  society  to  employ  a  higher  proportion  of  people  over  60  rather  than 
a  lower  proportion," as  has  been  assumed  in  the  cost  estimates. 

The  most  fundamental  determinant  of  the  cost  of  pensions  is  the  proportion  of 
the  aged  group  that  is  productively  employed.  This  is  true  because  private  plans 
almost  always  require  retirement  from  the  particular  employer  or  industry  as  a 
condition  of' drawing  benefits,  and  social  security  reduces  benefits  in  proportion 
to  earnings  for  those  who  earn  more  than  relatively  low  exempt  amounts. 

I  believe  if  we  want  to  continue  retirement  plans  that  replace  wages  to  the 
extent  we  have  promised,  improve  health  insurance  and  long-term  institutional 
care  for  the  elderly,  and  add  the  services  needed  to  allow  older  people  to  be  cared 
for  outside  of  institutions  if  they  prefer,  we  had  better  give  high  priority  over  the 
next  30  years — before  the  crunch  comes — to  reversing  the  trend  toward  earlier 
and  earlier  retirement.  It  is  one  thing  to  be  able  to  support  good  retirement  pro- 
grams and  other  programs  for  tlie  elderly  under  conditions  of  a  rapidly  increas- 
ing population  over  65  if  most  people  work  up  to  65  or  later.  It  is  something  else 
again  if  people  generally  stop  working  at  60  or  even  younger. 

^It  should  be  pointed  out,  on  the  other  hand,  that  the  increasing  demand  on 
goods  and  services  by  the  aged,  which  would  result  from  these  population  pro- 
jections, will  be  offset  by  a  decline  in  the  number  of  younger  dependents.  If  we 
look  not  just  at  the  aged  but  at  the  combined  number  of  people  below  20  and 
over  65,  and  consider  this  combined  group  to  be  the  number  to  be  supported  by 
active  workers,  we  get  a  very  different  picture  than  when  looking  at  the  aged 
alone.  Even  allowing  a  higher  per  person  living  cost  for  older  people  than  for 
children,  it  can  still  be  said  with  considerable  confidence  that  the  kind  of  popu- 
lation shift  that  mav  occur  in  the  next  century  does  not  represent  any  significant 
increase  in  an  overall  economic  burden  on  active  workers,  but  rather  an  increased 
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obligation  to  support  older  people,  balanced  by  a  lessening  of  the  obligation  to 
support  children  (table  attached).  Moreover,  it  may  be  assumed  that,  with  fewer 
children,  a  liigher  proportion  of  women  will  work  in  tlie  future  as  compared  with 
today,  a  fact  that  improves  the  ratio  of  workers  to  retirees. 

From  the  narrow  point  of  view  of  the  closed  system  of  social  security,  however, 
there  may  well  be  some  problem.  Since  about  four-fifths  of  the  cost  of  the  system 
is  for  the  payment  of  benefits  to  older  people,  the  somewhat  lower  cost  to  the  sys- 
tem of  survivors'  and  dependents'  benefits  paid  to  children  is  offsetting  to  only  a 
minor  degree,  and  increases  in  labor  force  participation  by  women  have  already 
been  taken  into  account  by  the  trustees.  Look  at  strictly  from  the  standpoint  of 
the  social  security  system  in  the  next  century,  the  issue  could  well  become 
whether  the  "savings"  from  the  lessened  burden  of  raising  children  can  be  trans- 
lated into  a  willingness  to  pay  higher  rates  for  retirement  protection. 

CONCLUSION 

Now  what  does  this  all  add  up  to?  I  believe  the  wise  policy  would  be  to  take 
action  now  that  would  fully  support  the  system  over  the  next  35  years  or  so.  The 
Administration's  plan  is  tlie  best  plan  I  have  seen  for  accomplishing  this  purpose. 
The  actions  also  reduce  the  long  range  actuarial  imbalance  to  about  2  percent. 

To  help  further  reduce  this  estimated  imbalance,  I  believe  we  should  work  to- 
ward policies  tlaat  promote  employment  opportunities  for  the  handicapped  and 
for  older  people. 

Whether  after  these  actions  an  imbalance  would  still  develop  in  the  next  cen- 
tury is  uncertain.  We  v^dll  know  much  more  about  that  10  or  1.5  yeai-s  from  now 
after  we  have  had  a  chance  to  obseiwe  the  developing  trend  of  fertility  rates,  dis- 
ability rates,  and  the  other  uncertain  factors  that  govern  long-range  costs.  In  any 
event,  because  of  the  possibility  of  some  remaining  long  term  deficit.  I  believe  it 
would  serve  to  underline  the  government's  determination  to  meet  all  future  so- 
cial security  obligations  as  they  fall  due  to  put  back  into  the  Social  Security  Act, 
the  guarantee  that  was  in  the  law  from  1944  to  1950  as  follows :  "There  is  also 
authorized  to  be  appropriated  to  the  trust  fund  such  additional  sums  as  may  be 
required  to  finance  the  benefits  and  payments  provided  in  this  title." 

ACTUAL  PAST  AND  PROJECTED  FUTURE  POPULATION  OF  THE  UNITED  STATES  BY  BROAD  AGE  GROUPS,  AND 

DEPENDENCY  RATIO 

[Population  (in  thousands)  as  of  July  1] 
Year  Under  20  20-64  65  and  over  Total 

1930                                       47,609  68,438  6,634  122,681 

1940                                                45,306  77,344  9,019  131,669 

1950     51,295  86,664  12,257  150,216 

I960    73,116  98,687  17,146  188,949 

1970                                  80.637  112,500  20,655  213,792 

1975            ""                       77,913  121,807  23,007  222,727 

1980                                    72,837  132,397  25,394  230,629 

1990                                             70,274  147,985  30,044  248,304 

2000                                    75,005  157,580  32,021  264,607 

2010 75,683  166,980  34,898  277,461 

2020           "                          77,528  167,654  44,977  290,160 

2030     '                              -.  80,353  163,774  55,050  299,177 

2040      ""                                         81,591  168,538  55,259  305,388 

2050     84,203  174,079  53,254  311,536 


Dependency  ratio ' 


Year  Under  20  65  and  over  Total 

1930   69.9  9.7  79.3 

1940 58.5  11.7  70.2 

1950  59.2  14.1  73.3 

I960  74.1  17.4  91.5 

1970 71.7  18.4  90.0 

1975  .      .      .  - 64.0  18.9  82.9 

1980   55.0  19.2  74.2 

1990  47.5  20.3  67.8 

2000  47.6  20.3  67.9 

2010 -  45.3  20.9  66.2 

2020 46.3  26.8  73.1 

2030   49.1  33.6  82.7 

2040 - 48.4  32.8  81.2 

2050 48.4  30.6  79.0 

«  Defined  as  the  total  number  of  persons  aged  under  20  and/or  over  65  per  100  persons  aged  20  to  64. 
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jMr.  "Waggonner.  Tliank  you,  Mr.  Ball. 

We  will  hear  now  from  Mr.  Ilobert  Link,  chairman  of  the  committee 
€»n  social  insurance  at  the  American  Academy  of  Actuaries. 

j\rr.  KELLisoisr.  Mr.  Chairman,  members  of  the  committee,  my  name 
is  Stephen  G.  Kellison,  executive  director  of  the  academy. 

The  academy  is  a  professional  organization  of  actuaries  with  offices 
in  Washington,  D.C. 

With  me  today  is  the  chairman  of  our  committee  on  social  insurance, 
Mr.  Robert  Link.  He  is  also  vice  president  and  actuary  of  the  Equita- 
ble Life  Assurance  Society  of  New  York. 

He  will  now  present  the  statement  on  behalf  of  the  academy. 

STATEMENT  OF  ROBEST  LINK 

Mr.  Link.  It  is  a  great  pleasure  to  be  here,  particularly  in  the  com- 
pany of  this  very  distinguished  panel. 

I  have  one  thing  of  preliminary  business.  Getting  copies  of  my  testi- 
mony was  bombed  out  by  the  blackout  in  New  York.  There  may  be 
some  people  who  are  entitled  to  copies  and  don't  have  them.  Fred 
Hunt  of  our  Academy  Office  in  Washington  is  here  and  has  some 
extras. 

Tlie  American  Academy  of  Actuaries  doesn't  have  a  position  to 
present  as  some  organizations  do.  What  we  are  really  trying  to  do  here 
is  to  be  helpful  as  you  deliberate  on  these  issues  you  face. 

Specifically,  I  want  to  consider  questions  of  strategy  rather  than 
details  in  four  subiect  areas.  Those  are  decoupling,  decisions  on  benefit 
levels,  solution  of  financing  problems,  and  universal  coverage  and 
opting  out. 

As  context,  the  social  security  OASDI  system  is  an  income  replace- 
ment system  that  has  to  be  considered  in  the  context  of  the  two  other 
major  income  replacement  systems  we  have,  which  are  private  pen- 
sions and  individual  savings  on  the  one  side,  welfare  on  the  other  side. 

There  is  an  interplay  between  social  security  and  welfare.  If  you 
try  to  meet  minimum  income  needs  entirely  through  social  security, 
you  have  to  do  it  on  a  universal  basis.  If  you  do  it  through  welfare, 
the  money  gets  targeted,  it  costs  less.  Welfare  is  less  dignified.  You 
have  to  play  with  your  balance  between  cost  and  dignity. 

Private  arrangements  have  one  feature  that  the  other  systems  don't 
Kave,  in  that  they  generate  capital.  They  reduce  consum])tion  now  in 
order  to  increase  the  capacity  for  consumption  later  on  That  is  some- 
thing to  consider  as  you  are  setting  national  policy  and  deciding  on 
the  relative  balance  to  be  given  to  these  respective  systems. 

Going  to  decoupling,  actuaries  favor  it.  Our  statement  to  that  effect 
is  attached  to  my  written  testimony. 

We  do  not  have  a  united  position  on  whether  it  should  be  in  accord- 
ance with  the  Advisory  Council's  approach  or  the  panel  approach,  but 
we  do  have  some  thoughts  on  things  to  think  about  as  you  approach 
the  choice. 

First,  Advisorv'  Council  indexes  the  wage  histoiy  on  the  basis  of 
average  wages,  while  the  panel  approach  indexes  wages  on  the  basis 
©f  the^CPI.  This  is  the  key  decision  you  should  address  yourselves  to 
rather  than  some  of  the  other  things  that  are  in  the  two  proposals. 
Wlien  you  have  decided  this  key  point  you  can  hitch  other  things  on, 
transition  arrangements,  initial  benefit  levels  and  so  forth. 
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I  will  pass  over  some  other  comments  wliich  are  in  the  testimony 
and  go  straight  on  to  the  benefit  levels.  My  testimony  offers  five  prin- 
ciples that  shonld  be  followed  when  you  are  tliinking  about  what  bene- 
fit levels  should  be. 

First,  continue  to  base  them  on  the  earnings  record  in  the  covered 
•employment. 

Second,  keep  the  tilt  in  favor  of  the  lower  paid. 

Third,  and  this  is  one  I  agonize  over  a  little  bit — if  workers  are  will- 
ing to  pay  the  necessary  taxes  the  benefits  should  be  made  sufficient 
;6o  that  an  individual  or  a  family  not  requiring  welfare  before  entitle- 
ment should  on  the  average  not  require  it  after  entitlement.  The  im- 
portant point  is,  if  the  workers  are  willing  to  pay.  If  meeting  that 
'Condition  pushes  the  taxes  too  high,  you  may  have  to  stop  short  and 
I'ely  on  welfare  to  fill  in  some  of  that  space. 

Fourth,  benefit  levels  should  not  be  higher  than  necessary  to  provide 
the  same  purchasing  power  that  would  be  provided  by  earned  income 
in  covered  employment  before  retirement. 

Fifth,  for  persons  with  significantly  less  than  a  full  term  of  cov- 
<ered  service,  benefits  should  be  proportionately  reduced. 

Concentrating  on  those  last  two  for  a  moment,  in  the  present  law 
and  in  the  administi-ation  proposal,  for  example,  you  have  what  a}>- 
l^ears  to  me  to  be  disproportionate  benefits  relative  to  the  wage  history 
for  people  whose  average  covered  wage  is  on  the  relatively  low  side^ 
as  it  might  be  either  because  the  person  was  in  casual  employment  and 
simply  did  not  build  up  much  of  a  wage  record,  or  the  person  had  & 
very  short  coverage  period  spread  over  a  long  period  for  benefit  com- 
putation purposes. 

I  have  some  thoughts  about  how  to  fix  things  up  in  this  general 
area.  If  your  staff  is  interested,  I  would  talk  to  them  about  the  thoughts 
rather  than  spend  time  here. 

Financing  strategy,  short  term :  many  suggestions  have  been  mad© 
recently  that  depart  from  what  I  regard  as  a  traditional  financing 
approach.  Traditionally,  we  have  increased  the  j^ayroll  tax  as  the 
system  matured  and  people  came  on  the  rolls  and  benefits  were  in- 
creased, we  have  increased  the  wage  base  as  average  wages  have  risei-u 

The  strategic  thought  I  woidd  offer  is  that  the  payroll  tax  increases 
required  to  avoid  doing  all  of  these  other  things,  and  cover  needs  over 
the  next  8  or  10  years  or  so,  are  surely  significant,  but  maybe  not  hor- 
rendous. They  don't  exceed,  for  example,1:he  payroll  tax  increases  that 
are  contempated  in  the  administration's  proposals  hut  those  tax  in- 
creases come  at  the  back  end  of  the  process.  If  you  put  them  at  the 
front  end,  maybe  you  coidd  avoid  doing  some  of  these  other  things 
that  seem  to  change  the  nature  of  the  system. 

Going  to  the  long  range,  as  we  all  know,  the  critical  factor  is  the 
population  situation.  A  main  point  then  is  that  you  have  lots  of  time 
to  address  the  long-range  problems.  You  don't  "have  to  rush  in  with 
quick  solutions. 

You  can  do  it  deliberately  and  thoughtfully. 

As  the  percentage  of  older  people  increases  correspondinoly  the 
percentage  of  young  dependents  is  decreasing.  Is  there  something  there 
that  would  help  in  getting  over  this  population  hump  ? 

Another  point;  don't  forget  private  pensions,  and  personal  savings 
which  have  the  marvelous  quality  of  taking  goods  and  services  out  oi 
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consumption  now  and  puttino;  them  back  in  later  when  they  are 
needed.  They  don't  burden  future  workers  because  they  have  ah^eady 
been  paid  for  in  the  current  generation. 

Consider  the  retirement  age  question  and  the  possible  effect  of 
medical  advances;  if  these  come  to  pass  in  the  way  that  some  are  pre- 
dicting, advancing  retirement  age  will  be  an  absolute  must,  or  we  will 
be  overwhelmed  by  retired  people.  But,  remember  that  this  ties  in 
with  i^roblems  of  unemployment  and  underemployment.  It  is  a  com- 
plex situation,  but  again  there  is  lots  of  time  to  think  about  it. 

Finally,  think  about  the  index  for  retired  beneficiaries.  Some  people 
who  propose  changing  that,  I  believe,  think  that  it  is  going  to  increase 
l)enefits,  and  others  think  it  is  going  to  reduce  benefits.  Either  way, 
it  is  a  good  subject  and  should  be  looked  at  before  we  lock  up  any 
final  solutions. 

Let  me  come  for  a  moment  to  universal  coverage  and  opting  out. 

I  will  simply  echo  with  respect  to  permanent  JFederal  Government 
t^mployees  what  has  been  said  here  before  this  morning,  that  it  would 
be  great  if  they  could  be  covered  under  social  security  for  their  full 
working  lifetime,  and  if  account  could  be  taken  of  that  coverage  in 
the  provisions  of  the  Federal  Government  plans. 

I  was  talking  with  the  Social  Security  office  in  Baltimore  last  week 
and  got  a  statistic  that  is  so  amazing  that  I  put  it  forward  with  some 
trepidation.  I  read  what  I  was  going  to  say  to  the  person  there,  and 
he  said,  "yes ;  you  have  got  it  right." 

If  the  law  were  changed  to  put  Federal  Govermnent  employees  into 
the  social  security  system  the  impact  on  financing  would  be  roughly 
equivalent  to  putting  an  extra  $30  billion  into  the  trust  funds  over  a 
6-year  period.  The  reason  for  this  is  that  they  would  pay  taxes  and 
taxes  would  be  paid  for  the  them  but  they  would  not  begin  drawing 
benefits  very  quickly. 

So,  that  is  an  astounding  conclusion.  It  would  have  to  be  matched  in 
some  way  by  the  financing  of  the  Federal  retirement  plans.  I  don't 
know  that  sicle  of  it,  but  it  would  be  something  worthy  of  finding  more 
out  about. 

Mr.  Waggonner.  To  pause  for  a  moment  now,  was  that  question 
predicated  on  the  assumption  that  you  continue  civil  service  retire- 
ment as  is  and  provide  the  social  security  benefit  in  addition? 

Or,  was  it  intended  to  be  in  lieu  of  ? 

Mr.  Li>rK.  There  were  two  questions  there,  Mr.  Chairman.  First,  if 
you  put  them  into  the  social  security  system  and  pay  those  taxes,  what 
"will  happen  in  the  dynamics  of  the  system  is  entirely  independent  of 
whether  you  change  the  civil  service  plans  themselves.  I  think  it  would 
be  de  rigueur  to  change  the  civil  service  plans  to  take  account  of  the 
social  security,  if  they  were  covered  by  social  security. 

Let  me  come  for  just  a  moment  to  State  and  local  employees  and 
certain  other  gi'oups  for  whom  social  security  is  optional.  Of  course, 
where  they  have  elected  not  to  be  covered,  they  present  the  same  kinds 
of  questions  as  Federal  employees. 

^Vliere  they  have  elected  to  be  covered,  you  have  a  very  difficult 
situation,  because  now  we  are  beginning  to  see  a  trend,  as  the  taxes 
get  higher,  of  people  wanting  to  opt  out. 

Actuaries  get  called  in  to  advise  on  these  situations,  and  this  is  ym- 
comfortable  for  several  reasons.  One  is  that  it  is  almost  impossible 
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to  make  a  true  comparison.  Second,  there  are  going  to  be  situations  in 
which,  as  nearly  as  you  can  make  any  comparison,  it  is  gomg  to  look 
as  though  it  is  hnancially  advantageous  for  the  units  to  opt  out. 

We  don't  like  to  be  in  the  position  of  seeming  to  encourage  people  to 
opt  out,  because  we  recognize  that  this  is  unhealthy  for  the  social  secu- 
rity system  itself  and  imposes  additional  costs  on  everybody  else.  We 
wish  that  in  some  way  the  separation  of  powers  could  be  overcome  so 
that  coverage  for  these  groups  could  be  made  mandatory  and  miiversal. 

Thank  you  very  much  for  letting  me  be  here  today.  If  you  can  think 
of  any  other  way  in  which  actuaries  can  be  helpful,  we  hope  you  will 

ask. 

[The  prepared  statement  follows:] 

Statement  of  Robert  F.  Link,  Chairman  of  the  Social  Insurance  Committee 
OF  the  American  Academy  of  Actuaries 

(Introduction  by  Stephen  G.  Kellison,  Executive  Director  of  tlie  American 

Academy  of  Actuaries) 

Mr.  Chairman,  members  of  the  Committee,  my  name  is  Stephen  G.  Kellison 
and  I  am  the  Executive  Director  of  the  American  Academy  of  Actuaries.  The 
Academv  maintains  its  Washington  offices  at  1775  K  Street,  N.W.,  Washington, 

D.C.  20006.  ^      . 

By  way  of  baclcground,  the  American  Academy  of  Actuaries  is  a  professional 
organization  of  actuaries  wliich  was  formed  in  196.5  by  tlie  four  constituent  ac- 
tuarial oriuinizations  in  the  United  States  as  an  organization  for  the  accredita- 
tion and  public  recognition  of  actuaries,  regardless  of  areas  of  specialization. 
Despite  the  relatively  short  duration  of  the  Academy's  formal  existence,  the 
Academy  and  its  constituent  organizations  have  represented  the  actuarial  pro- 
fession in  the  United  States  for  over  eighty  years. 

As  of  December  31,  1976,  the  membership  of  the  Academy  stood  at  4,137.  These 
actuaries  have  a  variety  of  types  of  employment  including  insurance  organiza- 
tions, consulting  firms,  government  and  academic  institutions.  Full  membership 
in  the  Academy  can  be  attained  only  by  satisfying  both  extensive  education  and 
experience  requirements.  Well  over  90  percent  of  those  eligible  to  join  tlie 
Academy  do,  in  fact,  do  so.  The  entire  Academy  membership  is  subject  to  rigorous 
guides  to  professional  conduct  and  standards  of  practice. 

Actuarial  science  involves  the  evaluation  of  the  probabilities  of  uncertain 
future  events,  often  over  long  periods  of  time,  and  the  financial  impact  which 
these  events  involve.  The  computation  of  financial  values  for  insurance  and  pen- 
sion programs  in  both  the  public  and  private  sectors  is  a  major  application  of 
actuarial  techniques.  The  actuarial  nature  of  the  financing  arrangements  fo_r 
Social  Security  has  been  recognized  since  the  inception  of  the  program  in  1935. 
In  recognition  of  the  extreme  importance  to  society  of  maintaining  the  financial 
integrity  of  the  Social  Security  system  the  Academy  formed  its  Committee  on 
Social  Insurance  several  years  ago.  The  Committee  includes  some  of  tlie  most 
eminent  actuaries  in  the  United  States  with  a  wealth  of  experience  in  both  the 
public  and  private  insurance  and  pension  programs. 

With  me  today  is  the  chairman  of  that  committee,  Robert  F.  Link.  Mr.  Link 
is  also  Vice  President  and  Actuary  of  The  Equitable  Life  Assurance  Society 
in  New  York.  He  will  now  present  a  statement  for  inclusion  in  the  record  of 
these  hearings  on  Social  Security  funding. 

statement 

Mr.  Chairman  and  members  of  the  Committee,  I  appreciate  the  opportunity  to 
comment  on  the  Social  Security  issues  that  Congress  must  currently  deal  with. 
I^Iany  actuaries  have  an  intense  interest  in  and  concern  with  those  issues.  They 
are  largely  political :  Should  benefits  be  larger  or  smaller?  Should  the  burden  of 
paying  for  them  fall  more  heavily  on  one  group  or  another?  And  so  forth. 

Actuarial  expertise  can  illuminate  the  consequences  of  one  or  another  course 
of  action ;  however,  other  talents  may  be  needed  to  judge  whether  such  conse- 
quences are  good  or  bad.  My  comments  are  offered  in  this  spirit.  You  will  under- 


166 

stand  that,  though  many  actuaries  would  agree  with  what  I  have  to  say,  others 
may  not ;  I  do  not  represent  a  consensus  or  vote  of  actuaries.  I  do  reflect  the  de- 
sire of  actuaries  to  be  helpful  in  the  resolution  of  these  difficult  issues. 

Specifically,  I  would  like  to  address  questions  of  strategy — rather  than  detail — 
in  four  subject  areas.  These  are  (a)  decoupling,  (b)  decisions  on  benefit  levels, 
(c)  solution  of  financing  problems,  and  (d)  universal  coverage  and  "opting  out." 
The  OASDI  system  is  essentially  an  income  replacement  system.  For  simplicity, 
I'll  be  talking  today  as  if  it  were  a  retirement  system,  mainly  ignoring  the  disaliil- 
ity  and  survivors'  benefits  except  where  I  refer  to  them  specifically,  and  com- 
pletely ignoring  health  benefits. 

Any  discussion  of  what  to  do  about  Social  Security  has  to  start  with  some 
agreed  upon  understanding  of  the  context,  the  purposes  of  Social  Security,  and 
the  complementary  or  competing  roles  of  other  income  replacement  systerns.  My 
context  is  the  whole  range  of  income  replacement  systems,  where  Social  Security 
pi-ovides  a  basic  floor  of  retirement  protection  ;  private  arrangements  supplement 
basic  floor  Social  Security  benefits  for  those  who  have  the  necessary  financial 
means  or  employment  context,  and  various  forms  of  welfare  fill  in  where  neither 
Social  Secui'ity  nor  private  arrangements  are  doing  the  job. 

Where  income  security  is  to  be  provided  by  public  programs,  there  is  an  inter- 
esting interplay  between  welfare  and  Social  Security.  Welfare  uses  a  means  test. 
This  makes  it  more  "efficient"  ;  dollars  spent  on  welfare  go  by  and  large  where 
they  are  needed  to  do  the  job  and  generally  not  where  they  are  not  needed.  Thus, 
attaining  minimum  income  ol)jectives  through  welfare  should  cost  less  than  at- 
taining them  through  Social  Security.  There's  no  means  test  in  Social  Security, 
which  makes  it  a  more  dignified  approach  from  the  viewpoint  of  beneficiaries.  "^ 

What  about  the  private  arrangements?  Private  pen.sions  have  done  an  immense 
job.  Tliey  have  not  escaped  legitimate  criticism,  and  ERISA  is  generally  a  step 
in  the  direction  of  improvement,  though  not  without  its  critics.  However,  private 
arrangements  do  one  thing  that  the  other  systems  by  and  large  don't  do.  They 
accumulate  capital.  This  capital  is  taken  out  of  current  consumption  and  then 
re-enters  the  consumption  stream  at  a  later  point.  Not  only  that,  but  what  re- 
enter.s  exceeds  in  real  value  what  is  taken  out.  Unlike  Social  Security,  private 
arrangements  tend  not  to  put  a  burden  on  future  workers,  ))ecause  tlie  burden 
has  already  been  paid  by  current  workers.  And  the  capital  that  is  generated  helps 
to  build  and  sustain  the  economy. 

I  review  this  familiar  material  to  underline  a  point.  OASDI  is  an  income  re- 
placement system.  Decisions  concerning  it  should  be  made  within  the  context 
of  all  major  national  income  replacement  systems,  with  careful  attention  to  in- 
terrelated impacts.  This  interrelationship  comes  back  again  and  again  as  we 
consider  specific  issues. 

DECOUPLINQ 

Decoupling  is  apparently  non-controversial.  Everybody  wants  to  do  it.  The  only 
questions  have  to  do  with  how  and  to  some  extent  with  initial  benefit  levels.  Ac- 
tuaries have  participated  in  the  development  of  the  Advisory  Council  approach 
to  decoupling,  on  which  the  proposals  of  the  Administration  and  the  American 
Council  of  Life  Insurance  are  based.  They  have  also  participated  in  the  work  of 
the  Panel  of  the  Congressional  Research  Service,  which  developed  an  alternative 
approach.  In  early  1970.  the  American  Academy  of  Actuaries  issued  a  position 
paper  favoring  decoupling.  A  copy  is  attached  to  this  testimony. 

Actuaries  have  no  united  position  as  to  whether  the  AcWisory  Council  ap- 
proach or  the  Panel  approach  would  be  preferable.  However,  in  approaching  this 
question,  it  is  helpful  to  have  several  points  in  mind. 

1.  There  are  some  differences  between  the  two  approaches  relating  to  transi- 
tion arrangements,  initial  benefit  levels,  formula  breakpoints,  and  so  forth.  The 
crucial  difference  is  the  basis  for  indexing  the  wage  history — by  average  wages 
or  by  the  CPI.  Unless  a  new  method  surfaces,  a  decision  should'  be  made  on  the 
Indexing  basis.  The  other  features  can  then  be  tacked  on. 

2.  With  reasonable  assumptions,  the  standard  of  living  for  successive  waves 
of  newly  retired  persons  will  rise  under  either  approach.  Under  the  Advisory 
Council  approach,  it  will  rise  as  fast  as  it  does  for  workers.  Under  the  Panel 
approach,  it  will  rise  more  slowly  than  it  does  for  workers. 

3.  The  Advisory  Council  approach  intends  to  fix  a  scale  of  replacement  ratios 
tJiat  will  remain  level  in  the  future.  The  Panel  approach  expects  replacement 
ratios  to  decline,  leaving  room  for  Congress  to  adjust  the  system  from  time  to 
time  in  accordance  with  currently  perceived  benefit  standards. 
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4.  These  adjustments  can  be  technically  troublesome.  Trying  to  make  sensible 
changes  that  are  consistent  for  people  who  have  just  retired  and  people  who 
are  about  to  retire  leads  to  benefit  formulas  that  are  complicated  and  messy. 

In  the  remainder  of  this  discussion,  when  considering  benelit  levels  and  finance 
ing,  I  am  assuming  that  replacement  ratios  will  be  stabilized  at  some  level, 
rather  than  permitted  to  drift  upward  or  downward.  This  doesn't  indicate  a 
preference  for  the  Advisory  Council  approach ;  it  merely  recognizes  tliat  one 
likely  result  under  the  Hsiao  panel  approach  would  be  that  benefits  would  be 
adjusted  from  time  to  time  to  restore  replacement  ratios. 

BENEFIT  LEVELS 

There  is  a  vast  lore  of  guidance  and  instruction  as  to  appropriate  benefit  levels, 
in  income  replacement  systems.  However,  there  is  one  universal  principle.  The 
replacing  income  under  all  programs  should  generally  not  be  higher  than  that 
necessary  to  provide  the  individual  or  household  witli  a  net  purchasing  power 
comparable  to  that  of  the  replaced  income.  This  will  mean  in  most  cases  that 
the  objective  for  dollar  income  after  retirement  will  be  less  than  the  income 
before  retirement,  to  take  account,  for  example,  of  reductions  in  living  expen.ses 
and  taxes.  Turning  for  a  moment  to  disability  coverages,  providing  too  much 
income  puts  the  temptation  on  the  side  of  being  disabled  rather  than  working. 
.Some  believe  that  excessive  benefit  levels  may  have  something  to  do  with  the 
serious  upward  drift  in  disability  experience  under  Social  Security  in  recent 
years. 

This  principle  should  be  observed  in  the  Social  Security  system  as  well  as  in 
the  broader  complex  of  systems  of  which  it  is  a  part.  However,  beyond  this, 
Social  Security  must  be  considered  in  the  light  of  its  particular  nature  as  a  con- 
tributory system  and  its  relationship  to  other  income  replacement  systems.  This 
leads  me  to  suggest  five  criterial  that  might  be  used  when  Social  Security  benefit 
levels  are  under  consideration.  These  are  as  follows  : 

1.  Benefit  levels  should  continue  to  be  based  on  the  earnings  record  in  covered 
employment. 

2.  The  benefit  formula  tilt  in  favor  of  the  lower  paid  should  be  retained. 
However,  I  think  the  benefit  formula  needs  to  be  fixed  to  remove  some  anomalies 
that  I  will  point  out  shortly. 

3.  If  workers  are  willing  to  pay  the  necessary  taxes,  the  benefits  should  be 
made  suflicient  so  that  an  individual  or  family  not  requiring  welfare  before 
entitlement  should  on  the  average  not  require  welfare  after  entitlement.  "On 
the  average"  means  we  might  do  more  than  enough  in  a  low-cost  area  and  not 
enough  in  a  high-cost  area.  I'm  sorry  that  I  don't  have  good  information  on  the 
benefit  levels  needed  to  meet  this  criterion.  Some  research  is  needed.  However, 
note  the  proviso:  if  workers  are  willing  to  pay  the  necessary  taxes.  It  may  turn 
out  that  they  won't  be,  in  which  case  some  benefit  load  will  be  shifted  to  wel- 
fare— and  will  be  a  lower  cost  as  a  result. 

4.  The  benefit  level  should  not  be  higher  than  necessary  to  provide  the  same 
net  purchasing  power  that  would  be  provided  by  earned  income  in  covered  em- 
ployment before  retirement.  This  principle  fits  somewhat  with  the  pieceding 
one.  As  long  as  we  have  an  earnings  based  system,  the  benefits  in  relation  to 
earnings  should  be  reasonable. 

5.  For  persons  with  significantly  less  than  full  term  of  covered  service,  benefits 
sliould  be  proportionately  reduced.  This  is  clearly  not  the  case  at  present.  Peo- 
ple with  short  periods  of  covered  employment  get  their  wages  spread  over  a 
long  period  for  purposes  of  calculating  benefits.  In  this  way,  the  system  treats 
tliem  as  long  service  low  paid  persons  rather  than  shorter  service  higher  paid 
persons.  Thus,  the  benefit  tilt  in  favor  of  low  paid  persons  operates  in  favor  of 
higher  paid  persons  with  short  coverage.  This  result  is  aggravated  by  the  mini- 
mum benefit,  which  is  not  justified  by  any  of  the  principles  that  I've  just  stated. 

The  benefit  formulas  and  the  law  should  lie  designed  to  eliminate  the  anoma- 
lous excess  benefits  for  persons  with  very  low  average  wages  and  persons  with 
short  histories  of  covered  employment.  I'd  be  delighted  to  discuss  with  your  staff 
some  possible  approaches  to  accomplishing  these  results  in  an  orderly  Avay,  if 
you  desire  that. 

FINANCING  STRATEGY — SHORT  TERM 

Our  Social  Security  system  has  traditionally  been  financed  by  a  payroll  tax 
impo.sed  essentially  eqimlly  on  employees  and  emiiloyers.  The  amount  of  finauc- 
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ing  has  been  controlled  in  two  ways :  first,  by  adjustments  in  the  tax  rate  from 
time  to  time  as  the  system  matured  and  more  beneficiaries  came  on  the  rolls ; 
and  second,  by  upward  adjustments  in  the  dollar  amount  of  maximum  covered 
wages  as  average  wages  increased  through  the  years  under  the  force  of  rises 
in  the  cost  and  standard  of  living.  Originally,  the  maximum  was  set  at  a  point 
where  97%  of  covered  persons  were  taxed  on  all  of  their  wages.  This  per- 
centage drifted  down  to  a  level  of  64%  in  1965.  Increases  since  then  have 
brought  the  percentage  back  to  about  85%  currently. 

Some  are  now  suggesting  that  this  traditional  system  of  equal  employee-em- 
ployer taxes  on  a  wage  base  that  moves  roughly  with  general  wage  levels  will  no 
longer  do  the  job.  This  has  led  to  much  greater  pressure  than  formerly  for 
such  steps  as  increasing  the  maximum  wage  beyond  the  now  automatic  increases 
in  the  law,  taking  the  maximum  oft  entirely  for  employer  contributions,  and 
resorting  in  various  ways  to  general  revenues.  Choices  among  the  various  al- 
ternatives do  not  present  primarily  actuarial  issues ;  the  issues  are  those  of 
politics  and  policy.  However,  it  is  clear  that  these  recent  proposals  involve 
important  changes  in  our  view  of  the  system,  raising  issues  of  whether  Social 
Security  is  a  welfare  system  or  not,  what  its  role  should  be  relative  to  other 
systems,  and  so  on.  The  conservative  approach  would  be  to  stick  as  long  as  we 
can  with  the  traditional  financing  mechanisms  before  moving  into  new 
mechanisms. 

Actuaries  have  something  to  say  on  this  subject.  We  often  observe  the  wide- 
spread human  tendency  in  connection  with  benefit  plans  of  all  kinds  to  under- 
state, minimize,  or  even  conceal  the  costs  while  nevertheless  providing  or 
increasing  the  benefits.  This  is  bad  enough  when  it  happens  in  the  private  sector. 
As  we  all  know,  it  has  also  happened  in  the  public  sector.  The  one  lesson  in  the 
developing  financing  problems  of  the  municipal  and  other  public  systems  is, 
keep  the  real  costs  visible.  Only  in  this  way  can  those  who  pay  the  costs  be 
provided  with  an  occasion  to  bring  their  influence  to  bear  on  benefit  levels. 

The  great  virtue  of  the  traditional  financing  system  is  that  it  does  this.  The 
other  suggested  methods  of  financing  won't  do  it  as  well,  because  they  put  added 
costs  in  places  where  there  is  less  visibility  and  voting  power.  This  is  certainly 
true  when  you  go  to  general  revenues.  It  is  also  true  when  costs  are  placed  dis- 
proportionately on  employers.  It  is  true  when  the  maximum  is  raised  for  em- 
ployees. And  remember :  raising  the  employee  maximum  ultimately  raises  benefits 
and  is  thus  self-defeating. 

It  has  been  suggested  that  an  increase  in  employer  taxes  will  come  out  of 
profits.  My  economist  friends  tell  me  that  an  increase  will  most  probably  trans- 
late into  lower  wage  increases  or  higher  prices.  If  so,  the  cost  would  be  paid 
either  by  employed  persons  or  by  consumers. 

Here's  a  suggested  strategy  for  dealing  with  the  short-range  financing  prob- 
lems. The  strategy  is  to  stick  with  the  traditional  methods  as  long  as  possible, 
hope  that  these  will  work,  and  don't  break  new  ground  that  changes  the  nature 
of  the  system  until  you  have  to.  Maybe  it  will  turn  out  that  you  don't  have  to. 
We  haven't  yet  exhausted  the  tax  rates  as  a  resource.  Even  the  Administration 
proposals  contemplate  significant  tax  rate  increases,  only  they  come  at  the  back 
end  of  the  changes.  Is  it  possible  that  some  could  be  put  up  front?  And  let  the 
automatics  take  care  of  the  traditional  base  increases?  The  present  employer- 
employee  tax  rate  for  OASDI  is  4.95%.  It  has  been  estimated  that  the  benefits  pro- 
posed by  the  Administration  could  be  financed  by  a  tax  rate  of  about  5.5%  in  1980 
and  5.7%  in  1986.  If  the  American  Council  of  Life  Insurance  proposal  were  fol- 
lowed, with  its  phased  reduction  of  about  10%  in  replacement  ratios,  the  corre- 
sponding tax  rates  would  be  about  5.4%  in  those  years.  These  rates  assume  no 
further  decline  in  trust  funds  before  1980  and  trust  fund  increases  thereafter 
equal  to  one-half  the  annual  increase  in  benefits.  None  of  the  rates  appear  to  be 
impossibly  high. 

FINANCING  STRATEGY — LONG-TERM 

The  central  fact  that  must  be  reckoned  with  in  addressing  long-term  financing 
is  the  change  in  population  mix.  There  are  currently  about  thirty-one  beneficiaries 
per  hundred  workers.  In  the  early  21st  Century,  that  will  rise  to  fifty  beneficiaries 
per  hundred  workers.  Social  Security  benefits  as  a  percentage  of  GNP  in  1979 
are  projected  at  4.5%  ;  under  decoupling  as  proposed  by  the  Administration,  they 
would  rise  to  7.8%  in  the  early  21st  Century.  The  questions  transcend  Social 
Security.  How  are  we  going  to  provide  for  all  those  retired  people  without  im- 
posing iinduly  on  workers?  There  are  only  four  basic  strategies :  (i)  reduce  the 


169 

relative  benefits  for  retired  persons;  (ii)  keep  people  in  the  work  force  longer 
(i  e.,  raise  the  retirement  age)  ;  (iii)  let  a  heavier  burden  rest  on  future  workers 
than  we  have  today;  or  (iv)  increase  the  total  pie  of  goods  and  services  so  as 
to  make  up  the  difference. 

Here  are  a  few  thoughts  on  how  to  address  the  long-term  problem.  First,  recog- 
nize that  it  is  really  long-term.  There  is  lost  of  time  to  turn  the  Social  Security 
ship  in  the  direction  we  want  to  go.  Lots  of  time  to  make  studies  and  reach  for 
integrated,  broad-scale  solutions. 

Second,  while  the  ratio  of  Social  Security  beneficiaries  to  workers  is  increasing 
from  thirty-one  to  fifty  per  hundred,  the  corresponding  ratio  for  dependent  chil- 
dren is  falling  off.  This  change  may  contribute  to  a  greater  capacity  to  support 

the  retired  aged. 

Third,  don't  forget  private  pensions  and  personal  savings,  which  take  goods 
and  services  out  of  consumption  now  so  as  to  deliver  them  in  large  measure  when 
needed  later.  By  transferring  resources  between  generations,  private  pensions 
reduce  the  inequities  that  would  otherwise  be  present.  And  they  accumulate  all 
that  capital  that  we  need  so  badly. 

The  real  issue  is  a  basic  philosophical  one :  shall  Social  Security  be  a  basic 
floor  of  protection,  or  do  we  want  it  to  meet  the  full  retirement  need  of  a  major 
segment  of  the  population? 

Fourth,  consider  the  retirement  age  question.  If  the  medical  advances  that 
some  are  predicting  should  come  to  pass,  this  is  an  absolute  must  at  some  point. 
It's  not  too  soon  to  start  doing  some  long  range  thinking  about  it.  Remember 
that  the  retirement  age  issue  ties  in  with  our  current  problems  of  unemployment 
and  under-employment. 

Fifth,  people  have  proposed  that  the  index  for  retired  beneficaries  should  be 
something  other  than  the  CPI.  I  suspect  that  some  of  those  who  make  the  pro- 
posal expect  it  to  produce  larger  benefits,  while  others  believe  it  will  produce 
smaller  benefits.  If  we  are  going  to  do  anything  about  it,  we  should  do  the  work 
as  a  preliminary  to  designing  ultimate  solutions  for  the  long-term  financing 
problems. 

UNIVERSAL  COVERAGE  AND  OPTING  OUT 

There  is  one  aspect  of  the  Social  Security  system  that  many  observers  find 
concerning.  It  is  the  position  of  government  employees  with  respect  to  the  Social 
Security  system.  Let's  take  permanent  Federal  employees  first.  They  are  not 
covered  by  Social  Security.  However,  many  government  employees  retire  on  full 
benefits,  work  for  a  period  in  the  private  sector,  and  get  a  Social  Security  benefit. 

Furthermore,  because  their  short  earnings  record  is  spread  over  a  long  period 
of  potential  coverage,  the  system  mistakenly  regards  them  as  low-income  persons 
and  they  benefit  from  the  features  of  the  system  that  favor  low-income  persons. 
This  appears  to  be  an  unwarranted  windfall  at  the  expense  of  Social  Security 
taxpayers  generally.  It  must  cost  other  taxpayers  something.  This  is  significant 
in  relation  to  the  current  discussion  of  financing  problems. 

The  natural  way  to  fix  this  up  would  be  first,  to  change  the  law  so  that  Federal 
government  employees  are  covered  under  Social  Security,  and  second,  amend  the 
various  government  retirement  systems  to  take  appropriate  account  of  this  cov- 
erage. This  is  how  it  is  typically  done  in  private  sector  pension  plans.  If  perma- 
nent Federal  employees  were  covered  by  Social  Security,  average  benefit  costs 
over  the  next  seventy-five  years  would  be  reduced  by  about  0.11%  of  covered 
payroll.  More  importantly,  because  benefit  liabilities  build  up  slowly,  such  a 
step  could  in  effect  put  an  extra  $30  billion  or  so  into  the  trust  funds  in  five  years, 
if  initiated  in  1980. 

If  we  don't  include  these  Federal  employees  in  Social  Security,  we  should  at 
least  amend  the  benefit  provisions  of  Social  Security  in  ways  that  I  suggested 
earlier,  so  that  a  person  with  a  short  history  of  covered  employment  would  have 
his  benefits  figured  on  the  basis  of  his  average  for  that  short  period  with  a  pro- 
rating downward  to  recognize  the  fraction  of  actual  coverage  to  full  career  cov- 
erage. I  don't  have  any  estimate  of  the  cost  effects. 

Ill  the  case  of  groups  of  state  and  local  employees  and  certain  other  groups 
where  Social  Security  is  optional,  there  is  a  much  worse  situation.  Some  have 
elected  not  to  be  covered  by  Social  Security.  These  groups  present  the  same  prob- 
lem and  extra  costs  as  do  Federal  employees.  Those  who  have  elected  to  be  cov- 
ered are  increasingly  considering  the  option  to  terminate  coverage. 

These  termination  situations  are  of  deep  concern  to  actuaries.  In  certain  situa- 
tions, the  pressures  to  terminate  are  very  strong  because  of  the  Social  Security 
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tax  expense.  Actuaries  are  being  asked  to  give  consultation  on  the  relative  merits 
of  continuing  or  terminating  coverage.  The  considerations  are  extremely  com- 
plex. The  private  sector  can't  really  duplicate  Social  Security  benefits  very  v^ell. 
The  comparison  involves  the  unknown  future  development  of  Social  Security. 

However,  there  is  an  expectation  that  in  many  cases  it  will  be  on  balance 
financially  advantageous  for  a  unit  to  opt  out.  The  withdrawal  in  these  cases 
would  therefore  be  expected  to  raise  the  taxes  for  everybody  else.  Actuaries  are 
distressed  that  their  obligation  to  give  consulting  advice  can  contribute  to  an 
exacerbation  of  the  financing  problems  of  Social  Security. 

It  would  be  desirable  to  find  some  way  of  achieving  universal  coverage  of  the 
groups  for  whom  Social  Security  is  now  optional.  I  realize  that  the  Constitutional 
separation  of  powers  creates  a  problem;  however,  I  would  hope  the  obstacles 
are  not  outside  the  power  of  Congress  to  overcome  if  it  wishes  to. 

CONCLUSION 

I  appreciate  greatly  the  opportunity  to  express  these  views.  Actuaries  are 
vitally  interested  in  the  subject,  and  a  number  of  them  have  participated  in 
various  ways  in  recent  developments.  If  you  see  any  other  way  that  we  can  help, 
we'd  be  delighted  to  be  asked. 

Statement  by  the  American  Academy  of  Actuaries 

This  statement  is  issued  on  behalf  of  the  American  Academy  of  Actuaries  ^  by 
its  Committee  on  Social  Insurance.  Actuaries  by  their  training  and  experience 
are  uniquely  qualified  to  deal  with  the  financing  of  systems  providing  protection 
against  the  financial  consequences  of  death,  disability,  and  old  age.  Actuaries 
have  a  strong  professional  interest  in  such  systems,  whether  private  or  social 
insui-ance  systems.  In  a  spirit  of  professional  public  service,  and  with  the  inten- 
tion of  meeting  the  responsibilities  of  actuaries  to  the  public,  the  Academy  makes 
this  recommendation  to  those  persons  in  the  federal  government  ultimately  re- 
si>onsible  for  the  satisfactory  development  of  Old-Age,  Survivors,  and  Disability 
Insurance  under  Social  Security. 

The  American  Academy  of  Actuaries  endorses  in  principle  the  recommenda- 
tions of  the  1974-75  Advisory  Council  on  Social  Security  "  with  respect  to  changes 
in  the  benefit  formula  to  stabilize  the  ratios  of  initial  monthly  benefits  to  earn- 
ings prior  to  claim.  Under  various  conditions  of  inflation  or  deflation,  the  ratios 
produced  by  the  present  benefit  formula  can  change  over  the  years  in  an  irra- 
tional and  unsatisfactory  manner.  Action  to  stop  the  drift  of  replacement  ratios, 
upward  under  certain  conditions  and  downward  luider  others,  is  badly  needed. 
Furthermore,  such  action  must  not  be  long  delayed  because  the  present  formula 
will  produce  unsatisfactory  results  and  costs  under  current  conditions  of 
inflation. 

At  this  time  we  are  not  endorsing  the  details  of  the  benefit  formula  changes 
proiX)sed  by  the  Advisoi-y  Council  or  by  others.  We  realize  that  a  panel  of  actu- 
aries (all  of  whom  are  members  of  the  Academy)  and  economists,  engaged  )iy 
the  Congressional  Research  Service,  Library  of  Congress,  is  examining  these 
details  to  see  whether  an  alternative  formula  w(tuld  be  preferable.  Committees 
of  actuarial  organizations  will  follow  this  work  closely.  Therefore,  it  is  prema- 
ture for  the  Academy  to  take  a  position  with  respect  to  the  precise  formula, 
but  we  expect  to  do  so  in  due  course.  We  believe,  however,  that  it  is  not  too  early 
to  endorse  the  "uncoupling"  principle  recommended  by  the  1974-75  Council. 

Members  of  the  Academy  are  fully  aware  that  neither  the  short-term  nor  the 
longer-term  financial  problems  of  the  Social  Security  system  will  disapi^ar  sim- 
ply because  the  "uncoupling"  principle  is  adopted.  "Uncoupling"  will  help  sub- 
stantially, but  still  additional  financing  will  certainly  be  required.  Nonetheless, 
"uncoupling"  is  essential  and  is  a  practical  step  toward  improvement  in  the 
financial  situation  of  the  OASDI  system.  It  will  go  a  long  way  toward  reducing 


1  Tlie  Academy  is  an  organization  of  nearly  3,500  actuaries  emploj-ed  by  insurance 
companies,  actuarial  consulting  firms,  commercial  and  Industrial  firms,  academic  insti- 
tutions, industry  associations,  and  federal,  state,  and  local  governments.  The  Academy 
is  broadly  representative  of  the  actuarial  profession  in  the  United  States.  It  includes 
members  of  the  Casualty  Actuarial  Society,  the  Conference  of  Actuaries  in  Public  Prac- 
tice the  Fraternal  Actuarial  Association,  and  the  Society  of  Actuaries.  Attached  is 
the  section  of  the  1975  Year  Book  of  the  American  Academy  of  Actuaries  describing  its 
Historical  Background. 

2  Chapter  3,   pages  13  to  IS  of  the  Report  of  the  Council. 
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the  expected  long-term  actuarial  imbalance  between  taxes  paid  into  the  system 
and  outgo  iu  benefits  and  it  will  produce  more  rational  results  than  the  present 
formula. 

Legislation  to  accomplish  "uncoupling"  can  be  enacted  in  combination  with 
further  measures  recjuired  to  provide  additional  financing  needed  to  meet  the 
developing  short-term  cash-flow  problem.  Alternatively,  and  iu  our  opinion  pref- 
erably, the  "uncoupling"  legislation,  being  non-controversial  in  nature,  can  be 
enacted  independently.  We  urge  that  it  be  enacted  as  soon  as  a  carefully  con- 
sidered benefit  formula  is  agreed  upon,  hopefully  before  the  94th  Congress  ends 
its  work. 

Mr.  Waggonxer.  I  think  the  staff  will  discuss  some  of  these  siifif- 
gested  ideas  with  you,  for  which  you  promised  more  indepth 
consultation. 

Let  me  say,  before  we  recess  for  the  Noon  hour,  that  the  subcom- 
mittee will  reconvene  in  2222  Rayburn  at  2  o'clock. 

When  we  reconvene  at  that  time  in  the  Rayburn  Buildinir,  it  is  my 
intention  that  those  of  you  who  are  on  the  panel  will  have  a  sufficient 
period  of  time  for  an  interchange  among  \  ourselves  and  other  mem- 
bers of  the  panel  wherein  you  concur  or  have  differing  points  of  view. 
We  would  like  for  you  to  air  your  differences  for  the  benefit  of  the 
subcommittee  as  you  discuss  the  issues  involved. 

After  you  have  had  a  chance  to  do  that,  then  the  committee  itself 
will  be  free  to  question  3'ou.  So,  I  am  going  to  encourage  members 
of  the  subcommittee  to  review  the  statements  which  have  been  just 
briefly  summarized  by  the  panelists  and  see  whether  or  not  you  find 
specihc  questions  that  you  would  like  to  ask  of  the  panel. 

First  of  all,  we  would  like  to  have  the  interplay  between  the  panel- 
ists and  then  we  will  go  to  the  questions. 

I  apologize,  gentlemen,  for  the  inadequate  quarters  but  maybe  they 
will  be  just  a  little  bit  better  this  afternoon. 

I  will  maire  it  clear  at  this  point  that  the  arrangement  is  good  for 
no  more  than  this  afternoon  at  this  point,  although  we  will  make  an 
announcement  at  the  conclusion  of  today's  session  as  to  where  our 
meeting  place  for  tomorrow  will  be. 

The  committee  will  stand  in  recess. 

[Whereupon,  at  11 :55  a.m.,  the  subcommittee  recessed  to  reconvene 
in  room  2222  Rayburn  House  Office  Building,  at  2  p.m.] 

Afterxoon  Session 

Mr.  Waggoxner.  The  committee  will  come  to  order. 

I  apologize  for  myself  and  for  my  colleagues  for  the  lengthy  delay 
but  we  have  a  voting  procedure  wliich  perhaps  you  will  come  to  un- 
derstand after  a  while.  We  had  seven  votes  in  succession  which  cost 
us  our  time. 

When  the  committee  recessed  at  noon,  we  had  finished  the  summary 
statements  of  the  distinguished  members  of  the  panel.  We  had  asked 
the  panel  to  come  backhand  talk  among  themselves  and  to  critique 
each  other's  suggestions  for  our  benefit.  Therefore,  if  the  committee 
does  not  object  to  that  procedure,  we  would  like,  gentlemen,  for  you 
to  talk  about  what  is  good  about  what  you  have  to  offer  and  what  is 
wrong  with  the  other  recommendations. 

It  might  be  educational  for  us. 

Would  you  gentlemen  just  see  if  you  can  argue  like  you  used  to? 
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]Mr.  CoHEX.  Might  I  start  out,  Mr.  Chairman?  I  would  like  to  ask 
my  colleagues  whether,  notwithstanding  any  other  provision  which 
they  are  for  or  against,  whether  they  would  be  willing  to  go  along 
with  my  recommendation  to  put  back  into  the  law  the  so-called  ]VIur- 
ray-Vandenburg  admendment  which  was  in  the  law  from  1944  to  1950. 
This  provision,  which  I  quote  in  my  testimony,  is  as  follows : 

There  is  also  authorized  to  be  appropriated  to  the  trust  fund  such  addi- 
tional sums  as  may  be  required  to  finance  the  benefits  and  payments  provided 
under  this  title. 

This  was  put  in  in  1944  when  the  tax  rates  were  frozen  during  the 
war.  The  tax  rates  were  frozen  during  the  war  by  a  series  of  ad  hoc 
freezings,  and  when  the  question  came  up  what  is  going  to  happen  if 
we  get  to  a  point  when  there  is  not  enough  money  in  the  fund,  how  are 
the  beneficiaries  going  to  be  protected,  Senator  ISIurray,  then  from 
Montana,  and  Senator  Vandenburg,  a  Eepublican  from  Michigan, 
agreed  that  there  ought  to  be  a  provision  in  the  law  that  said  if  there 
was  not  enough  money  in  tlie  fund,  there  would  be  money  from  the 
general  revenue.  Secretary  Vandenburg  accepted  that  proposal.  Ev- 
erybody agi'eed  it  was  never  likely  to  be  used.  In  1950  we  were  before 
this  committee  and  it  had  not  been  used  for  6  years,  the  committee  took 
it  out  in  conference. 

jNIy  position  is  that  irrespective  of  what  view  you  recommend  on 
taxes,  it  would  be  desirable  to  put  that  back  in  the  law  even  if  you  never 
intended  to  actually  appropriate  money  so  that  those  of  us  who  are 
defending  the  social  security  system  would  bo  able  to  answer  the  claim 
that  newspapers  make  that  the  system  is  going  to  go  bankrupt  some- 
time ;  so  that  it  would  allay  the  anxiety  of  people  who  are  concerned 
about  the  fiscal  integi'ity  of  the  system.  So,  I  woidd  like  to  ask  my  col- 
leagues whether  they  would  be  willing  to  support  that  provision  in 
the  law  notwitlistanding  an}'  other  provision. 

Mr.  Myers.  I  am  afraid'  I  can't  agree  with  ]Mr.  Cohen  on  this.  I 
would  be  opposed  to  putting  it  back  in  the  law  for  what  I  think  were 
the  verj  sound  reasons  that  the  Committee  on  "Ways  and  IMeans  took 
it  out  in  1950.  I  believe  that  the  system  should  be  on  a  self-supporting 
basis  and  that  the  Congress,  when  there  are  financial  problems  as  there 
are  at  the  moment,  should  solve  them  as  best  it  can  in  the  responsible 
manner  that  it  has  always  done  in  the  past. 

I  would  not  favor  the  Vandenburg  provision  because  it  has,  I  think, 
the  very  good  possibility  of  introducing  a  government  subsidy  into 
the  svstem  and  I  think  it  would  also  create  less  feeling  of  ur^encv  and 
responsibility  on  the  part  of  Congress  to  provide  the  necessary  financ- 
ing when  this  is  needed  because  thev  would  sa}',  "Well,  we  can  always 
fall  back  on  this  provision.*' 

]Mr.  Ball.  Mr.  Chairman.  I  would  A^ery  much  like  to  see  tliat  pro- 
vision go  back  in  the  law,  but  my  reason  is  that  I  want  to  avoid  having 
to  build  the  reserves  up  to  as  much  as  50  percent.  If  the  Congress  were 
to  accept  the  Carter  administration  proposal  for  so-called  counter- 
cyclical general  revenues,  tlien  I  am  not  sure  the  Vandenburg  amend- 
ment would  be  needed  in  addition  although  I  would  be  glad  to  have 
both.  But.  in  the  absence  of  either  one  of  the  Government  guarantees, 
I  would  like  to  ask  Mr.  Myers  his  views  on  how  far  up  you  need  to 
build  up  the  reserves.  I  would  like  to  finance  the  system  so  that  we  did 
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not  need  to  spend  the  money  to  go  back  up  to  50  percent  of  next 
year's  benefits. 

Mr.  ^Iyers.  I  would  agree  that  it  would  be  very  difficult  to  build  the 
ratio  of  the  fimd  back  up  to  anywhere  near  the  desirable  position  in 
which  it  was  some  years  ago. 

But  I  think  there  is  another  way  of  doing  it  other  than  the  so-called 
countercyclical  government  subsidy  approach,  which,  as  I  said  in 
my  testimony,  I  oppose,  and  as  against  the  Vanderburg  amendment. 
The  other  way  to  do  it  is  to  have  a  repayable  loan  provision,  loans 
repayable  within  the  trust  funds,  repayable  with  interest  or  loans 
from  general  revenues  repaj'able  with  interest. 

Mr.  Waggonner.  If  I  could  inject  this,  Mr.  Ball  this  morning  sug- 
gested that  we  have  something  in  the  nature  of  a  government  guaran- 
tee which  would  lower  or  allow  us  to  operate  with  a  lower  reserve 
requirement.  Apparently  you  were  speaking  of  something  Cjuite  simi- 
lar to  what  Secretary  Cohen  has  suggested  when  you  were  speaking 
about  a  Federal  gurantee.  Does  that  add  anything  ? 

Mr.  Ball.  Yes,  Mr.  Chairman.  You  could  do  it,  in  my  view,  eitlicr 
way.  I  think  the  administration's  proposal  for  putting  bonds  in  the 
fund  in  order  on  this  one-time  basis  to  make  up  for  a  loss  of  revenue 
because  of  unemployment  being  above  6  f)ercent  has  an  advantage. 
It  has  the  advantage  of  coming  into  play  in  relation  to  a  definite  for- 
mula and  would  not  make  up  for  the  lack  of  financing  of  any  new 
benefits. 

I  think  the  one  thing  that  might  be  a  problem  in  a  general  under- 
writing by  general  revenues  is  if  it  created  a  temptation  to  introduce 
liberalizations  in  the  program  without  adequate  financing.  Whereas 
the  administration's  proposal  does  not  do  that;  it  comes  into  play 
because  of  a  level  of  unemi^loyment  and  a  loss  of  revenue  to  the  funds 
and  could  not  be  used  as  a  basis  for  making  up  for  the  cost  of  addi- 
tional benefits.  Such  benefits  would  have  to  financed  on  their  own. 

So,  I  think  it  does  have  that  advantage. 

Mr.  Myers'  idea  of  guaranteeing  the  funds  through  loans  instead 
of  through  an  actual  government  contribution  is  an  interesting  pos- 
sibility. I  am  not  sure  that  I  see  it  as  such  a  black  and  white  question. 
If  the  fund  continued  to  be  in  significant  difficulty  because  of  a  con- 
tinuing recession,  I  could  easily  see  the  loans  becoming  a  general 
revenue  contribution. 

Mr.  Link.  I  would  like  to  associate  myself  as  an  individual  with 
Mr.  Myers'  remarks,  in  an  attempt  to  balance  the  panel. 

Mr.  Tucker.  Mr.  Chaimian,  may  I  inquire  a  little  bit  more  on 
this? 

Mr.  Waggonner.  Yes ;  before  we  left  at  noon,  we  were  gonig  to  let 
them  argue  among  themselves  for  a  little  while  and  then  we  were 
going  to  proceed  without  questions.  I  would  rather  let  them  get  their 
differences  out  there  to  the  extent  they  could  before  we  start  inquiring. 

Mr.  Ball.  Could  I  make  a  point  on  a  different  part  of  the  proposal 
that  might  be  useful  to  the  committee  ?  It  seems  to  me  that  the  things 
we  agree  on  should  be  of  interest  to  you  as  well  as  the  differences.  I 
am  struck  bv  how  close  the  four  of  us  are  on  some  of  the  various  im- 
portant fundamental  problems  before  the  committee.  I  would  like  to 
focus  your  attention  for  a  moment  on  that. 
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Mr.  Waggonner.  Enumerate  those  areas  you  are  in  agreement 
on. 

Mr.  Ball.  All  right. 

The  first  seems  to  me — and  I  may  have  gotten  a  misimpression  of 
someone's  position  but  I  think  I  am  right.  We  agree,  for  example,  that 
wage  indexing  and  the  stabilization  of  the  replacement  rate  is  the 
right  approach  to  this  so-called  decoupling  problem. 

I  think  this  is  a  very  important  agreement  because  there  is  quite 
a  push — let  me  put  it  this  Avay :  Even  though  in  my  view  almost  all 
major  groups — the  AFL,  the  insurance  industry,  other  major  busi- 
ness organizations,  the  senior  citizens  groups  and  so  on — are  for  a 
wage-indexing  proposal  tliat  stabilizes  the  replacement  rate  into  tlie 
future,  there  is  a  contrary  view  that  is  getting  quite  a  lot  of  attention 
and  is,  of  course,  before  you.  I  refer  to  proposals  for  a  declining  re- 
placement rate  that  seems  to  me  to  be  quite  dangerous.  Under  this 
approach  you  would  seem  to  be  solving  the  long-range  actuarial  im- 
balance problem  by  the  device  of  reducing  the  relationship  of  bene- 
fits to  previous  earnings.  You  bring  the  program  into  long-range  bal- 
ance on  the  assumption  that  the  Congress  is  not  going  to  move  in  and 
keep  the  benefit  sti-ucture  up  to  date. 

I  think  we  are  agreed  that  you  make  it  easy  to  have  liberalizations 
of  the  program  without  their  being  full  financed  by  this  device.  It 
understates  the  true  cost  by  assuming  that  benefits  will  not  be  kept 
up  to  date  with  past  wages.  For  us  and  for  those  who  represent  such 
a  variety  of  views  as  the  groups  I  mentioned,  to  agree  on  stabilizing 
the  replacement  rate  seems  to  me  a  very  important  point. 

The  chairman  asked  me  what  else  we  agreed  on.  It  seemed  to  me 
as  I  was  listening  to  the  testimony  that  we  also  agreed  on  the  need 
to  move  up  the  contribution  rates  that  are  now  scheduled  in  2011  and 
put  them  into  effect  sooner. 

Mr.  Myers  wants  to  have  those  rates  go  into  effect  sooner  than  Mr. 
Cohen  and  I  do,  but  there  is  no  disagreement  that  there  needs  to  be 
increases  in  the  rate.  We  say  beginning  about  1985  and  would  like  to 
take  care  of  the  short  term  problem  in  other  ways. 

I  think  there  is  agreement  in  returning  to  the  traditional  1.5  times 
the  employment  rate  for  the  self-employed.  I  think  there  is  probably 
agreement,  even  though  it  is  not  in  the  administration's  proposal,  on 
phasing  out  the  minimum  benefit  by  keeping  it  at  the  present  dollar 
level.  I  think  tliere  is  agreement — even  though  the  administration  has 
not  recommended  this — that  all  government  employees,  both  State 
and  local  and  Federal,  ought  to  be  covered  under  the  compulsory  sys- 
tem so  you  do  not  have  this  windfall  situation  because  of  the  weighted- 
benefit  formula  in  social  security.  I  think  we  would  agree  that  in  some 
way  you  need  to  counter  the  Supreme  Court  decisions  that  gave  wind- 
fall benefits  to  husbands  and  widowers.  I  am  not  exactly  sure  our  solu- 
tion would  be  the  same.  Mine  would  be  to  coimt  retirement  benefits 
that  were  earned  in  noncovered  employment — like  Federal  civil  serv- 
ice— as  if  they  were  social  security  benefits  for  purposes  of  the  dual 
benefit  provision,  but  in  one  way  or  another,  we  agree  something  like 
that  needs  to  be  done. 

These  areas  of  agreement,  and  I  may  have  left  out  some 

Mr.  JMyers.  I  think  you  left  out  two  important  ones.  One  was  the 
need  for  action  as  rapidly  as  possible  to  solve  the  financial  situation, 
and  the  other,  perhaps  the  most  important,  we  agreed  the  Commit- 
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tee  on  Ways  and  Means  over  the  decades  has  always  taken  such  action 
to  maintain  the  financial  integrity  of  the  system. 

Mr.  Ball.  Absolutely.  We  will  get  back  to  our  difference  in  a  min- 
ute, but  I  would  like  to  add  one  other  thing  on  our  agreement. 

It  strikes  me  that  none  of  us  are  tremendously  concerned  about  the 
need  to  bring  the  long-range  imbalance  right  down  to  zero.  We  seem 
to  be — in  all  of  our  proposals — quite  content  if  we  can  reduce  this 
long-range  actuarial  imbalance  somewhere  below  2  percent,  say  1  to 
2  percent,  and  that  what  we  are  focusing  on  is  making  sure  there  is  an 
excess  of  income  over  outgo  for  the  next  30  to  35  years.  This  position 
expresses,  I  think,  our  common  feeling,  that  the  conditions  that  deter- 
mine costs  in  the  next  century — participation  rates  of  older  people  in 
the  labor  force,  fertility  rates  and  so  on — are  uncertain  enough  that 
we  don't  necessarily  feel  the  committee  proposals  need  to  result  in  any- 
thing like  an  exact  long-range  actuarial  balance  based  on  a  particular 
set  of  cost  estimates  presented  by  the  trustees. 

Mr.  CoHEx.  I  think  that  is  a  very  fair  summary,  Mr.  Chairman,  of 
the  areas  we  are  in  agreement  on. 

Mr.  IMters.  I  agree,  too. 

Mr.  Link.  Yes. 

Mr,  Waggonner.  So  that  we  can  move  on,  I  think  we  will  focus  on 
this  area  of  disagreement  with  questions.  We  will  move  to  some  ques- 
tions now. 

Mr.  Archer  ? 

Mr.  Aecher.  Thank  you,  Mr.  Chairman. 

This  is  so  complex  it  is  difficult  to  know  where  to  start.  I  would  like 
to  start  with  the  proposal  to  put  general  funds  into  the  trust  fund. 
Mr.  Ball,  you  said  that  the  Government  guarantee  would  be  very 
helpful  and  reduce  the  amount  of  reserve  that  would  be  required.  I 
think  the  people  of  this  country  know  or  should  know  that  the  Con- 
gress is  not  going  to  let  tlie  social  security  system  go  bankrupt.  That 
is  unthinkable  in  any  pragmatic  political  sense. 

It  troubles  me  that  Secretary  Califano  came  before  this  committee 
in  support  of  the  administration's  program  and  said  that  deficit  spend- 
ing is  not  inflationary,  and  I  said,  "Would  you  repeat  that,  please," 
and  he  said,  "Yes,  deficit  spending  is  not  inflationary,"  and  I  said  "I 
am  glad  the  administration  is  on  record  by  stating  deficit  spending  is 
not  inflationary." 

I  see  nothing  in  the  administration  proposal  to  put  money  into  the 
general  treasury  so  that  it  can  go  into  the  social  security  trust  fund, 
and  if  it  is  not  put  in  there,  we  have  another  problem  in  over  all  infla- 
tion, and  the  majority  of  the  economists  in  this  country  have  reached 
the  conclusion  that  inflation  is  one  of  the  major  causes  of  unemploy- 
ment in  this  country.  You  compound  the  whole  problem  when  you 
start  dipping  in  and  saying  we  don't  have  to  worry  about  what  we 
take  out  of  general  treasury  funds  because  nobody  pays  for  it  that  way 
and  we  are  not  going  to  propose  a  tax  to  put  the  money  in  there. 

This  is  one  of  my  major  problems  with  the  administration  proposal, 
plus  the  fact  that  they  have  totally  refused  to  look  at  the  benefits 
structure.  It  sems  to  me  that  we  have  got  to  either  work  on  the  benefit 
structure,  have  higher  taxes  or  have  inflation,  one  of  those  three  things. 

You  don't  get  something  for  nothing.  I  would  just  like  to  have  j^our 
general  response  to  that  rather  complicated  statement. 
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Mr.  WagCxOt^ner.  You  don't  want  to  ropeat  the  question  though. 

Mr.  Ball.  It  is  such  a  complicated  subject,  as  you  say,  it  is  hard  to 
take  hold  of  any  one  part  of  it.  Perhaps  I  should  comment  on  the  latest 
thing  you  said  and  then  back  to  the  first  part. 

I  think  the  administration  has  taken  a  partial  look  at  the  benefit 
side.  It  seems  to  me  one  of  the  most  important  things  before  this  com- 
mittee is  the  question  of  decoupling  on  a  wage  index  basis — that  what- 
ever you  decide 

Mr.  Archer.  We  all  agree  we  need  decoupling.  So,  I  don't  think  we 
need  to  get  into  that. 

Mr.  Ball.  Except  the  basis  that  you  use  to  do  it  is  terribly  impor- 
tant. But  leaving  that  aside,  as  I  was  saying  the  administration  has 
proposed  a  way  of  countering  the  Supreme  Court  decisions — which 
would  over  the  next  several  years  result  in  quite  an  outflow  of  money. 
But  basically,  you  are  right,  except  for  decoupling  it  is  a  question  of 
financing  the  commitments  that  are  made  in  present  law  that  the  ad- 
ministration is  focusing  on.  I  am  sure  I  don't  need  to  point  out  to  you 
that  I  am  in  the  fortunate  position  nowadavs  of  not  having  to  defend 
the  administration's  position  or  clear  my  thoughts  with  the  0MB  or 
anyone  else.  That  does  not  necessarily  mean  that  my  ideas  have  im- 
proved, but  they  are  at  least  completely  my  own. 

On  the  countercvclical  use  of  g-eneral  revenues,  I  would  like  to 
emphasize  how  limited  a  proposal  it  is.  It  has  solely  the  effect  of  mak- 
ing it  possible  to  have  lower  reserves.  It  reallv  does  not  mean  that  you 
fire  going  to  spend  general  revenue  money.  If  the  estimates  turn  out 
to  be  correct  you  would  never  cash  the  bonds.  All  it  does  is  to  say  the 
Government  will  promise  to  pay  if  the  fund  is  allowed  to  drop  to  a 
point  where  the  bonds  have  to  be  cashed.  As  you  say  the  Government 
already  has  such  an  obligation  without  any  formal  commitment.  This 
]3roposal  merelv  makes  the  formal  commitment  that  the  Government 
will  pay  should  the  funds  drop  down  to  that  last  $14  billion  and  the 
bonds  are  cashed.  It  does  not  affect  the  budget  at  the  present  time.  It 
affects  the  debt  of  the  United  States  but  not  the  budget.  It  is  really  just 
u]iderlining  what  yoii  say  already  exists  and  that  is  the  commitment 
of  the  Government  to  pay  if  there  is  no  other  way  out. 

I  will  say  this  to  you,  Mr.  Archer,  that  although  you  and  I  agree 
that  there  is  a  commitment  by  the  Government  that  if  they  had  to — 
one  wav  or  another — they  would  make  good  on  social  security  promises. 
I  have  been  making  enough  talks  on  social  securitv  around  the  country 
before  senior  citizen  groups  and  so  on  to  realize  this  is  not  necessarily 
a  view  that  is  held  by  all  people.  There  is  real  concern  out  there,  real 
concern  that  maybe  there  would  be  a  default.  Now,  I  think  it  is  an 
unreasonable  concern.  I  agree  with  you.  All  this  sort  of  a  proposal  does 
is  to  try  to  allav  that  concern.  This  proposal  or  putting  back  the  Van- 
denburg  amendment  results  in  not  having  to  build  up  the  reserves  as 
hish  as  you  otherwise  would.  It  is  not  a  proposal  to  actually  spend 
general  revenues.  Am  I  making  that  clear? 

Mr.  Archer.  I  fully  understand  that.  But,  you  have  not  touched 
on  where  this  money  is  going  to  come  from  or  the  inflationary  as- 
pects of  it. 

Mr.  Ball.  I  don't  think  it  is  ever  reallv  going  to  have  to  come 
from  anywhere.  The  proposal  is  to  add  bonds  to  the  trust  funds  which 
are  promises  to  pay  later  if  the  fund  is  ever  drawn  down  to  the  point 
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of  $14  billion.  If  that  point  were  ever  reached,  the  funds  would  have 
to  sell  the  bonds  and  then  general  revenues  -svould  pay. 

Mr.  CoHEX.  That  is  the  ingenious  part  of  it,  Mr.  Archer,  that  it  has 
no  inflationary  effect.  It  is  the  issuance  of  bonds  which  increases  the 
debt  but  it  does  not  increase  any  expenditure,  therefore  it  does  not 
have  any  inflationary  eflect. 

Mr.  APtCHER.  Surely  this  is  an  incredible  statement,  because  you  are 
going  to  replace  what  would  otherwise  come  into  the  fund  in  the  way 
of  taxation  with  further  borrowing • 

Mr.  Cohen.  Xo,  sir,  under  their  assumption,  you  lower  the  reserves, 
you  are  not  replacing  money  that  comes  in  from  taxation. 

Mr.  Archer.  If  there  is  more  revenue  placed  in  the  social  security 
trust  funds  that  can  in  turn  be  lent  to  the  General  Treasury,  which  has 
been  the  custom,  and  the  Treasury  does  not  have  to  go  out  and  bor- 
row more  money  from  the  private  sector,  is  that  not  fighting  inflation  ? 
If  you  don't  do  that,  then  the  Treasury  must  go  out  and  borrow  in 
the  private  sector  to  get  the  money  to  operate  with  and  that  is  infla- 
tionary because  it  becomes  amortized. 

JSIr.  Cohen.  No,  sir,  you  are  absolutely  incorrect.  You  don't  under- 
stand the  President's  proposal. 

Mr.  Archer.  I  understood  the  Preside]it  is  saying  we  don't  need 
as  much  money  in  the  social  security  reserve  which  means  there  is 
going  to  be  less  money  available  to  loan  to  the  Treasury,  with  a  re- 
quirement that  the  Treasury  has  to  go  to  the  private  sector  and  bor- 
row more  money.  I  understand  that  very  well. 

Mr,  Cohen.  No,  sir.  You  do  not  understand  the  President's  proposal. 
There  are  two  separate  issues,  whether  you  are  for  or  against  general 
fund  financing,  and  I  think  there  is  a  dilTerence  of  opinion  on  that 
that  I  recognize.  If  you  are  against  general  fund  financing  in  any 
way,  shape,  or  manner.  I  can  understand  that  position.  The  Presi- 
dent's proposal  is  not  that.  It  is  to  put  bonds  in  the  trust  fund  so  you 
can  lower  the  reserves  so  you  don't  have  to  tax  people  as  much  in 
tlie  contributions  as  you  otherwise  would  if  you  maintained  a  higher 
reserve.  That  is  not  inflationary. 

Mr.  Myers.  I  think  the  one  point  Mr,  Ball  and  Mr.  Cohen  forget 
about  this,  is  it  might  appear  to  be  a  paper  transaction  at  the  time 
it  is  made  but  there  is  interest  to  be  made  on  those  bonds  forever.  If 
the  fund  is  not  used  and  drawn  below  the  $14  billion,  you  would  have 
to  raise  taxes  in  the  future  to  pay  the  interest. 

Mr.  Ball.  That  is  true  to  the  extent  of  the  interest  on  the  $14  bil- 
lion. I  agree.  But  that  is  not  a  large  amount. 

Mr.  jMyers,  On  the  $14  million  as  in  my  statement,  I  expressed  oppo- 
sition that  I  am  opposed  to  any  Government  subsidy  and  I  also  oppose 
At  on  the  grounds  that,  if  I  inay  say  so,  it  is  a  phoney  figure.  The 
arithmetic  in  deriving  this  estimate  just  won't  hold  water.  The  tax  loss 
to  the  unemployment 

Mr.  Cohen.  "I  am  perfectly  willing  to  lower  the  reserve  ratio  from 
the  present  50  percent  to  35,  30,  or  25  percent,  not  necessarily  using 
any  money  from  general  revenues  whatsoever,  as  long  as  you  finance 
from  taxes  the  money  for  the  next  5  years  to  pay  the  current  benefits 
and  leave  a  reasonable  reserA^e  at  that  point.  I  think  there  are  two 
separate  issues.  If  the  committee  and  the  members  of  the  committee 
don't  want  to  put  general  revenue  taxation  in  any  form,  in  any  way, 
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good,  bad  or  indifferent,  then  agree  to  the  lowering  of  tlie  reserve- 
ratio  and  the  financing  of  the  program  from  the  other  sources,  that 
would  be  a  perfectly  tenable  position.  If  the  committee  would  decide- 
to  do  that,  I  would  be  very  satisfied,  because  the  important  point  at 
this  juncture  is  to  get  enough  money  into  the  system  to  be  able  to 
preserve  the  financial  integrity  of  the  system. 

Mr.  Ball.  I  just  wanted  to  suggest  in  response  to  Mr.  ISIyers'  feel- 
ing on  this  estimate  of  $14  billion,  that  the  committee  might  want  to 
ask,  if  it  has  not  done  so,  for  a  memorandum  from  the  Department 
of  HEW  on  how  they  arrived  at  the  figure  and  also  get  their  reaction 
to  Mr.  Myers'  criticism  of  the  figure.  It  might  be  helpful  to  the  com- 
mittee to  enter  such  a  memorandum  into  the  record  at  this  point. 

Mr.  Cohen.  I  want  to  add,  Mr.  Chairman,  in  my  paper,  Mr.  Archer, 
I  have  presented  a  number  of  different  ways  other  than  the  counter- 
cyclical financing.  If  you  v/ant  to  do  general  revenue  financing,  I  think 
that  is  why  I  tried  to  identify  two  separate  issues.  If  you  are  in  agree- 
ment that  there  ought  to  be  some  general  financing  in  order  not  to  raise 
the  payroll  taxes  that  high,  there  are  some  other  waj'S,  some  of  which 
I  consider  as  good  or  better  than  what  the  President  recommended. 
Then,  you  might  want  to  look  at  that.  But,  if  you  are  against  any 
general  revenue  financing,  then  you  have  to  go  to  the  point  of  raising 
the  payroll  tax  rates  higher  if  you  want  to  retain  the  reserve  ratio 
or  lower  tlie  reserve  ratio  and  increase  the  payroll. 

Mr.  Archer.  Has  anyone  who  favors  general  revenue  financing  ever 
submitted  a  tax  proposal  to  put  extra  money  into  the  general  treasury  ? 

Mr.  Ball.  I  don't  know  about  a  bill  but  I  think  some  people  are  for 
that,  and  I  am  not  among  them.  They  have  proposed  a  surcharge  on 
the  income  tax — things  like  that. 

Mr.  Archer.  I  have  not  seen  any  proposal  so  far.  Everybody  seems 
to  want  to  make  something  out  of  nothing,  which  is  a  beautiful  way 
to  do  things. 

[Mr.  Link  supplied  the  following  information :] 

The  Equitable  Life  Assurance  Society  of  the  United  States, 

New  York,  N.Y.,  August  2, 1977. 
Hon.  William  R.  Archek. 
Longworth  House  Office  Building, 
Washington,  D.O. 

Dear  Congressman  Archer  :  I  was  interested  in  yonr  incisive  qnestioninsr  on 
July  ISth,  concerning  tlie  Administration's  proposal  to  provide  some  Social  Se- 
curity financing  from  general  revenues  and  to  lower  tlie  reserve  requirement 
under  the  Social  Security  system.  This  occurred  during  a  discussion  and  question 
period  following  a  panel  presentation  by  Bob  Ball,  Wilbur  Cohen,  Bob  Myers,  and 
myself. 

The  quality  of  the  public  discussion  on  this  subject  has  been  unsatisfying  to 
me.  One  gets  the  impression  that  people  are  tallving  past  each  other.  I  had  the 
same  impression  on  July  18th.  I  felt  like  commenting  at  the  time,  but  I  couldn't 
get  my  thoughts  in  order  and  the  moment  passed. 

I  have  now  submitted,  in  retrospect,  an  item  for  possible  inclusion  in  the  rec- 
ord of  the  hearing.  It  reperesents  an  effort  ot  narrow  the  scope  of  the  questions  so 
as  to  improve  the  quality  of  the  dialogue. 

I  enclose  a  copy  of  this  submission.  As  you  can  see.  it  is  my  general  impression 
the  general  revenue  financing  and  reduced  reserve  requirements  as  proposed  by 
the  Administration  would  constitute  deficit  financing.  Whether  that  is  inflation- 
ary is  apparentl.v  not  a  simple  question. 

I  wish  you  and  your  colleagues  great  wisdom  as  you  continue  your  effort  to 
resolve  these  very  dfiicult  Social  Security  questions. 
Sincerely, 

Robert  F.  Link, 
Vice  President  and  Actuary. 
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There  is  such  a  jumble  of  issues  here  that  people  discussing  this  subject 
might  not  even  agree  as  to  what  question  they  are  discussing.  One  question  is, 
is  deficit  financing  inflationary  per  se?  I've  always  thought  it  v\'as,  but  I'm  some- 
what surprised  to  find  that  the  views  of  economists  on  this  subject  are  mixed. 

Another  question  is,  would  implementation  of  the  Administration  proposal 
to  make  limited  contributions  to  the  trust  funds  from  general  revenues  con- 
stitute deficit  financing?  It  might  help  to  ask,  compared  to  what?  Collecting  the 
same  contribution  amounts  through  an  appropriate  increase  in  FICA  taxes 
would  seem  not  to  be  deficit  financing.  If  the  amounts  are  not  collected  from 
taxpayers  in  some  way  under  the  Administration  proposal,  then  this  proposal 
would  seem  to  involve  deficit  financing  relative  to  getting  the  funds  through 
FICA  taxes. 

How  about  the  reduction  in  reserve  requirements?  Again,  this  can  be  com- 
pared with  an  approach  that  collects  the  amounts  necessary  for  the  higher 
reserve  by  increasing  FICA  taxes.  The  proposal  to  lower  I'eserve  requirements 
apparently  contemplates  lower  income  with  no  change  in  outgo.  It  thus  appears 
to  involve  deficit  financing  relative  to  the  approach  that  uses  FICA  taxes  to  fund 
the  reserve  on  the  old  basis. 

It  seems  to  me  that  there  is  a  good  deal  of  room  for  improvement  in  the 
clarity  of  the  arguments  on  this  subject. 

Mr.  Waggonner.  Mr.  Tuclcer  ? 

Mr.  Tucker.  Thank  3-011,  ]Mr.  Chairman. 

Let  me  ask  the  panel  how  liifih  they  believe  the  tax  rate  on  em- 
ployees or  employers  should  be  in  order  to  finance  the  system? 

Mr.  CoHEx.  Do  you  want  me  to  start  on  that  ?  I  think  you  cannot 
answer  that  in  a  vacmnn,  because  I  think  you  have  got  to  take  into 
account  what  other  taxes  are  and  whether  you  retain  the  earned  in- 
come credit  or  liberalize  it.  A  big  improvement  was  made  a  couple  of 
years  age  when  Congress  adopted  the  earned  income. 

Mr.  Tucker.  Utilizing  existing  law,  how  high  ? 

Mr.  Cohen.  Utilizing  the  existing  law,  3^011  mean  for  tomorrow  or 
60  years  from  now  ? 

Mr.  Tucker.  With  what  we  have  to  work  with  right  now,  assuming 
we  don't  make  any  changes  over  the  next  25  3- ears. 

Mr.  CoHEisr.  Over  25  3'ears,  I  think  3'OU  could  go  up  another  prob- 
able 1.5  or  2  percent  of  payroll  for  OASDI. 

Mr.  Tucker.  Would  any  of  3^ou  have  different  figures  as  to  how 
high  you  think  it  should  go,  just  as  a  matter  of  general  fairness 
assuming  the  current  state  of  the  law  ? 

Mr.  Myers.  I  think  there  is  no  magical  limit  that  you  just  cannot 
go  beyond  this.  I  think  as  long  as  it  is  increased  gradually  it  can  be 
worked  into  the  econom3'  and  I  think  it  is  much  better  to  have  a 
direct  visible  rate  like  that  so  the  people  realize  what  they  are 
i)earing. 

Mr.  Ball.  Personalb/,  I  would  not  like  to  see  the  contribution  rates 
raised  any  higher  than  those  scheduled  in  present  law.  Those  that 
are  scheduled  allow  for  considerable  increase,  as  3'Ou  know. 

Mr.  Waggonner.  Mr.  Link  ? 

Mr.  Link.  I  would  toss  out  a  figure,  7.5  percent,  which  relates  to 
the  present  5.85  percent  as  being  wliat  appears  to  me  to  be  an  ulti- 
mateH"  tolerable  figure  that  could  be  worked  into  the  economy. 

]\Ir.  Tucker.  How  high  would  we  have  to  raise  the  contributory  rate 
in  order  to  meet  the  Drojected  deficits  in  the  system? 

Mr.  Link.  I  don't  have  the  answer  to  that  question.  I  will  offer  an 
answer  to  a  somewhat  related  question.  I  have  estimated  with  the 
assistance  of  Bob  M^-ers  that  the  decoupled  benefits  proposed  by  the 
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administration  could  be  supported  in  1986,  just  for  example,  with  a 
tax  rate  of  the  approximate  level  of  7.1  percent.  This  includes  5  7 
percent  for  OASDI  and  a  cruesstimate  of  1.4  percent  for  health  in- 
surance. It  can  be  crudely  related  to  the  administration's  6.7  percent 

m  1986.  ^ 

Mr.  Tucker.  Down  the  line  by  the  end  of  the  century  if  we  don't 
make  some  other  type  of  change,  assuming  we  do  the  decouplino- 
would  we  have  to  get  above  an  8-  or  9-percent  level  in  order  to  financ& 
this  system,  in  your  judgment  ? 

Mr.  Myers.  You  would  have  to  get  around  8  percent,  not  over  9  • 
more  likely  around  8  percent.  ' 

Mr.  Ball.  When  you  say  without  other  changes,  if  you  finance  the 
whole  deficit  through  the  contribution  rate;  but  I  would  certainly 
want  to  make  it  clear  I  am  not  for  that. 

Mr.  ScHULZE.  You  are  assuming  a  stable  wage  base  ? 

Mr.  Tucker.  Yes,  assuming  what  we  have  in  the  law  basically  rio-ht 
now  as  far  as  the  increase  in  the  wage  base  and  getting  the  decoupling. 

Mr  Ball.  And  financing  the  whole  remaining  deficit  out  of  1i 
contribution. 

Mr.  Tucker.  Have  any  of  you  made  any  calculations  on  how  much 
money  we  lost  m  the  8  years  when  the  wage  rate  was  frozen  at  the 
1 -percent  level? 

We  stayed  at  1  percent  until  1949. 

Mr.  Myers.  1950  it  went  up  to  8..5  percent. 

Mr  Tucker.  How  much  money  did  we  lose  by  freezing  it  instead 
ot  following  the  original  recommendation  in  1935? 

Mr.  Myers.  It  is  a  very  easy  calculation  to  make. 

Mr.  Cohen.  Several  billion  dollars. 

Mr.  Tucker.  And  we  also  lost  money  by  not  increasing  the  wao-e 
base  as  we  went  along ;  is  that  not  correct  ?  '^ 

Mr.  Cohen.  Assuming  you  kept  the  $3,000  proportion  of  1939  the 
same  all  the  way  along. 

Mr  Tucker.  And  general  revenue  sharing  is  not  something  brand 
new,  I  mean,  aside  from  Senator  Murray's  amendment  to  the  Vanden- 
burg  amendment  m  1944,  we  currently  have  the  Prouty  benefits  which 
are  paid  out  of  general  revenues  since  1966,  and  although  those  are 
limited  now  that  is  a  straight  general  revenue  contribution:  is  that 
correct  ? 

Mr.  Ball.  It  is  paid  for  those  specific  benefits. 

In  all  honesty,  I  would  not  consider  it  a  subsidy  of  the  system  in 
general. 

Mr.  Tucker.  How  about  the  noncontributorv  military  wage  credits  ? 
Would  you  consider  that  a  direct  contribution  but  of  ^enerai 
revenue  ? 

It  is  not  paid  for  out  of  the  trust  funds. 

Mr.  Myers.  I  would  consider  it  an  employer  cost,  just  as  there  are 
some  300,000  or  400,000  Federal  employees,  temporary  employees, 
wfio  are  under  OASDI  now  and  there  is  an  employer  cost  for  "that 
paid  from  the  Federal  Government— you  might  say,  out  of  general 
revenues,  but  I  would  view  that  as  an  employer  cost  and  not  as  a 
genera]  Government  subsidy. 

Mr.  Tucker.  That  is  because  the  employer  happened  to  be  the 
Government  m  that  case,  but  it  is  out  of  general  revenue  funds. 
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How  about  the  Japanese  interest  ? 

Mr.  Cohen.  That  was  because  of  Government  action.  I  think  your 
best  case 

Mr.  Tucker.  I  will  get  to  that. 

How  about  hospital  insurance  ? 

Mr.  Cohen.  That  is  your  best  case.  I  believe  when  the  Ways  and 
Means  Committee,  which  I  was  a  party  to  in  1965,  on  the  decision  to 
pay  half  of  the  cost  of  physicians'  services  out  of  general  revenues 
was  an  important  step  forward  in  recognizing  that  you  want  to  keep 
the  regressive  nature  of  the  payroll  tax  down  to  as  reasonable  a  level 
as  you'can,  consistent  with  Mr.  Myers  and  my  position  that  employers 
and  employees  should  contribute  something. 

Now,  that  is  for  part  B,  I  meant,  supplemental  medical  insurance 
(SMI).  If  you  were  to  apply  the  same  principle  to  part  A  and  if 
Congress  were  to  change  and  say  that  we  will  pay  half  of  the  com- 
bined effects  of  part  A  and  part  B,  wdiich  was  very  reasonable  and 
consistent  with  that,  you  could  direct  that  amount  of  money  which  is 
equivalent  to  about  $5  billion  a  year  to  the  cash  benefits. 

Mr.  Tucker.  That  is  the  supplementary  hospital  insurance. 

Mr.  Cohen.  Oh,  the  blanketing  in  part  you  were  talking  about. 

That  is  not  in  my  opinion 

Mr.  Tucker.  But  the  SMI  very  clearly  is  ? 

Mr.  Cohen.  Yes,  the  SMI  is. 

Mr.  Tucker.  That  is  $5.1  billion  a  year  from  the  general  revenues 
that  go  to  the  trust  funds. 

Mr.  ^Iyers.  I  don't  think  the  SMI  situation  is  a  precedent.  The 
reason  there  is  a  Goverimient  contril:>ution  for  SMI  is  that  the  only 
way  the  system  could  operate  would  be  to  have  somebody  els©  be- 
sides the  individual  enrollees  pay. 

There  would  have  been  antiselection  against  the  program.  The  only 
person  available  was  the  General  Treasury.  It  seems  to  me  in  any 
payroll  supported  program  the  entire  support  should  come  from  the 
payroll  taxes  themselves  without  confusing  the  issue  with  general 
revenues. 

Mr.  Cohen.  If  it  is  logical  to  pay  one-half  of  part  B,  there  is  nothing 
inconsistent  in  paying  half  or  any  other  portion  of  part  A  and  part  B 
combined. 

Mr.  Myers.  No,  I  don't  think  it  is  inconsistent  because  the  only  way 
part  B  could  have  operated  with  vohmtary  payments  from  the  par- 
ticipants and  volmitary  participation  is  if  there  was  some  equaliza- 
tion of  money  coming  in  from  somewhere  else  so  that  it  was  ahvays 
a  good  buy  for  each  participant. 

Mr.  Cohen.  By  now  it  is  not  voluntary  any  more.  The  voluntary 
nature  is  about  dissipated  and  it  seems  to  me  that  is  a  very  fruitful 
line  of  inquiry  which  I  hope  the  subcommittee  will  look  into. 

Mr.  Tucker.  When  the  Social  Security  Act  was  first  created  was 
there  an  assumption  or  a  discussion  of  a  full  reserve? 

Mr.  Myers.  There  are  two  aspects.  In  the  original  act  there  was 
going  to  be  quite  a  large  reserve,  some  $47  billion,  which  then  seemed 
much  larger  than  $47  billion  is  now. 

That  was  never  intended  to  be  a  full  actuarial  reserve. 
It  was  just  a  quite  large,  you  might  say,  modified  reserve.  This  was 
intended  to  be  a  completely  self-supporting  system  in  the  original  law. 
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It  is  true  in  the  studies  that  were  made  underlying  the  original  law 
that  the  Committee  on  Economic  Security  came  up  with  a  proposal 
that  there  would  eventually  be  a  Government  subsidy,  eventually 
meaning  somewhere  in  the  1960s. 

However,  President  Franklin  Roosevelt  vetoed  that  idea  and  said 
he  wanted  the  system  to  be  completely  self-supporting  from  the  tax 
income. 

Mr.  Ball.  Could  I  add  to  that,  ]Mr.  Tucker? 

The  Advisory  Council  of  1938,  the  first  Advisory  Council  after 
there  was  a  law^,  took  the  same  view  as  the  people  who  developed  the 
original  recommendations  on  the  program.  The  Advisory  Council's 
very  first  recommendation  on  financing,  was  to  eventually  have  a 
significant  pait  of  the  social  security  system  financed  from  general 
revenue. 

Mr.  Tucker.  That  is  absolutely  correct.  That  was  in  1938  the  first 
report  suggested  general  revenue  financing  and  it  expected  general 
revenue  financing  to  pick  up  a  big  portion  of  the  benefits  in  the  future  ; 
is  that  correct  ? 

jVIr.  Ball.  Correct. 

Mr.  Cohen.  But  the  employee  members  of  the  Council  and  the  in- 
surance members  of  the  Council  agreed  on  that  unanimously. 

Mr.  Tucker.  What  was  the  effect  of  the  1939  decision  to  move  to  a 
more  contingent  reserve  fund  ? 

In  1939,  the  Congress 

Mr.  CoHEx.  I  would  like  to  explain  that.  In  1939  a  very  basic  funda- 
mental change  in  attitude  was  taking  place  in  which,  in  effect,  more 
current  benefits  were  paid  out  and  the  long-range  nature  of  the  old 
age  benefits  was  reduced. 

So,  you  really  had  what  sometimes  is  called  a  more  current  cost  sys- 
tem by  increasing  the  expenditures  in  the  earlier  years  and  decreasing 
them  in  the  later  years. 

You  have  a  system  in  which  the  expenditure  rate  reached  a  peak 
earlier,  sometimes  called  tilting  the  expenditure  situation,  and  there- 
fore it  was  thought  in  1939  that  the  net  effect  would  be  that  the  sys- 
tem would  be  self-financing  despite  the  1939  Council  because  you  didn't 
have  to  build  up  as  large  a  reserve  later  on. 

I  think,  therefore,  the  Ways  and  Means  Committee  and  the  Senate 
Finance  Committee  agreed  on  the  changes  in  the  benefit  structure  while 
at  the  same  time  being  in  f a^^or  of  a  self-supporting  system. 

Mr.  Tucker.  The  Senate  Finance  Conmiittee  in  1939  on  page  19  made 
this  statement  in  connection  with  the  changes  at  that  time : 

It  is  obviously  tnie  that  Con.i^ress  obligates  itself  in  the  future  to  make  what- 
ever direct  appropriations  are  necessary  to  maintain  the  full  and  complete 
solvency  of  the  old  age  and  survivors  benefits  fund  because  there  could  be  no 
more  solemn  public  trust. 

This  is  inherent  in  the  decision  made  by  the  Congress  in  1939. 

Tliis  was  the  1944  Senate  Finance  Committee  report  in  connection 
witli  tlie  Vandenburg  amendments. 

Now,  Mv.  Myers,  earlier  in  your  remarks  yon  made  comments  about 
the  Ways  and"^  Means  decisions  in  1950.  What  was  the  justification 
stated  by  this  committee  in  1950  for  removing  the  jMurray  amend- 
ment providing  for  general  financing? 
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]Mr.  JMyers.  As  I  recall,  the  basic  thought  of  the  decision  of  the 
Committee  on  Ways  and  ISIeans  was  they  believed  the  financing  pro- 
vided in  the  law  should  be  sufficient  so  the  system  would  be  self-sup- 
porting and  if  it  turned  out  it  wasn't,  then  changes  would  be  made  in 
the  financing  as  happened  several  times  in  the  past. 

Mr.  Tucker.  But  there  was  no  statement  by  the  committee  that  gen- 
eral revenue  sharing  was  evil  or  contradictory  to  the  fund  but  wasn't 
it  that  you  had  such  an  enormous  resei-ve  at  this  time  that  it  didn't 
look  like  you  would  need  it  ? 

]\Ir.  Myers.  I  think  they  said  we  will  assure  there  will  l3e-  enough 
financing  directly  that  we  don't  want  this  possibility  of  a  Government 
contribution. 

Mr.  CoiiEKT.  Mr.  !Myers  was  the  actuary  at  that  time  in  the  commit- 
tee and  the  committee  was  satisfied  v/ith  Mr.  Myers'  estimates  that  the 
income  and  the  outgo  was  sufficient  to  maintain  the  system  and  there- 
fore in  the  c-onference  they  said  why  do  you  need  the  Vandenburg 
amendment  and  they  said  that  we  are  not  saying  that  you  need  it  and 
the  committee  said,  "Well,  take  it  out." 

But,  there  was  no  reversal  or  any  comment  on  any  action.  I  think 
in  relation  to  Mr.  Archer's  point,  yes,  I  think  there  is  that  commitment 
but  I  think  for  those  of  us  who  go  out  and  defend  the  system,  we 
would  like  to  see  something  explicit  in  the  law  or  the  committee  repoi-t 
which  would  say  that  which  would  allay  the  anxieties  about  the 
system. 

Mr.  Tucker.  I  have  used  up  my  time.  I  will  point  out  the  Congress 
has  said  that  in  the  past,  it  has  been  said  in  the  Senate  Finance  Com- 
mittee report,  said  by  Senator  Murray,  agreed  to  repeatedly  by  Sena- 
tor Vandenburg,  by  Senator  Green,  there  has  been  the  Advisoiy  Com- 
mittee recommendations  in  1939  and  1949,  and  that  commitment  has 
been  made  over  and  over  again. 

The  question  is  whether  the  Congress  is  now  going  to  make  good  on 
the  commitment  that  we  have  patted  ourselves  on  the  back  about  dur- 
ing the  preceding  40  years. 

Thank  you,  Mr.  Chairman. 

]Mr.  Waggonner.  Thank  you,  IMr.  Tucker. 

The  only  problem  is  Senator  Vandenburg,  Senator  Murray — those 
peoi^le  are  not  around  any  longer. 

"\^niat  they  had  to  say  was  written  into  a  committee  report  and 
did  not  have  the  statutory  effect  that  maybe  you  would  like  for  it  to 
have  had. 

One  of  the  real  problems  here  is  one  Congress  can't  commit  another 
successor.  I  understand  what  you  are  talking  about. 

That  is  our  problem. 

Mr.  Lederer  ? 

Mr.  Lederer.  What  are  the  various  forms  of  decoupling  of  the  social 
security  system  and  which  do  you  as  a  panel  prefer  ? 

]Mr.  Myers.  If  I  can  speak  for  my  two  colleagues  on  either  side  of 
me,  there  are  probably  three  diiferent  forms,  one  by  wage  indexing, 
one  by  price  indexing,  and  the  other  is  use  a  final  wage  approach. 

I  think  the  three  of  us  agree  very  strongly  that  the  wage  indexing 
approach  is  by  far  the  best  way  to  do  it. 

Air.  Lederer.  Do  you  all  four  agree  to  that  ? 
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Mr.  LixK.  I  am  imdecided.  It  seems  to  me  this  is  not  so  much  a 
technical  question  as  it  is  a  political  question.  If  you  use  the  wage 
indexing  you  produce  a  result  that  is  very  understandable ;  you  have 
made  the  replacement  ratios  more  or  less  permanent  until  you  decide 
to  do  something  with  them. 

If  you  use  the  CPI  indexing  approach,  that  leads  to  a  situation  in 
which  you  will  probably  find  it  necessary  to  update  from  time  to  time. 
That  will  give  you  greater  flexibility  in  deciding  what  the  benefits 
should  be.  It  carries  with  it  certain  complications  of  having  the  thing 
operate  neatly  because  it  is  hard  to  keep  things  straiglit  between  people 
who  have  just  retired  and  people  who  are  about  to  retire. 

CPI  indexing  makes  it  easier  to  achieve  a  lower  scale  of  costs,  be- 
cause you  are  not  forced  to  make  the  changes  that  bring  things  back 
to  the  same  replacement  ratios. 

The  argument  against  CPI  indexing  is  that  you  are  going  ^o  bring 
replacement  ratios  back  anyhow,  so  why  not  have  a  system  that  does 
it  neatly. 

Mr.  Lederer.  I  think  that  the  panel 

Mr.  Ball.  You  might  want  to  shift  this  argumont  in  time  a  little 
and  see  what  it  would  have  been  like  if  there  had  been  a  social  security 
system  in  1900  and  people  at  that  time  were  saying,  Well,  the  workers 
of  the  future  are  going  to  ha^^e  a  higher  level  of  living,  so  we  can  put 
in  a  system  that  has  a  declining  replacement  rate,  and  although  they 
started  out  in  1900  say  at  the  average  of  43  or  44  percent — where  we  are 
today — they  said.  Well,  those  people  living  in  1977  will  have  a  much 
higher  level  of  living,  so  we  will  have  a  declining  rate  and  let  them 
get  along  on  20  or  25  percent  of  their  previous  earnings. 

That  is  what  this  proposal  would  do  for  the  young  people  today. 

It  would  say  when  they  retire  they  will  have  this  lower  replacement 
rate.  I  submit  to  you  that  the  only  way  you  can  measure  the  adequac}^ 
of  a  retirement  system  is  relatively.  The  adequacy  of  benefits  needs 
to  be  measured  the  level  of  living  and  the  earnings  of  people  at  the 
time  of  retirement,  not  an  abstraction  like  the  minimum  level  of  living 
or  a  welfare  standard  or  something  of  that  kind. 

Adequacy  is  related  to  what  people  have  been  used  to  living  on.  If 
you  go  in  the  direction  of  a  declining  replacement  rate,  I  think  it  is  a 
signal  to  the  young  peo])le  of  today  that  they  are  not  going  to  get  ade- 
quate retirement  benefits.  Private  pensions  won't  know  whether  to 
plan  for  replacing  the  declining  part  of  the  social  security  or  whether, 
in  fact,  the  Congress  will  continually  intervene  and  keep  it  up  to  date. 

As  I  said  earlier,  if  you  estimate  costs  on  the  basis  of  a  declining 
replacement  rate  and  then  Congress  actually  does  inten^ene  to  keep  it 
u]>  to  date,  as  I  suspect  you  would,  the  costs  of  the  system  are  continu- 
allv  understated  and  that  is  an  invitation  to  overcommitment. 

Mr.  Lederer.  I  thank  the  panel  and  yield  back  my  time. 

Mr.  Waggonner.  Thank  you,  Mr.  Lederer. 

INIr.  Pickle. 

Mr.  Pickle.  INIr.  Chairman,  I  know  you  have  another  panel  sched- 
uled for  this  afternoon. 

I  regret  that  I  have  come  in  here  late  because  I  had  to  go  to  another 
meeting. 

I  had  several  questions  and  I  am  not  going  to  comment  upon  the 
jreneral  revenue  aspect  because  I  would  take  it  that  the  subcommittee 
has  generally  flogged  that  dead  horse  pretty  well  already. 
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Mr.  Myers,  this  morning  you  said  that  you  were  against  the  o-eneral 
revenue  approach  and  you  would  increase  the  tax  rate  live-tenths  per- 
cent on  both  employees  and  employers. 

That  IS  considerably  higher  than  what  anyone  has  recommended  in 
recent  months ;  is  it  not  ? 

Mr.  Myers.  Mr.  Pickle.  I  don't  believe  so. 

The  American  Council  of  Life  Insurance  recommended  this  last  year 
as  did  also  one  or  two  other  organizations,  and  it  is  the  amount  in  my 
opnuon  that  is  needed  to  carry  the  system  over  the  next  few  years. 

]Mr.  Pickle.  President  Ford  had  recommended  three-tenths  on  both 
employers  and  employees,  and  that  would  not  fly  at  all. 

It  didn't  get  off  the  ground  in  any  manner.  Xow,  you  are  recommend- 
ing five-tenths.  That  is  a  ratlier  sobering  thought ;  isn't  it  ? 

Mr.  ]\Iyers.  Well,  :Mr.  Pickle,  there  have  been  increases  of  that  mao-- 
nitude  made  before,  and  there  was  no  difficulty  in  the  country's  beariifo^ 

it.  -  ^  fcv 

As  against  what  President  Ford  recommended,  he  also  had  a  pro- 
posal that  would  save  money  by  phasing  out  the  school  attendance' 
benehts.  so  m  effect  his  proposal  was  for  about  a  four-tenths-percent 
increase. 

I  think  he  was  a  little  too  optimistic  on  what  the  system  would  need 
and  I  think  that  five-tenths  percent  rate  is  what  is  needed  and  it  needs 
that  much  revenue  which  the  Carter  proposal  would  bring  in  but  in 
different  ways. 

^fr.  Pickle.  lam  of  the  general  opinion  that  we  could  have  another 
hike  m  the  employee  and  employer  rate  and  that  it  could  be  accepted. 

I  don  t  know  that  I  would  go  to  five-tenths. 

How  far,  in  your  opinion,  can  we  increase  the  rates  for  employee- 
employer?  Do  you  have  in  mind  that  we  can  go  T  percent,  8  percent 
eventually  on  employee-em.ployer  ?  ' 

How  much  will  the  public  accept  ? 

It  seems  to  me  we  are  dangerously  close  where  we  are  ^oing  to  have' 
to  look  for  other  revenues,  and  five-tenths  is  going  to  be  1i  pretty 
good  wallop.  "^ 

Mr.  Myers.  I  believe  this  five-tenths  could  be  eased  in;  you  could 
have  three-tenths  next  year  and  another  two-tenths  a  year  later,  but 
certainly  in  the  near  future  another  half  percent  is  needed. 

As  to  the  ultimate  limit  that  can  be  reached,  I  believe  if  it  is  done 
gradually  that  25  or  30  years  from  now  an  8  percent  rate  on  the  em- 
ployer and  the  employee  would  not  seem  unreasonable.  This  par- 
ticularly so  since  at  that  time  in  the  future  30  years  from  now  when 
it  is  likely  that  general  taxes  for  public  education  will  be  so  much 
lower,  there  will  be  a  shift  in  the  tax  burden  as  between  the  amount 
going  to  the  younger  generation  and  the  retirement  generation. 

Mr.  Pickle.  You  don't  think  we  have  a  problem  of  a  ca]:)  with  respect 
to  employee  and  employer?  Both  groups  would  mutually  accept  a 
continual  rise  if  the  need  is  shown  ? 

Mr.  Myers.  Yes;  I  think  so,  and  particularly  if  it  is  a  gradual  rise. 

I  don't  think  you  could  jump  the  rate  to  10  percent  each  innnediately 
or  8  percent  immediately,  but  if  we  had  small  increases,  we  started 
out  at  1  percent  each  and  we  are  now  uj)  to  5.85  percent  each. 

Mr.  Ball.  Mr.  Pickle,  I  think  I  am  right  on  this,  and  if  not,  I  am 
substantially  right,  I  am  sure,  and  that  is  all  of  the  significant  in- 
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creases  in  tlie  contribution  rates  in  the  past  have  been  accompanied 
by  improvements  in  benefit  protection. 

I  think  it  is  one  thing  to  ask  the  country's  workers  to  pay  more  for 
an  improved  system  in  terms  of  higher  contribution  rates  on  theni  all 
and  something  else  again  to  ask  for  a  substantial  increase  like  five- 
tenths  of  1  percent  merely  to  pay  for  the  protection  they  already 

^^It  least  I  should  think  it  would  be  quite  a  different  matter  in 

voting  for  such  a  proposal.  ^      p  r   •    „ 

Mr7  Waggonner.  But  we  will  get  the  automatic  cost  ot  living 

"^They^are  paying  not  just  for  the  benefits  they  are  getting  but  for 
the  indexed  cost  of  living  increases,  too,  with  the  increases  m  the 

^'^Mr'^BALL.  Theoretically,  in  ordinary  periods  after  you  decouple 
this  would  not  be  a  problem.  You  would  be  covering  the  costs  out  ot 

'' CoulTl  Sk  Mr.  Myers  a  question  right  along  the  line  of  what  you 
were  asking,  Mr.  Pickle  ? 

fwante^Uo'l  him  in  light  of  your  questioning,  -n^posm^^^^^^ 
was  not  acceptable  to  the  committee  to  go  as  high  as  five-tenths  ot  1 

^'Tknow  Mr.  Myers  and  the  insurance  industry's  real  concern  about 
the  futiu-e  stability  of  social  security  and  they  do  want  to  have  it 

^'wh^wouM  be  their  choice  if  they  could  not  go  as  high  as  five- 

^'f^see  two  or  three  other  possibilities,  you  go  up  on  the  wage  base 
w  nirbnih  vou  tax  more  of  the  employers'  payroll  either  by 
taW  the  id  off  Indrely  a^  in  the  administration's  pix^posal  or  go  up 
on  thfwac^e  base  side  more  for  employers  than  employees.  The  big 
Xa^Tta^eff  that  fs  that  increasing  it  on  the  employer's  side  does  not 
I/rnlTL.ti'ons  for  hio-her  benefits  and  leaves  more  room  for  private 

''The  other  alternative  is  general  revenues.  If  you  can't  get  as  high 
a  late  f  ^ou"  ant.  Bob  if  general  revem^.  the  be  er  choice  or  is 
<-     ;,.rr  fiio  PTTinlover  and  employee  unevenly  thO'  better  cnoice. 

MrStoKsTlTis  offering  a  Hobson's  choice,  of  which  way  you 
Jfer  tolie'  1  ToM  still  sly  the  way  to  do  it  is  through  the  tax 
rates  and  if  the  five-tenths  percent  immediately  is  too  sharp  a  step, 

I  would  say  take  it  in  several  bites.  _  ii.-^  ^9 

TBALlsupposingitistoosharpastepmseveralbites 

S^v  Myers  I  think  the  country  has  to  face  up  to  it  and  see  that 
thk  is  a  cost  of  the  system  and  see  that  m  the  tax  rates. 

Mr  pTcklf  Has  there  been  a  question  asked  this  afternoon  al^out 
the  Jhangi  that  might  be  made  in  the  disability  aspect  of  this  pro- 

""^Mr  "roHFN  There  were  pending  some  amendments  as  far  as  I  recall 
H^;;.Xy  Mr  Burke  for  some  changes  in  the^disability  program. 
'  i  don't  recall  that  they  had  much  impact  on  the  cost  side. 
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Mr.  Pickle.  The  disability  fund  has  been  depleted  faster  than  any- 
other  aspect.  It  seems  like  we  have  said  less  about  this  than  any  other 
part  of  the  program. 

We  need  to  address  ourselves  to  that  first.  T\^iat  can  we  do  about 
the  disability:  Lower  the  payments,  hire  more  hearing  examiners, 
have  adversary  proceedings,  or  something  to  bring  disability  more  m 
line,  because  it  has  tripled  over  the  cost  of  what  we  thought  it  would 
have  been  originally ;  is  that  not  correct  ? 

Mr.  Ball.  I  would  say  one  thing  that  is  helpful  in  this  regard  in  the 
administration's  proposal— and  that  we  all  support— is  wage  indexing. 
The  gap  between  recent  earnings  and  the  disability  benefits  for  younger 
workers  is  increased  as  compared  with  present  law. 

The  decoupling  proposal  that  we  all  support  avoids  the  situation 
that  you  have  today  where  for  young  workers  the  benefits  that  are 
offered  for  disability  wlien  they  have  a  wife  and  children  may  be  very 
close  to  wliat  they  have  been  earning.  Going  to  wage  indexing  will  fix 
that ;  it  will  result  in  a  significant  gap  for  young  workers. 

I  think  that  will  help. 

Another  proposal— I  have  forgotten  whether  your  subcommittee 
adopted  this  or  not — I  think  would  be  helpful  administratively,  would 
be  to  give  social  security  full  administrative  control  over  the  process. 

To  have  the  detenninations  contracted  ont  to  the  50  State  agencies — 
even  though  they  operate  under  regidations  of  the  Federal  Govern- 
ment— is  not  quite  the  same  thing  as  having  those  who  make  the  deter- 
minations part  of  the  same  organization  and  directly  under  the  super- 
vision of  the  Social  Security  Administration. 

I  would  like  t-o  see  you  consider  federalizing  the  total  administra- 
tion of  the  program. 

I  think  that  might  be  helpful. 

Mr.  LixK.  Could  I  just  add  a  comment  to  that  ? 

It  is  true  that  the  decoupling,  by  every  method  so  far  has  been  sug- 
gested, should  have  the  effect  of  improving  the  level  of  disability  bene- 
fits by  which  I  am  making  them  smaller  relative  to  past  pay. 

It  would  reduce  the  comfort  of  being  disabled.  Additionally.  I'd 
suggest,  as  you  look  at  these  current  changes,  to  look  entirely  afresh 
at  the  level  of  disability  benefits.  Is  the  foiTnula  by  which  you  get 
from  a  primary  insurance  amount  to  a  disability  benefit  a  sensible 
formula?  There  is  a  lot  of  insurance  company  underwriting  experience 
on  disability  benefit  levels  to  avoid  undue  temptation. 

You  may  want  to  avail  yourselves  of  it. 

]Mr.  Ball.  I  don't  think  the  experience  in  the  insurance  companies 
is  very  much  better  than  the  experience  of  social  security  in  recent 
times;  is  it? 

]VIr.  Link.  Ours  goes  up  when  social  security  goes  up,  but  I  don't 
think  as  much. 

Mr.  Ball.  Social  security  started  out  at  a  better  and  more  controlled 
level. 

INIr.  Link.  That  is  right. 

Mr.  Ball.  So,  you  didn't  have  as  far  to  go. 

Mr.  Link.  That  is  my  impression.  What  is  happening  now  is  that 
social  security  experiences  is  noticeably  worse  than  the  experience  of 
private  coverages. 
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!Mr.  CoHEX.  I  think  the  experiences,  though,  the  incidence  rate  in 
disability  in  practically  all  systems  has  tended  to  eo  up. 

Mr.  Pickle.  Wiy  is  that,  Mr.  Cohen  ? 

Mr.  Cohen.  I  don't  think  we  really  know  the  answer  and  your  staff 
ouo-ht  to  work  on  it.  I  can  only  think  of  two  or  three  reasons. 

Of  course,  with  recent  developments  in  medical  science  people  who 
previously  would  have  died  now  live  with  chronic  ailments  and  with 
drugs  and  therapy  that  didn't  exist  20  or  30  years  ago,  and  I  think 
that  is  going  to  happen  still  more,  Mr.  Pickle. 

I  think  we  are  going  to  find  we  are  paying  for  ])eople  who  would 
previously  have  died  either  sooner  or  would  never  have  gotten  on  the 
rolls. 

Second,  I  think  now  that  most  major  systems  pay  for  disability 
there  is  a  greater  degree  of  acceptance  of  people  drawing  benefits, 
whether  it  is  under  a  private  plan  or  a  Goxernment  plan  or  social 
security. 

I  think  in  addition,  while  I  can't  ]:)rove  this,  I  think  the  court  deci- 
sions have  been  more  favorable.  The  Ways  and  ]Means  Committee 
several  years  ago — what  year  was  that,  gentlemen,  when  the  Ways 
and  ]Means  Committee  admonished  you  l^y  changing  the  definition  not 
to  follow  the  court  decisions  as  religiously  as  we  otlierwise  would,  l^e- 
cause  the  courts  have  tended  to  on  the  whole  be  more  liberal  than  what 
the  committee  originally  told  us  to  do. 

I  think  what  has  happened  is  as  more  and  more  appeals  have  been 
taken  under  the  system  and  the  larger  proportion  of  appeals  there 
are  and  the  more  appeals  that  are  reversed,  more  individuals  receive 
payments,  and  the  higher  the  benefits  cost. 

I  think  these  are  a  series  of  factors  that  are  in  general  making  higher 
costs  than  were  estimated. 

[Mr.  Link  supplied  the  following  information :] 

Two  factors  could  be  added  to  Mr.  Cohen's  points.  First,  disability  rates,  in- 
cluding the  duration  of  disability  status,  typically  increase  during  periods  of  un- 
employment. Thus,  the  last  several  years  would  predictably  be  expected  to  show 
a  worsening  of  disability  experience. 

Second,  disability  rates  tend  to  be  higher  when  benefits  are  more  generous. 
Over-insurance  is  a  good  way  to  get  bad  experience.  Is  it  possible  that  the  trend 
in  benefit  levels  has  affected  recent  experience? 

Mr.  Waggonxer.  Gentlemen,  one  of  the  proposals  the  administra- 
tion made  was  to  tax  the  employer  all  the  payroll  above  the  $16,500 
ceiling. 

How  much  of  the  payroll  is  now  taxed  and  how  much  additional  pay- 
roll percentagewise  and  dollarwise  would  be  taxed  bv  taking  the  cap 
.off? 

Mr.  Myers.  At  present,  85  percent  of  the  payroll  is  taxed,  and  if 
you  took  it  off  for  just  the  employer,  then  100  percent  of  the  payroll 
would  be  taxed  for  the  employer  and  still  85  percent  for  the  employee. 

INIr.  Cohen.  I  would  like  to  make  this  point 

Mr.  Waggoxner.  What  would  that  amount  to  in  dollars  ? 

Mr.  Ball.  I  think  it  is  just  about  $30  or  $31  billion  from  that  source 
over  the  next  5  years — that  is  the  main  way  of  raising  money  in  the 
.administration's  proposal. 

,Mr.  Waggonner.  $30  billion  was  the  administration's  estimate. 
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]\Ir.  Ball.  The  other  parts  of  the  administration  proposal  are  very 
considerably  transfers  from  other  parts  of  the  program  and  not  addi- 
tional money. 

^Lv.  Waggonner.  The  administration's  comitercyclical  proposal  was 
apparently  based  on  Okun's  Law  that  related  the  amount  of  the  un- 
employment in  excess  of  6  percent  to  three  times  the  revenue  loss  of 
tlie  trust  fund. 

Is  that  valid  or  not  ? 

Mr.  Myers.  In  my  opinion,  it  is  not  valid  at  all ;  it  is  not  at  all  valid. 

I  tested  it  out  with  some  actual  experience  that  if  you  had  projected 
back  in  1974  what  the  1975  and  1976  experience  would  be,  it  showed 
tliat  there  was  not  a  three-to-one  relationship  but  just  a  one-to-one 
relationship,  and  I  have  written  this  up  in  a  memorandum  form. 

If  you  would  like,  I  would  be  glad  to  submit  it  for  the  record. 

]Mr.  Waggoxxer.  Would  you  submit  that  at  this  point  in  the  record  ? 

Mr.  Myers.  Yes,  I  will,  ^Nlr.  Chairman. 

[The  information  follows :] 

Memorandum 

Subject :  Okun's  Law  and  the  Carter  Social  Security  Proposals 
From  :  Robert  J.  Myers 

A  key  feature  of  the  proposals  made  by  President  Carter  to  bolster  the  financial 
status  of  the  Social  Security  system  is  a  government  subsidy  of  $14.1  billion,  pay- 
able in  197S-8U.  This  is  termed  "a  special  counter-cyclical  system  of  financing 
from  general  revenues  whicli  would  replace  the  social  security  taxes  that  are 
lost  when  the  unemployment  rate  exceeds  6  percent". 

In  my  opinion,  any  subsidy  from  general  revenues  such  as  this  is  undesirable. 
Such  financing  blurs  the  cost  aspects  of  the  program  and  thus  makes  people  feel 
that  somebody  else  is  paying  fur  part  of  their  benefits.  However,  beyond  this,  the 
manner  in  wliich  the  proposal  is  applied  is  erroneous.  The  estimated  "tax  loss"  of 
$14.1  billion  with  resect  to  1975-18  is  grossly  overstated,  although  admittedly  it 
can  never  be  accurately  estimated. 

This  memorandum  will  first  descril)e  how  this  figure  was  obtained  and  will 
then  show  that  the  procedure  would  have  failed  significantly  in  predicting  in  ad- 
vance in  1974  what  the  1975-7(>  payroll-tax  income  would  have  been  if  the  actual 
1975-76  unemployment  experience  had  been  known  then. 

The  entire  basis  of  the  estimating  procedure  rests  on  the  so-called  Okun's  Law 
(as  developed  by  the  former  chairman  of  the  Council  of  Economic  Advisors).  As 
a  result  of  econometric  analysts,  Okun  made  the  hypothesis  that  an  increase  in 
uneniplovment  is  generally  associated  with  a  3-fold  decrease  in  tlie  real  GNP. 
Sl)ecifically.  for  example,  this  "law"  states  that,  if  unemployment  is  1  percentage 
point  higher,  then  real  GXP  will  be  ?.  percentage  points  lower.  Okun  did  state, 
howpver.  that  his  analysis  (based  on  experience  during  1^7-60)  was  particularly 
applical)le  only  when  the  unemployment  rate  was  at  the  4-5  percent  level,  and 
not  when  it  exceeded  7V>  percent. 

The  estimate  of  Social  Security  "tax  losses"  made  by  the  Carter  Administration 
was  founded  on  this  "law",  with  the  further  presumption  that  any  relative  change 
in  real  GNP  is  com}>letely  reflected  in  a  similar  relative  change  in  the  Social  Se- 
euritv  taxable  payroll  in  current  dollars  (which  seems  to  he  a  questionable  exten- 
sion of  the  "law") .  For  example,  the  "tax  loss"  for  the  cash-benefits  portion  of  the 
program  with  re<?pect  to  1975  was  obtained  merely  by  multiplying  the  2.5  per- 
centage points  of  "excess"  unemployment  (over  6  percent  for  that  year)  by  3, 
and  then  multiplying  the  result  by  the  actual  tax  collections  of  $64.3  billion  in 
1975  Utilizing  this  procedure,  it  is  possible  to  duplicate  exactly  each  of  the  ycar- 
by-vear  figures  involved  in  the  total  "tax  loss"  of  $14.1  billion  with  respect  to 
1975-78. 

The  multiplier  factor  of  3  is  used  under  the  theory  that  more  workers  will  he 
■nnemploved  and  that  those  workers  who  continue  to  be  employed  will  be  work- 
in-?  shorter  werks.  The  critical  weakness  of  this  estimating  procedure  lies  in  its 
complete  reliance  on  the  multiplier  factor  of  3.  This  factor  was  derived  by  econ- 
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ometric  analysis,  using  multiple-regression  techniques  applicable  to  various  eco- 
nomic data  of  some  years  ago.  This  technique  is  a  purely  mechanstic  one  of  corre- 
lating or  fitting  mathematical  curves  to  data.  Altliough  widely  used  by  economists 
currently,  this  method  of  forecasting  seems  to  be  of  questionable  validity  ( as  will 
be  demonstrated) . 

Even  though  Okun's  Law  might  have  described  very  well  the  relationship 
between  the  unemployment  rate  and  real  GNP  in  certain  past  periods,  there  is 
no  reason  to  believe  that  it  necessarily  holds  under  present  economic  conditions, 
which  are  so  different  from  those  in  the  past.  Never  before  have  we  had  both  high 
unemployment  and  inflationary  increases  in  wages  and  prices. 

Using  a  3-to-l  relationship  between  the  unemployment  rate  and  the  taxable 
payroll  under  Social  Security  ignores  two  important  elements.  First,  if  taxable 
payrolls  increase  by  3  percent  for  every  one  percentage  point  decrease  in  the  un- 
employment rate,  this  would  mean  that  the  average  annual  wages  of  all  workers 
who  would  have  been  employed  under  conditions  of  higher  unemployment  would 
then  be  significantly  higher.  In  turn,  this  would  lead  to  price  inflation  and  thus 
to  higher  Social  Security  benefit  costs  as  a  result  of  the  automatic-adjustment 
provisions,  and  that  would  be  a  partial  offset  to  the  increased  tax  revenue.  Second, 
the  increases  in  covered  earnings  would  mean  that  additional  benefit  liabilities 
(for  payments  in  future  years)  would  occur,  so  that  the  tax  "loss"  to  the  Social 
Security  system  as  a  result  of  high  unemployment  should  really  be  derived  as  the 
net  of  the  taxes  'lost"  minus  the  decrease  in  the  future  benefit  liabilities. 

Computation  of  the  "tax  loss"  of  the  Social  Security  program  due  to  high  un- 
employment cannot  be  made  with  any  reasonable  precision.  Some  might  feel 
that  this  is  a  i-elatively  simple  matter  of  merely  counting,  or  else  estimating.  This 
is  not  so,  because  of  the  many  variables  and  uncertainties  involved.  The  situation 
is  completely  different  from  the  computations  currently  involved  in  the  auto- 
matic-adjustment features  of  the  cash-benefits  program  or  in  the  determination 
of  the  cost-sharing  amounts  under  the  Hospital  Insurance  portion  of  Medicare, 
for  which  precise  calculation  from  actual  recorded  data  is  possible. 

The  validity  and  applicability  of  using  Okun's  Law  to  estimate  Social  Security 
tax  receipts  may  be  tested  with  published  figures  from  several  of  the  Trustees 
Reports  for  the  cash-benefits  portion  of  the  Social  Security  system.  The  procedure 
Is  to  estimate  what  the  taxes  would  have  been  calculated  at  when  the  Trustees 
Report  was  prepared  if  the  unemployment  rates  which  actually  materialized  had 
been  known  then  and  to  compare  the  result  with  the  taxes  actually  estimated  in 
the  report.  Then,  comparison  of  the  "tax  loss"  that  would  thus  have  been  esti- 
mated can  be  made  with  the  actual  decrease  as  between  the  published  estimate 
and  the  actual  experience.  In  this  way,  the  validity  of  using  Okun's  Law  for  this 
purpose  will  be  well  put  to  the  test. 

Specifically,  the  taxes  for  1975  and  1976  as  estimated  in  the  1974  Trustees  Re- 
port, under  certain  defined  unemployment  assumptions,  can  be  utilized  for  this 
test.  The  actual  taxes  for  those  2  years  are  shown  in  the  1976  Trustees  Report. 
These  data  are  presented  in  Table  1,  which  also  shows  the  unemployment  rates 
estimated  for  1975  and  1976  in  the  1974  Trustees  Report  and  the  actual  rates 
experienced. 

The  estimated  "tax  loss"  derived  by  using  Okun's  Law  is  obtained  simply  by 
multiplying  the  excess  of  the  actual  unemployment  rate  over  the  rate  estimated 
in  the  1976  Trustees  Report,  and  then  multiplying  this  result  by  the  actual  taxes. 
The  "tax  loss"  is  the  difference  between  the  actual  taxes  and  those  estimated. 

Tlie  resulting  analysis  shows  that  the  actual  "tax  loss"  for  both  1975  and  1976 
was  only  about  %  of  that  predicted  by  the  use  of  Okun's  Law. 

Accordingly,  it  seems  clear  that,  based  on  this  analysis  of  actual  experience, 
Okun's  Law  is  not  predictive  of  Social  Security  tax  experience — at  least  in  recent 
years.  As  a  result,  the  estimate  given  by  the  Carter  Administration  as  to  the 
government  subsidy  to  the  Social  Security  trust  funds  for  the  purpose  of  replac- 
ing the  taxes  "lost"  in  1975-78  because  of  the  excess  of  the  unemployment  rate 
over  6  percent — a  total  of  $14.1  billion — was  about  three  times  higher  than  a 
reasonable  estimate  would  be. 

It  may  be  further  noted  that,  in  the  past,  some  have  blamed  Social  Security's 
financial  woes  in  large  part  on  the  "tax  loss"  due  to  high  unemployment.  For 
example.  Congressman  Charles  A.  Vanik  in  a  si>eech  in  the  Congressional  Record 
for  March  4,  1976  said,  with  respect  to  President  Ford's  proposals  to  bolster  tlie 
financing  of  the  Social  Security  program,  that  the  main  reason  for  the  financing 
problems  "is  clearly  the  recession,  high  unemployment,  and  the  refusal  of  the 
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Ford  Administration  to  adopt  economic  policies  designed  to  end  tlae  recession  as 
soon  as  possible". 

Congressman  Vanik  based  bis  views  on  data  furnished  by  the  Social  Security 
Administration.  These  showed  that,  during  1975-81,  if  unemployment  would  be  at 
a  .3-percent  level  instead  of  the  higher  level  assumed  in  the  1975  Trustees  Report, 
the  Social  Security  trust  funds  would  increase  by  $41  billion,  instead  of  decreas- 
ing by  $16  billion.  However,  the  calculations  were  based  on  the  erroneous  proce- 
dure of  using  Okun's  Law  for  this  purpose,  but  with  even  larger  multiplier  fac- 
tors than  3. 

The  oft-repeated  view  that  high  unemployment  has  been  the  principal  cause  of 
Social  Security's  financial  problems  is  thus  not  true.  The  principal  reasons  were 
the  over-liberalization  of  the  benefit  level  in  1969-72,  the  larger  increases  in  the 
CPI  in  1974-75  than  the  increases  in  wages,  and  the  unfavorable  disability 
experience. 

TABLE  1.— COMPARISON  OF  ACTUAL  AND  ESTIMATED  TAX  LOSSES,  1975  AND  1976 

IDollar  figures  in  millions] 


Calendar  year — 


1975  1976 


1.  Taxes  estimated  in  1974  trustees  report — - - S66, 084  $73, 344 

2.  Actual  taxes $64,  259  $71,  595 

3.  Unemployment  rate  estimated  in  1974  trustees  report  (percent) 5.8  4.9 

4.  Actual  unemployment  rate  (percent) 8.5  7.7 

5.  Tax  loss  according  to  Okun's  Law $5,205  *,' Sl^ 

6.  Actual  "tax  loss" — $1,825  $1,749 

7.  Item  6  as  percent  of  item  5 35  29 


Mr.  Ball.  I  think  for  the  full  information  of  the  committee  it 
•would  be  helpful  as  well  if  you  were  to  get  IIEW's  response  to  Mr. 
Myers,  both  as  to  how-  they  figured  the  amount  and  what  they  think 
is  wrong  with  his  criticism  and  then  you  would  have  the  two  parts 
right  there. 

']Mr.  Waggoknek.  This  next  question  I  suppose  I  might  direct  to 
Mv.  Myers,  who  represents  the  insurance  business,  and  Mr.  Cohen,  who 
has  had  experience  as  Secretary  of  HEW. 

"We  hear  from  day  to  day  a  number  of  people  saying  that  we  are 
financing  from  the  social  security  trust  funds,  an  awful  lot  of  benefits 
which  are  of  a  welfare  nature. 'They  suggest  that  we  ought  to  dis- 
associate those  programs,  those  benefits  which  can  be  classified  or 
should  more  properly  be  classified  as  welfare  from  the  social  security 
trust  fund. 

We  ought  to  finance  them  from  the  welfare  program.  Now,  could 
eitlier  of  you  describe  for  us,  and  I  guess  I  should  ask  both  of  you 
because  maybe  I  think  maybe  you  are  going  to  have  slightly  differing 
views,  but  t  suppose  any  two  people  could  differ  when  you  try  to  de- 
fine what  is  welfare  and'what  is  insurance  in  nature.  Could  you  discuss 
the  parameters  of  these  welfare  aspects,  and  how  they  could  be 
financed  without  using  the  social  security  trust  fund. 

Do  you  understand  what  I  am  saying  ? 

Mr.'  Myers.  Yes.  I  suspect  ^Mr.  Cohen  and  I  are  not  going  to  be  in 
verv  much  disagreement  on  this  as  we  may  be  on  some  other  things. 

This  whole  concept  of  insurance  versus  welfare  that  has  been  talked 
al)out  in  recent  years  is  unfortunately  a  very  difficult  concept  to  define 
precisely. 

People  talk  about  it  in  broad  terms  and  they  say  insurance  is  some- 
tiling  that  you  have  bought  and  paid  for  and  the  welfare  is  something 
that  you  get  over  and  above  what  you  have  paid  for. 
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It  is  very  easy  to  talk  about  this  but  very  difficult  sometimes  to 
measure  specifically  what  people  buy  and  pay  for  under  social  security 
with  the  taxes. 

Our  problem  is  what  taxes  are  you  <?oing  to  consider,  both  the  em- 
ployer tax  and  the  employee  tax  or  only  the  employee  tax. 

Of  course,  you  get  quite  a  different  answer  depending  on  which  one 
you  consider  first.  ]Many  of  tlie  economists  who  have  expressed  views 
like  this  are  really  not  aware  of  what  insurance  and  pension  plans 
really  are. 

What  they  are  thinking  of  is  a  savings  plan,  where  you  put  your 
money  in  and  get  interest  on  it  and  it  all  is  a  very  concrete  and  definite 
amount. 

There  are  some  pension  plans  like  that  but  they  are  very  much  in 
the  minority,  the  soxalled  money  purchase  plans  where  the  employer 
puts  in  10  percent  of  payroll  and  the  employee  puts  in  5  percent  and 
all  of  that  money  redounds  to  the  benefit  of  the  employee. 

On  the  other  hand,  most  pension  plans  are  like  little  social  security 
systems  where  the  employer  will  put  in  far  more  for  some  employees 
than  for  others. 

It  is  that  Avay  in  social  security  and  that  way  in  private  pension 
plans.  If  by  insurance  you  mean  just  what  the  employer  and  the  em- 
ployee tax  together  purchase  and  all  the  rest  of  the  benefits  is  welfare, 
then  some  people  get  windfalls  or  get  more  than  they  paid  for,  others 
get  less. 

The  groups  that  get  more  in  general  are  three,  those  who  are  older 
when  the  system  started,  those  who  have  large  families,  and  those  who 
are  low  earners  because  of  the  tilts  in  the  benefit  formula. 

If  you  try  to  split  those  out,  I  think  it  is  often  very  difficult  to  do. 
]Mr.  Archer.  What  about  the  survivorship  ? 

]Mr.  Myers.  Depending  on  how  you  look  at  it,  if  you  look  at  it  as  a 
savings  bank,  for  the  young  employee  who  dies  after  a  few  years,  the 
benefits  are  far  more  than  he  has  paid  in. 

Mr.  Waggonner.  Here  is  another  vote,  but,  we  can  continue  for  5 
or  6  more  minutes.  I  would  like  for  us,  if  we  can.  to  conclude  with  this 
panel  because  we  have  another  that  we  will  need  to  call. 
So,  I  am  going  to  relinquish  my  time. 

If,  Mr.  Secretary,  you  can  agree  with  what  Mr.  Myers  says,  you  can 
just  express  that  agreement  and  I  will  allow  the  rest  of  the  committee 
to  use  that  time. 

Mr.  Cohen.  I  think  Mr.  Myers  and  I  are  in  complete  agreement  on 
this  analysis.  I  would  only  offer  you  one  further  suggestion.  Depend- 
ing on  how  you  define  the  welfare  component,  as  he  said.  I  thinl^:  one 
could  say  at  least  on  the  accrued  liability  aspect  of  it  that  would  prob- 
ably represent  about  one-third  of  the  total  cost;  wouldn't  you  say? 
Mr.  Myers.  Yes. 

Mr.  Cohen.  If  you  took  that  one  portion,  namely,  the  accrued 
liability,  that  represents  about  a  third  of  the  cost,  that  is  the  basis  for 
paying  one-third  of  the  cost  of  the  total  system  out  of  general  reve- 
nues because  in  most  systems  that  is  financed  entirely  by  the  employer. 
Another  way  is  to  put  that  entirely  on  the  employer.  There  are 
alternative  ways  to  doing  that  if  you  finally  come  out  with  defining 
the  welfare  component  and  agreeing  that  it  should  be  paid  other  than 
50-50  by  the  emplo^^er-employee  tax. 
Mr.  Waggonner.  ISIr.  Archer  ? 
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Mr.  Archer.  I  would  like  to  ask  whether  the  gentlemen  have  coii<. 
sidered  an  increase  in  the  age  of  retirement. 

As  we  have  increasing  longevity  in  this  country,  greater  worlr 
capacity  on  the  part  of  individual  Americans,  a  growing  number  of 
people  "in  the  retired  force  as  compared  to  the  number  of  workers,  how 
are  we  going  to  produce  all  of  what  we  need  in  this  country  to  con- 
tinue to  improve  our  standard  of  living  if  we  don't  think  about  that? 

]Mr.  Ball.  I  think  that  is  a  very  important  point,  Mr.  Archer. 

I  personally  would  not  go  about  it  by  actually  changing  the  first- 
age  of  eligibilitv  for  social  security. 

But,  I  think 'in  the  next  century  if  the  fertility  rates  that  are  now 
projected  turn  out  to  be  correct  that  the  shift  in  the  relationship  of 
the  numiber  of  older  people  to  the  number  of  people  that  we  have 
thouirht  of  as  typically  of  working  age  is  going  to  force  the  greater 
employment  of  older  people.  I  think  it  is  a  mistake  on  the  part  of  the 
people'  who  have  been  estimating  the  social  security  costs  so  far  not 
take  that  factor  into  account.  They  are  projecting  "that  there  will  be 
even  less  labor  force  participation  in  the  next  century  than  there  is 
today  on  the  part  of  the  older  people. 

T  believe  that  it  is  very  likely  to  turn  out  the  other  way. 

]Mr.  CoiTEX.  T  would  also  say.  Mr.  Archer,  that  if  Congress  passes 
the  bill,  which  I  understand  is  being  considered  to  change  the  manda- 
tory retirement,  the  prohibition  of  mandator}^  retirement  from  65  to 
70,'l  believe  tliat  there  will  be  more  employment  at  the  older  ages. 

]Mr.  Waggoxxer.  We  did  for  Federal  employees  this  afternoon. 

]\rr.  CoTiEx.  T  understand  there  is  a  proposal  to  do  that  in  one  of  the 
bills  for  private  industry. 

jNIr.  Archer.  Could  you  give  us  your  suggestions  as  to  what  we 
might  do  ? 

Although  this  is  down  the  line,  it  seems  to  me  we  ought  to  give 
advance  warning  to  the  people  of  the  country  if  we  are  going  to  make 
any  changes  in  the  system. 

i  would  like  for  the  record  to  get  you  to  cite — it  should  be  known 
by  ever^^body,  but  I  think  an  awful  lot  of  people  don't  know  it — what 
the  benefit  increases  have  been  in  the  past  10  and  25  years  in  real 
terms. 

Mr.  Ball.  I  defer  to  ISIr.  Myers  making  those  estimates,  and  I  am 
sure  we  will  agree  with  them. 

[The  information  follows :] 

Increases  in  Social  Secttritt  Benefits  as  CosrpARED  With 
Increases   in  Prices 

At  the  liearinss  before  tlie  Subcommittee  on  Social  Security  of  the  House 
Committee  on  Ways  and  Means  today,  a  request  was  made  for  a  comparison  of 
increases  in  Social  Security  benefits  over  the  years  as  compared  with  increases  in 
prices  as  measured  by  the  Consumer  Price  Index. 

Table  1  gives  the  iiistory  of  all  general  benefit  increases  that  have  been  made 
since  the  first  one.  which  occurred  as  a  result  of  the  1950  Amendments.  Such  bene- 
fit increase  is  then  compared  with  the  CPT  increases  from  the  month  of  the  pre- 
vious increase  to  the  month  when  the  particular  increase  first  became  effective. 
The  last  column  of  Table  1  shows  whether  the  benefit  increase  was  more  or  less 
than  the  ri'se  in  the  CPI. 

Most  of  the  benefit  increases  were  about  the  same  or  slightly  larger  than 
the  rPT  i'T^reases.  The  exnentions  when  a  mnch  larger  benefit  increase  occurred 
were  in  September  1054  and  September  1072.  Tlie  latter  was  partially  offset 
by  the  benefit  increase  in  j\rarrh-.Tnn»^  1074  being  apiireciably  less  than  the  OPT 
increase.  In  1052,  lORS.  1070  and  1071.  the  benefit  increase  moderately  exceeded 
the  rPI  rise.  It  may  be  noted  that  a  benefit  increase  slighty  more  than  the  CPI. 
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increase  might  be  justified  by  the  lag  in  making  the  adjustment  (although  such 
lags  do  also  occur  in  changes  in  wages)  ;  this  will  be  discussed  in  more  detail 


later 


Table  2  presents  a  cumulative  comparison  of  the  benefit  and  CPI  increases 
shown  in  Table  1.  In  essence,  this  indicates  the  aggregate  results  as  of  various 
■dates  for  individuals  retiring  in  a  particular  month  (namely,  the  one  for  which 
a  benefit  increase  was  given  to  those  who  had  retired  previously ) .  For  retirements 
in  January  1971,  there  has  been  a  "real"  increase  in  benefits  since  time  of  retire- 
ment of  7  percent,  while  for  January  1970  retirements,  the  "real"  increase  was  12 
percent,  and  for  February  1968  retirements  it  was  16  percent. 

Finally,  let  us  consider  the  situation  if  benefits  had,  at  the  extreme  been  kept 
up  to  date  each  month  with  increases  in  the  CPI  and  take  as  an  example  a  retiree 
in  July  1970,  tracing  through  the  period  until  the  end  of  1977.  Assuming  an  initial 
benefit  of  .$200  per  month,  the  total  benefits  received  in  the  90-month  period  were 
$2.5,001,  while  a  monthly-adjusted  procedure  by  CPI  changes  would  have  yielded 
total  benefits  of  $22,624.  Thus,  there  was  a  "real"  benefit  increase  for  the  90-montlj 
period  of  10.5  percent. 

TABLE  1.— HISTORY  OF  OASDI  GENERAL  BENEFIT  INCREASES 
II  n  percent] 


Month  when  first  effective 


Percentage 

benefit 

increase! 

(1) 


Increase  in  CPI 
from  previous 
effective  date 

(2) 


Col.  (1)  minus 
col.  (2) 

(3) 


September  1950. 
September  1952_ 
September  1954. 

January  1959 

January  1955 

February  1968... 

January  1970 

January  1971 

September  1972. 

June  1974 

June  1975 

Junel97R 

June  1977 


2  77 

2  15 

3  13 

7 
7 

13 
15 
10 
20 
*  11 
5  8.0 

5  6.4 

6  5.9 


175.5 
9.3 
.5 
7.9 
7.9 
9.3 

10.8 
5.2 
5.9 

16.4 
9.3 
5.4 

«6.7 


-fl.5 

+5.7 

-1-12.5 

-.9 

-.9 

+3.7 

-f4.2 

+4.8 

+  14.1 

-5.4 

-1.3 

-1-1.0 

-.8 


1  All  benefit  increases,  except  those  for  September  1950,  1952,  and  1954,  were  uniform  across-the-board  increases 
(at  times,  although  not  for  19R5  and  later,  with  somewhrt  larger  proportionate  increases  in  the  minimum  bemehU. 

2  Average  increase  in  benefits  for  those  then  on  the  roll. 

3  Measured  from  January  1949. 

«  Wlade  in  2  steps,  with  7  percent  being  effective  for  March  1974. 
5  Resulting  from  automatic-adiustment  provisions. 
«  Estimated  in  April  1977. 

TABLE  2.-HIST0RY  OF  CUIVIULATIVE  OASDI  GENERAL  BENEFIT  INCREASES 

[In  percent] 


Month  of  retirement 


Cumulative 

percentage 

benefit  increase 

to  June  1977 

(1) 


Cumulative 

increase 

in  CPI  to  June 

June  1977 

(2) 


Real  relative 
benefit  increase ' 

(3) 


January  1940 

September  1950. 
September  1952. 
September  1954. 

January  1959 

January  1965 

February  1968... 
January  1970.... 

January  1971 

September  1972. 

June  1974 

June  1975 

June  1976 


510.2 

244.7 

199.8 

165.3 

147.9 

131.7 

105.0 

78.3 

62.1 

35.1 

21.7 

12.7 

5.9 


333.3 

146.9 

125.9 

124.7 

108.3 

93.0 

76.6 

59.4 

51.5 

43.1 

22.9 

12.5 

6.7 


+40.8 

+39.6 

+32.7 

+18.1 

+19.0 

+20.1 

+16.1 

+11.9 

+7.0 

-5.6 

-1.0 

+.2 

-.8 


1  Computed  as  (100+coI.  1),  divided  by  (100+coI.  2),  and  then  subtracting  100. 
Note:  See  footnotes  in  table  1  for  details  as  to  meaning  of  data. 


195 

Mr.  OoHEN.  I  think  we  are  in  agreement  on  that,  that  Congress  has 
be^n  very  resx)onsible  in  financing  the  benefits  of  tlie  OASDPII 
program. 

Mr,  Ball.  I  think  your  interpretation  that  benefits  were  increased 
without  providing  tlie  financing  is  not  historically  correct. 

Even  the  1972  amendments  with  the  20-percent  increase  were  esti- 
mated to  result  in  an  exact  long-range  actuarial  balance.  It  wasn't  until 
9  montlis  later  that  the  trustees  reported  that  in  their  view  there  was 
about  a  third  of  a  percent  of  payroll  deficit  in  the  long  run. 

But  at  the  time  the  Congress  acted  tl^e  official  estimate  of  the  social 
security  actuary  was  an  absolute  zero  balance.  They  had  fully  financed 
the  system. 

Mr,  Waggonner.  Thank  you,  gentlemen. 

The  subcommittee  will  now  stand  in  recess  until  we  come  back  from 
our  vote. 

Mr.  Pickle.  I  would  ask  you  to  submit  a  statement  to  us. 

What  do  you  think  about  raising  the  rate  from  1  percent  on  both 
employer  and  employee  and  increase  the  maximum  to  about  $30,000 
by  1982? 

I  am  advised  by  Social  Security  that  this  approach  would  raise  about 
the  money  we  need.  It  is  an  alternative  approach  we  might  take. 

I  would  like  to  know  some  of  your  views  about  sucli  an  approach. 

Mr.  Ball.  You  want  us  to  supply  that  for  the  record  ? 

Mr.  Pickle.  Yes. 

[The  information  requested  follows :] 

Response  of  Robert  M.  Ball 

I  prefer  the  Administration's  proposal  on  the  maximum  earnings  base  which 
gradually  applies  the  employer  tax  to  the  full  payroll  while  increasing  the  earn- 
ings base  for  the  employee  much  more  modestly.  An  increase  in  the  maximum 
earnings  base  for  employees,  while  desirable  in  my  opinion,  does  not  in  itself  pro- 
duce significant  income  for  the  system  over  the  long  run  because  the  higher  wages 
on  which  contributions  are  paid  are  also  used  in  the  computation  of  future  bene- 
fits. Increasing  the  wage  base  on  the  employer's  side  or  removing  it  entirely,  on 
the  other  hand,  does  not  have  this  result  and  the  financing  of  the  system  is 
strengthened  accordingly.  It  is  quite  common  in  foreign  social  insurance  systems 
and  a  general  rule  in  private  pension  plans  for  employers  to  pay  more  of  the  cost 
of  retirement  benefits  than  the  employee. 

At  the  same  time,  raising  the  earnings  base  substantially  for  both  employers 
and  employees  as  in  the  plan  described  by  Mr.  Pickle  would  be  my  second  choice. 
I  much  prefer  such  an  increase  to  raising  the  contribution  rates  beyond  those 
already  scheduled  in  present  law.  Increases  in  the  contribution  rates  fall  on  all 
workers,  low-paid  and  high-paid,  while  increases  in  the  earnings  base  increase 
the  contributions  only  of  the  15  percent  of  higher-paid  workers  who  do  not  now 
pay  on  their  full  earnings.  And  those  who  pay  moi'e  would  get  more  in  benefits. 

I  favor  speeding  up  the  contriljution  schedule  in  present  law  and  shifting  to 
the  cash  benefit  program  part  of  the  increases  now  scheduled  for  hospital  insur- 
ance, but  I  think  it  is  unnecessary  and  basically  undesirable  to  increase  contri- 
bution rates  across  the  board  unless  the  protection  of  the  system  is  also  increased 
at  the  same  time.  With  higher  payrolls  taxed  for  social  security,  some  of  the 
Medicare  rate  can  be  moved  to  the  cash  program  without  weakening  Medicare 
financing,  and  moving  up  the  2011  rate  scheduled  in  present  law  for  the  cash 
benefit  program,  when  combined  with  the  other  recommendations  of  the  President, 
will  meet  the  needs  of  the  system  without  raising  contribution  rates  above  those 
already  scheduled. 
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Response  of  Wilbxtk  J.  Cohen 

I  am  strouglv  in  favor  of  increasing  the  maximum  earnings  base  for  contribu- 
tions and  benetits  to  $30,000  by  steps  by  19S2.  I  would  also  fay<)r  increasing  the 
employer  contributions  to  the  extent  needed  to  yield  sufficient  funds  (with  the 
increase  in  the  self-employment  rate  and  the  change  in  the  dependency  test)  to 
preserve  the  financial  integrity  of  the  system  at  a  reserve  ratio  of  about  2d  per- 
cent through  1980-81.  This  is  based  upou  the  assumption  that  there  would  be 
appropriate  reallocation  of  funds  from  the  1078  increase  already  authorized  m 
the  hospital  tax  rate  and  an  appropriate  increase  in  the  allocation  to  the  disabil- 
ity fund  I  would  si>ecifically  authorize  in  the  law  that  the  forthcoming  Advisory 
Council  on  Social  Security  study  the  adequacy  of  any  revisions  made  by  the 
Cou'^ress  and  report  to  the  Congress  and  the  Secretary  its  recouuneudations  for 
maiiltaiuing  the  financial  soundness  of  the  system  through  the  year  2000  with 
an  appropriate  reserve  ratio  and  with  such  other  recommmeudations  it  believes 
desirable. 

Response  of  Kobeet  J.  Myers 

At  the  hearings  before  the  Subcommittee  on  Social  Security  of  the  House  Com- 
mittee on  Ways  and  Means  today,  a  proposal  to  finance  the  OASDI  program  was 
made namely,  to  increase  the  taxable  earnings  base  more  than  the  automatic- 
adjustment  provisions  would  do  (so  that  it  would  reach  $30,000  in  1982.  as 
against  thp  $33,400  that  will  likely  result  under  pref^ent  law)  and  to  increase 
the  combined  employer-employee  tax  rate  by  1  percent  in  the  next  year  or  two. 

The  long-range  cost  effect  of  such  an  increase  in  the  earnings  base  is 
equivalent  to  an  increase  in  the  combined  employer-employee  tax  rate  of  about 
05  percent  (taking  into  account  both  the  additional  tax  income  and  the  addi- 
tional benefit  liability  created).  Thus,  over  the  next  25  years,  the  additional 
income  provided  by  the  proposal  would  be  equivalent  to  1.5  percent  of  taxable 

payroll.  ,  ^_  .        ^.       .    ■,     a. 

The  average  deficit  under  present  law  oyer  the  next  2o  years  is  estimated  at 
2  3  percent  of  taxable  payroll.  The  savings  by  decoupling  as  in  the  Administration 
Bill  is  0.4  percent  of  taxable  payroll ;  the  savings  due  to  the  new  dependency 
test  for  spouse  benefits  is  0.1  percent  of  tnxalde  payroll ;  and  the  increased 
income  due  to  the  change  in  the  basis  for  the  self-employed  tax  rate  (which 
would  revert  to  the  original  basis  of  IV2  times  the  employee  rate)  is  0.1  percent 
of  payroll— making  a  total  cost  reduction  of  0.0  percent  of  payroll  under  these 
three" provisions  of  the  Administration  Bill  that  would  presumably  also  be  in- 
cluded in  the  proposal.  Thus,  the  total  additional  finanr^ing  under  the  proposal 
would  be  2.1  percent  of  payroll  (1.5  percent,  plus  0.6  percent).  Accordingly, 
there  would  not  be  sufiicient  financing  under  the  proposal  to  meet  the  costs  for 
the  next  25  years  if  the  Administration  decoupling  procedure  were  used,  becnuse 
there  would  remain  a  deficit  of  0.2  percent  of  payroll   (2.3  percent,  minus  2.1 

percent). 

How-ever.  if  the  basis  for  decoupling  that  T  recommended  on  behalf  of  tlie 
American  Council  of  liife  Insuran(:'e  were  used  instead  of  the  Administration 
procedure,  there  would  be  a  further  savings  averaging  0.7  percent  of  payroll. 
As  a  result,  over  the  next  25  years,  there  would  be  an  average  excess  of  income 
over  outgo  of  0.5  percent  of  payroll,  a  satisfactory  financing  situation  (and  about 
the  same  as  under  the  entire  package  of  the  Administration  proposal  and  as 
under  my  proposal ) . 

As  to  the  desirability  of  the  proposal.  I  do  not  believe  that  the  sharp  increase 
in  the  earnings  base  is  desirable — for  the  reasons  given  in  my  testimony  about 
such  a  procedure,  as  is  done  in  part  in  the  Administration  Bill.  I  do  support  the 
immediate  increase  in  the  combined  employer-employee  tax  rate  by  1  percent, 
because  this  was  also  my  recommendation.  Instead  of  the  sharp  increase  in  the 
maximum  taxable  earnings  base.  I  believe  that  a  second  increase  in  the  com- 
bined employer-employee  tax  rate  should  be  made  in  the  mid-1980s — %  percent 
if  my  decoupling  proposal  were  adopted  and  1  percent  if  the  Administration  basis 
were  adopted. 

[The  following  was  submitted  for  the  record :] 
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Statement  of  Hon.  William   M.   Brodhead,  A  Representati\-e   in   Congress 

From  the  State  of  Michigan 

A  great  many  Americans  are  deeply  concerned  about  the  Social  Security 
system  because  of  announcements  by  public  officials  that  the  Social  Security 
trust  fund  is  "perilously  low"  or  near  ''complete  exhaustion."  It  is  true  that  the 
system  has  its  problems,  but  benetits  aren't  going  ty  stop  and  SiX'ial  Security 
isn't  going  bankrupt. 

The  system's  revenues  in  1976  totaled  $71.6  billion,  making  Social  Security 
the  second  largest  source  of  federal  government  income,  exceeded  only  by  the 
income  tax.  This  year  Social  Security  will  provide  support  for  over  33  million 
people — or  one  out  of  every  seven  Americans.  Twenty-five  million  senior  citizens 
will  have  some  of  their  medical  expenses  paid  by  the  Social  Security-funded 
Medicare  program. 

The  system  today  covers  about  90  percent  of  all  American  workers.  The  cov- 
erage itself  has  been  gradually  expended  to  include  old  age,  suvivors,  disability, 
and  most  recently,  medical  insurance.  Benefit  levels  are  now  tied  by  law  to  the 
cost  of  living. 

Since  its  inception.  Social  Security  has  been  financed  by  a  payroll  tax.  This 
tax  (called  FICA)  is  the  most  regressive  of  all  federal  taxes;  that  is,  it  takes  a 
larger  percentage  from  the  income  of  lower-paid  workers  than  it  does  from 
higher  paid  ones. 

There  are  several  reasons  for  this :  First,  the  tax  is  levied  on  every  dollar  a 
low-paid  worker  earns,  since  there  are  no  exemptions  or  deductions  for  such 
items  as  family  size  and  medical  expenses.  Second,  the  payroll  tax  is  levied  only 
against  wages ;  investment  income  is  totally  free  from  the  payroll  tax.  Third, 
the  rate  itself  is  a  fiat  5.85  percent,  and  there  is  a  limit  (currently  $16,500)  on 
how  much  income  is  taxed.  The  result  of  these  factors  is  tliat  the  effective  tax 
rate  declines  as  a  worker's  wages  rise  beyond  $16.5(X).  For  example,  the  rate  for 
a  person  who  earns  $5,000  is  5.85  i>ercent ;  those  who  earn  $25,000  contribute 
3.86  percent  percent  of  their  income,  and  those  earning  $50,000  pay  only  1.93 
percent. 

Millions  of  people  pay  more  in  Social  Security  (FICA)  tax  than  they  pay  in 
federal  income  tax.  Even  low-paid  workers  who  are  ofiicially  clas.^ified  as  living 
in  poverty  and  exempted  from  federal  income  tax  still  must  pay  several  hundred 
dollars  per  year  in  Social  Security  tax. 

If  the  idea  occurs  to  you  at  this  point  that  it  would  be  a  lot  fairer  to  finance 
at  least  part  of  Social  Security  from  the  federal  income  tax,  you  should  con- 
sider some  other  facts  about  the  Social  Security  system. 

The  original  idea  behind  Social  Security  was  that  the  government  would  set 
aside  a  part  of  a  worker's  earning  for  his  use  in  later  years.  Benefits  as  an 
"earned  right"  appeal  to  the  great  majority  of  Americans,  and  the  concept  has 
provided  the  program  with  a  broad  l)ase  of  support.  Actually,  Social  Security  is 
financed  on  a  yearly  basis ;  that  is,  taxes  collected  in  any  year  are  used  to  pay 
benefits  in  that  same  year. 

For  example,  in  1970,  Social  Security  collected  $71.6  billion  in  taxes  and  paid 
out  $75.6  billion  in  benefits.  Social  Security,  therefore,  is  really  a  direct  transfer 
of  funds  from  those  who  work  to  those  who  do  not,  from  the  younger  working 
class  population  to  the  elderly,  the  ill,  and  the  disabled.  The  basic  burden  of  the 
tax  is  on  younger  blue-collar  workers — especially  working  couples — and  the  bene- 
fits go  almost  entirely  to  the  elderly — their  grandparents. 

Social  Security  maintains  a  trust  fund  which  is  merely  a  contingency  fund.  The 
fund  currently  contains  approximately  enough  money  (about  $35  billion)  to 
pay  benefits  for  approximately  six  months. 

In  1976,  the  Social  Security  Administration  was  forced  to  dip  into  this  trust 
fund  for  $3.2  billion  to  make  up  the  difference  between  money  coming  in  and 
benefit  payments  going  out.  Next  year,  it  is  projected  that  $5.6  billion  will  be 
withdrawn  from  the  trust  fund. 

This  short-teiTQ  deficit  is  largely  due  to  our  current  economic  problems :  it  has 
been  brought  on  by  the  dual  pressures  of  inflation  and  recession.  Because  Con- 
gress enacted  an  automatic  cost-of-living  increase  in  Social  Security,  benefits 
have  gone  up  with  the  rate  of  infiation.  At  the  same  time,  revenues  have  been 
erodetl  by  high  unemployment,  since  millions  of  Americans  are  out  of  work  and 
are,  therefore,  not  paying  payroll  taxes. 
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There  is  also  a  long-run  financing  problem,  since  projections  show  that  the 
system  is  lilcely  to  face  even  greater  deficits  around  the  turn  of  the  century.  A 
relatively  smaller  number  of  worliers  will  have  to  provide  benefits  for  a  relatively 
larger  retired  population.  The  reason  for  this  is  that  a  high  birth  rate  m  the 
1940's  and  1950's  has  been  followed  by  a  low  birth  rate  m  the  1960  s  and  19(0  s. 
Today,  there  are  about  three  workers  for  every  retiree ;  as  this  century  ends,  this 
ratio  may  drop  for  a  time  to  two  to  one.  _  „     •  i  c 

Another  reason  for  this  long-term  deficit  is  a  mistake  m  the  Social  Security 
benefit  formula.  The  formula  inadvertently  makes  a  double  correction  for  infla- 
tion for  those  workers  who  have  not  yet  retired.  Clearly,  Congress  never  intended 
this  Eliminating  this  mistake  (called  "decoupling")  would  decrease  the  projected 
long-term  deficit  by  50  percent.  The  other  half  of  this  deficit  must  be  met  by 
finding  a  new  source  of  revenue.  ,      ^   ,       ,  .  x       «  t 

If  this  again  suggests  to  you  that  we  look  to  the  federal  income-tax  financed 
general  fund,  then  consider  the  benefit  problem. 

Despite  recent  benefit  increases,  Social  Security  benefit  payments  still  are  less 
than  what  the  federal  government  itself  says  is  a  poverty  level.  The  average  pay- 
ment to  a  single  individual  in  1976  equalled  only  $2,700 :  the  average  payment  to 
a  couple  was  $4,500.  In  addition,  Social  Security  provides  relatively  low  returns 
to  women  who  have  worked  all  their  lives  and  contributed  to  the  system.  These 
benefit  levels  and  inequities  must  be  viewed  in  light  of  the  fact  that  more  than 
half  of  all  Social  Security  recipients  have  no  other  income  whatsoever. 

To  increase  the  adequacy  of  Social  Security  benefits,  I  believe  we  should  raise 
the  minimum  benefit  fioor  for  all  Social  Security  recipients.  Today,  the  minimum 
benefit  for  a  single  retiree  is  $1,371.60  per  year,  and  for  a  married  couple  it  is 
$2,059.20  per  year.  The  maximum  benefits  are  currently  $5,245.20  for  an  individual , 
and  $7,867.80  for  a  couple.  I  believe  we  should  raise  these  amounts  substantially. 
Increasing  benefit  levels  w^ould  bring  about  substantial  additional  costs,  and 
these  costs  could  only  be  paid  by  finding  a  new  source  of  revenue,  since  the  present 
payroll  tax  is  so  burdensome  for  both  employers  and  employees. 

These  then  are  the  factors  that  have  led  me  to  the  conclusion  that  general  reve- 
nue financing  is  essential.  Let's  look  at  the  improvements  in  the  system  that  would 

result.  „  .  ^  ^,      ^       , 

General  revenues  would  solve  the  problem  of  the  unfairness  of  the  tax  by 
making  it  possible  not  only  to  halt  further  increases  in  the  payroll  tax  (FICA)  , 
but  to  provide  reductions  in  that  tax.  This  would  in  turn  allow  important  tax 
relief  for  low  and  middle  income  worker.s.  Another  advantage  would  be  that  it 
would  encourage  additional  hiring.  A  reduction  in  the  payroll  tax  for  both  em- 
ployers and  employees  would  provide  tax  relief  to  industry  for  the  creation  of 
more  jobs.  I  would  propose  a  phased-in  use  of  general  tax  revenues  with  a  goal 
of  paying  one-third  of  the  system's  cost  from  this  source  within  the  next  seven 
to  10  years. 

I  believe  that  this  could  be  done  without  new  taxes  and  without  substantially 
increasing  the  federal  government's  debt.  To  understand  how,  look  at  the  pattern 
of  the  last  10  years.  We  have  seen  substantial  reductions  in  federal  income  tax 
rates  and  substantial  increases  in  the  Social  Security.  By  eliminating  a  good 
part  of  future  income  tax  reductions  we  could  gradually  lower  the  Social  Sev, 
curity  tax.  In  recent  years,  the  trend  has  been  to  lower  the  progressive  income 
tax  and  increase  the  regressive  Social  Security  tax.  I  am  proposing  to  keep  the 
federal  income  tax  rates  relatively  level  and  to  substantially  lower  the  Social 
Security  tax.  The  effect  of  these  changes  would  be  tax  relief  for  the  low-paid 
worker,  no  increases  for  the  middle  and  upper  income  worker,  and  the  overall 
impact  of  federal  taxes  would  be  fairer. 

This  proposal  also  offers  the  best  chance  of  solving  the  deficit  problem  since 
it  ties  the  fate  of  the  Social  Security  system  to  the  most  prolific  money  raiser  i 
ever  devised  by  any  government  anywhere — the  federal  income  tax.  This  would  ■ 
tend  to  unify  and  simplify  both  the  collection  and  the  disbursing  of  money  for  ' 
these  programs. 

General  revenues  would  have  the  additional  advantage  of  providing  fairer 
financing  for  the  aspect  of  Social  Security  which  is  in  fact  welfare.  Over  the 
years,  Congress  has  increasingly  recognized  the  problem  of  poverty  among  the 
aged  by  raising  Social  Security  benefits  for  low  income  persons.  Today,  the  mini- 
mum Social  Security  benefit  far  exceeds  a  strict  actuarial  return  on  taxes  paid. 
Thus,  a  portion  of  the  present  obligations  of  the  Social  Security  .'system  are  more 
akin  to  welfare  than  to  Soc-ial  Security.  These  benefits  should  be  financed  through 
the  same  source  as  all  other  federal  welfare  programs :  the  progressive  income 
tax. 
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Statement  of  Hon.  Robert  F.  Dkinan,  a  Representative  in  Congress  From 

THE  State  of  Massachusetts 

Mr.  Cbairman  :  I  commend  this  Subcommittee  and  the  Authorization  for  prompt 
attention  to  the  anticipated  financial  problems  of  the  social  security  program. 
Ju.st  about  every  American  has  a  staPce  in  this  program,  either  as  a  beneficiary,  a 
contributing  worker  or  the  dependent  of  a  worlier.  The  federal  government 
through  the  Social  Security  Act  has  promised  a  certain  measure  of  economic 
security  to  all  these  people  and  guaranteed  protection  against  loss  of  earnings 
due  to  retirement,  disability  or  death  in  return  for  contributions  made  by  botli 
employers  and  employees  via  the  payroll  tax.  Reports  of  a  deficit  and  financing 
problems  have  caused  an  erosion  of  public  confidence  unparalleletl  in  the  forty- 
two  year  history  of  the  social  security  program.  The  Congress  must  act  expedit- 
iously to  restore  integrity  to  this  program  in  order  to  keep  faith  with  this  and 
following  generations  of  workers  and  beneficiaries. 

In  my  view  the  Administration's  proposals  for  meeting  the  short  and  long-term 
financing  problems  of  the  .system  are  an  important  first  step  in  rebuilding  public 
confidence.  The  recummeudatit)n  for  limited  use  of  general  revenues  when  the 
unemployment  rate  exceeds  6  percent  is  sensible  and  would  provide  protection 
against  a  short-term  deficit  caused  by  the  loss  of  payroll  taxes  from  unemployed 
workers.  It  is  expected  that  use  of  general  revenues  under  these  circumstances 
would  provide  $14.1  billion  of  the  $83  billion  needed  to  balance  the  Old  Age  and 
Survivors  Insurance  and  the  Disability  Insurance  Trust  Funds  through  1982.  The 
use  of  general  revenues  is  not  unprecedented  in  the  social  security  program.  As 
early  as  1939  the  Congress  recognized  that  unforeseen  factors  could  change  the 
operation  of  the  system  and  recommended  that  Congress  be  kept  informed  of 
probable  future  obligations  so  that  "each  generation  may  then  meet  the  situation 
before  it  in  such  a  uuiuner  tliat  it  deems  best". 

The  report  on  the  1939  amendments  to  the  Social  Security  Act  stated  that 
"Since  the  nation  as  a  whole,  independent  of  the  beneficiaries  of  the  system,  will 
derive  a  benefit  from  the  old  age  security  program,  it  is  appropriate  that  there 
be  Federal  financial  participation  in  the  program  by  means  of  revenues  derived 
from  sources  other  than  payroll  taxes." 

Unfortunately  the  future  cost  projections  for  the  program  which  were  made  in 
1972  were  based  on  an  obsolete  set  of  demographic  assumptions.  The  actual  birth 
rate  in  1972  was  30  percent  lower  than  the  assumed  rate.  Since  support  for 
future  costs  or  benefit  outlays  depends  upon  the  number  of  contributors  or  taxable 
workers,  any  decline  in  population  projections  requires  that  alternative  income 
sources  be  considered.  Projections  about  the  age  and  size  of  the  future  population 
show  that  we  as  a  nation  are  getting  older  and  that  future  workers  will  be  sup- 
porting an  increasing  number  of  retirees. 

Although  the  inclusion  of  an  automatic  cost-of-living  adjustor  for  social  security 
increases  was  a  major  accomplishment  which  afforded  some  protection  against 
inflation  in  the  benefit  programs,  it  has  now  been  shown  tliat  the  formula  estab- 
lished in  law  has  the  result  of  overcompensating  future  beneficiaries.  The  auto- 
matic cost-of-living  provision  should  be  changed,  as  the  Administration  has 
recommended,  so  that  benefits  paid  in  the  future  are  the  same  proportion  of  earn- 
ings for  those  who  retire  at  that  time  as  they  are  for  those  retiring  today.  It  is 
estimated  that  one  half  of  the  future  deficit  is  atti'ibutable  to  the  double  indexing 
or  'coupled'  benefit  formula  adopted  in  1972. 

The  purchasing  power  of  benefits  must  be  assured  in  retirement  through  the 
cost-of-living  adjustor  and  in  my  view  this  meclianism  should  be  modified  so 
that  cost-of-living  benefits  are  received  twice  instead  of  once  a  year.  Last  year 
the  Congress  provided  for  twice  a  year  cost-of-living  increases  in  federal  civil 
service  retirement  and  social  security  beneficiaries  should  al.so  receive  their' 
increases  twice  a  year  in  order  to  be  better  able  to  meet  cost  increases  as  they 
occur. 

Morover,  action  should  be  taken  to  base  cost-of-living  increases  on  the  real  in- 
crease of  costs  in  the  goods  and  services  purchased  by  the  older  population.  Ex- 
penditures for  housing,  food  and  medical  care  constitute  about  70  percent  of 
older  American's  budgets  while  less  than  60  percent  of  younger  workers'  income 
is  devoted  to  such  needs.  I  have  introduced  legislation  which  calls  for  a  separate 
consumer  price  index  for  older  Americans  and  to  provide  twice  a  year  cost-of- 
living  increases. 

I  have  been  a  long  time  advocate  of  eliminating  the  earnings  limitation  in 
the  social  security  retirement  program.  I  realize  that  there  are  important  financial 
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considerations  inherent  in  this  matter  but  I  would  urge  the  Subcommittee  to  at 
least  consider  raising  the  ceiling  to  a  more  realistic  level  or  to  allow  earned 
income  for  social  security  recipients  to  be  increased  to  the  difference  between  an 
individual's  benefits  and  the  maximum  benefit  plus  the  $3,000  allowance  provided 
under  current  law.  For  example,  the  maximum  annual  benefit  today  totals 
.$4,&47.60.  The  recipient  is  permitted  to  earn  an  additional  $3,000  for  a  total  of 
$7,647.60.  However  by  allowing  a  recipient  to  make  up  the  difference  between  his 
or  her  benefit  and  the  maximum  a  recipient  of  minimum  social  security  benefits 
of  $1,2&4:.80  could  earn  up  to  $6,352.80  for  a  total  income  of  $7,647.60  without 
losing  any  social  security  benefits. 

The  limitation  on  work  earnings  is  particularly  unfair  because  there  is  no 
limit  on  how  much  an  individual  can  receive  from  interest  and  investments.  Thus 
most  often  those  who  must  work  in  order  to  make  ends  meet  are  penalized  for 
(Ining  so.  An  older  worker  who  remains  in  the  work  force  continues  to  pay  both 
the  payroll  tax  and  Federal  income  tax  and  I  would  suggest  that  the  Subcom- 
mittee'ascertain  what  in  general  revenues  and  payroll  taxes  would  be  gained 
through  removal  of  the  earnings  restriction  as  well  as  what  burden  such  action 
niight  place  on  the  social  security  trust  funds. 

Of  equal  importance  as  financing  in  the  future  of  the  social  security  program 
is  the  issue  of  making  the  program  more  responsive  to  the  changing  social  struc- 
ture. The  program  must  be  revamped  to  adaptrd  to  the  evolving  nature  of  the 
family  and  the  increased  participation  of  women  in  the  work  force. 

In  January  of  this  year  I  introduced  legislation  with  eighty-five  cosponsors 
v.iiich  provides  for  equal  standing  between  men  and  women  in  their  entitlement 
to  benefits  under  the  social  security  law.  This  legislation,  H.R.  2420  calls  for 
removal  of  the  dependency  requirements  for  entitlement  to  husband's  and  wid- 
ower's insurance  benefits,  equal  entitlement  to  survivor's  benefits  and  the  pay- 
ment of  retirement  benefits  to  a  married  couple  based  on  their  combined  earnings. 

In  1975  the  Supreme  Court  in  the  landmark  Weinhcrger  v.  WiesenfeM  decision 
struck  down  the  gender-based  distinction  of  the  social  security  law  which  au- 
thorized survivors'  benefits  for  a  widow  with  minor  children  but  denied  them  to 
a  widower  in  the  same  situation.  The  Court  observed  that  the  distinction  in  pay- 
ment of  benefits  was  based  upon  an  "archaic"  and  "overbroad"  generalization 
tliat  "male  workers'  earnings  are  vital  to  their  families"  support  while  female 
worker's  earnings  do  not  significantly  contribute  to  their  families'  support". 

This  decision  was  followed  in  March  of  this  year  with  another  ruling  in  the 
Califano  v.  Goldfarh  case  in  which  the  Supreme  Court  addressed  the  matter  of 
the  dependency  requirement  in  the  payment  of  widowers'  benefits  and  ruled  that 
"this  distinction  invidiously  discriminates  against  female  workers  by  affording 
them  less  protection  for  their  surviving  spouses  than  it  affords  male  workers." 

Justice  Brennan  in  writing  for  the  majority  noted  that  congressional  intent 
was  not  to  provide  differential  treatment  but  to  "aid  the  dependent  spouse  of  the 
deceased  wage  earner"  based  on  "a  presumption  that  wives  are  usually  depend- 

^"while  it  is  true  that  homemaking  may  be  the  main  occupation  of  American 
women  the  Department  of  Labor  estimates  that  9  out  of  every  10  women  will 
work  outside  the  home  at  some  time  in  their  life.  At  the  present  time  oyer  half 
of  the  women  between  the  ages  of  18  and  64  are  members  of  the  work  force. 
These  women  are  working  to  meet  expenses— their  salaries  contribute  to  the 
support  and  education  of  their  children  and  to  improve  the  quality  of  their 
families'  lives.  A  woman's  earnings  must  buy  the  same  protection  for  her  family 

^^In?ddUio™t^o°being  discriminatory  toward  working  women  in  the  extension  of 
benefits  to  their  spouses  and  dependents,  the  social  seciirity  program  is  also 
dSriminatory  in  the  way  in  which  benefits  are  calculated.  Unless  the  earnings  of 
a  work  ng  woman  entitle  her  to  a  larger  benefit  than  half  her  husband's,  she 
niaTreceive  a  benefit  no  higher  than  had  she  never  paid  into  the  system  through 
the  payroll  tax.  Even  when  her  earnings  do  entitle  her  to  a  retirement  benefit 
somewhat  higher  than  she  would  have  received  as  a  dependent,  for  that  extra 
amount  she  would  have  paid  a  disproportionately  higher  tax. 

The  changes  in  the  computation  of  benefits  for  married  couples  m  such  cir- 
cumstance? as  contained  in  H.R.  2420  were  recommended  by  the  Special  Sub- 
committee of  the  Advisory  Council  on  Social  Security.  The  calciilation  formula 
^rfn'ome  splitting  was  considered  bv  the  Ways  and  Means  Committee  and 
approved  by  the  Hmise  as  a  part  of  H.R.  1  in  the  93d  Congress  but  later  dropped 
in  conference. 
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The  social  security  system  must  he  mortified  to  take  into  account  the  contribu- 
tions of  a  wife  with  a  sporadic  work  record.  As  the  rate  of  divorce  increases  after 
ten  to  twenty  years  of  marriage,  more  and  more  women  are  left  with  little  if  any 
economic  security.  They  often  have  no  standing  for  social  security  benefits  and 
most  often  were  forced  by  the  circumstances  of  child-rearing  or  other  household 
obligations  to  forsake  outside  employment  on  a  regular  basis. 

I  again  commend  this  Subcommittee  for  its  attention  to  the  social  security 
program.  These  hearings  will  serve  to  underline  the  government's  determination 
to  meet  all  present  and  future  obligations  and  to  make  the  program  more  respon- 
sive to  changes  in  our  life  styles. 

Statement  of  Hon.  Egbert  McClory,  a  Representative  in  Congress  From: 

THE  State  of  Illinois 

I  am  in  strong  support  of  programs  to  increase  both  employer  and  employee 
contributions  to  the  Social  Security  funds — in  order  that  they  may  be  made 
actuarially  sound — or  at  least  sufficiently  liquid  so  that  benefits  may  be  paid — 
as  they  become  due. 

A  major  ob.iectiou  to  financing  Social  Security  out  of  general  revenues  is  that 
it  is  likely  to  divert  attention  from  the  economy's  real  problems — declining  pro- 
ductivity and  inflation — to  the  detriment  in  the  long  run  of  the  Social  Security 
system  itself. 

If  efforts  are  concentrated  on  incrasing  productivity,  the  pie  will  get  bigger  not 
the  pieces  smaller.  This  in  turn  will  reduce  inflation  which,  since  Social  Security 
Itenefits  are  tied  into  the  Consumer  Price  Index,  will  reduce  outlays.  Such  efforts 
are  more  crucial  now  than  ever  before  as  the  ratio  of  the  working  population 
to  the  beneficiary  population  declines. 

Financing  Social  Security  out  of  the  general  revenue  will  increase  the  national 
deficit — and  thus  inflation — draw  off  funds  from  other  worthy  programs,  and 
result  in  a  loss  of  control  of  the  benefits  level,  as  benefits  would  no  longer  be 
related  to  equal  employer  and  employee  taxes. 

Besides  economic  arguments  against  general  revenue  financing  of  Social 
Security,  there  is  a  psychological  argument  against  such  financing.  It  will  destroy 
the  self-sustaining  insurance  concept  of  Social  Security.  This  is  a  "self-respect" 
factor  essential  to  our  national  fiber.  Receiving  benefits  from  funds  put  in  during 
one's  own  earning  years  maintains  a  sense  of  "carrying  one's  own  weight" — a 
sense  of  personal  productivity  that  a  general  welfare  .system  saps. 

An  additional — and  perhaps  an  alternative — method  for  strengthening  the 
Social  Security  System  would  be  to  delay  the  payment  of  old  age  and  retirement 
benefits.  Such  a  change  could  be  scheduled  to  take  effect  at  the  end  of,  say,  ten 
years,  so  that  no  present  beneficiary — or  person  approaching  retirement  age — 
would  be  affected  immediately  or  soon. 

Increasingly  better  health  care  and  working  conditions  have  made  raising  the 
retirement  age  a  logical  change  toda.v  which  would  increase  revenues  by  deferring 
and  thus  decreasing  outlays.  The  actuarial  advantages  in  a  two  or  three  year 
delay  in  the  payment  of  benefits  are  substantial.  An  example  of  the  savings 
can  be  shown  in  actuarial  figures  from  the  Social  Security  Administration  allow- 
ing for  a  half  year  phase-in  each  year  for  five  years. 

1977,  $600  million,  1978,  $1.1  billion;  1979,  $2.0  billion;  1980,  $3.5  billion; 
1981,  $4.9  billion  :  and  1982.  $7.2  billion. 

In  addition,  the  physical  and  economic  advantages  which  our  citizens  would 
enjoy  from  such  added  opportunities  for  useful  and  remunerative  service  are 
enormous. 


Statement   of   Hon.   "William  S.   Moobhead.   a  Representative  in   Congress 

From  the  State  of  Pennsylvania 

Mr.  Chairman  and  members  of  the  Social  Security  Subcommittee,  your  review 
of  the  social  security  problem  covers  many  issues.  I  will  limit  my  comments  to 
one  of  them — the  relation  between  the  solution  adopted  for  the  social  security 
financing  gap  and  the  nation's  continuing  inflation. 

The  inflation,  now  at  a  rate  of  about  6  percent  a  year,  is  both  serious  and 
baffling.  It  is  not  only  foremost  among  the  concerns  of  our  citizens  but  it  con- 
stitutes a  real  threat  to  the  kind  of  sustained  confidence  and  capital  investment 
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that  we  will  need  for  a  return  to  reasonably  full  employment.  And  yet  solutions 
to  the  problem  are  by  no  means  self-evident. 

One  thing  is  clear,  supported  by  evidence  from  the  whole  of  our  modern  history. 
This  is  that  inflation — the  rise  in  prices — reflects  over  any  sustained  period  the 
rise  in  unit  labor  costs.  When  the  total  cost  of  labor  compensation  outruns  the 
rise  in  productivity,  prices  will  go  up  by  roughly  the  amount  of  the  difference. 
This  is  not  to  say  that  the  recent  trend  of  wage  increases — running  about  8  per- 
cent a  year — is  "unjustified" ;  wages  have  risen  in  large  part  because  of  prior 
price  increases,  which  is  the  meaning  of  the  "price-wage  spiral"  or  "momentum 
inflation."  But  whatever  the  reason,  inflation  will  not  subside  until  the  increase 
in  unit  labor  costs  subsides. 

Social  security  taxes  paid  by  the  employer  have  become  a  significant  component 
of  total  labor  compensation  costs.  They  have  risen  from  about  2  percent  of  the 
total  15  years  ago  to  about  5  percent  now ;  for  each  hour  worked,  employer  social 
security  taxes  rose  from  5  cents  in  1959  to  27  cents  in  1974.  and  they  are  more  now. 
Both  common  sense  and  economic  analysis  tell  us  that  the  great  bulk  of  any  fur- 
ther increase  in  the  employer  social  security  tax  will  be  passed  along  in  the  form 
of  higher  prices,  exactly  the  same  way  that  a  wage  increase  is  passed  along.  In 
a  word,  an  increase  in  the  employer  social  security  tax  increases  unit  labor  costs, 
which  is  at  the  root  of  our  current  inflation  problem. 

I  am  not  suggesting  that  an  increase  in  employer  social  security  taxes  can  be 
avoided  altogether  in  the  process  of  straightening  out  the  finances  of  the  system. 
But  I  am  suggesting  that  this  committee  give  heavy  weight  to  the  inflation  issue 
in  deciding  upon  the  mix  of  financing. 

If  I  may,  Mr.  Chairman,  I  would  like  to  express  strong  support  for  the  Admin- 
istration's proposal  for  a  retroactive  payment  to  the  social  security  trust  fund 
from  general  revenues,  to  make  up  for  recession-caused  losses.  As  you  know,  thin* 
is  essentially  a  bookkeeping  transaction,  with  no  effect  on  the  unified  budget 
deficit  or  Treasury  borrowing  and  no  loss  of  funds  for  expenditure  on  other  pur- 
poses. It  has  limits  as  a  solution  to  the  basic  problem,  but  within  the  bounds  pro- 
posed by  the  President  it  makes  sense.  It  is  not  open-ended  and  does  not  open  the 
way  to  profligate  decisions  on  future  benefits,  and  it  heads  off  a  needless  increase 
in  the  payroll  tax. 

By  contrast,  I  hope  the  Committee  will  not  accept  the  President's  proposal  to 
remove  the  wage  base  ceiling  on  only  the  employer  share  of  the  tax.  To  the  extent 
that  taxes  must  be  raised,  the  increase  should  continue  to  be  applied  equally  to 
employer  and  employee,  presumably  through  some  combination  of  wage  base  nnd 
tax  rate  changes. 

The  Administration  suggests  that  a  "traditional"  solution  of  the  problem  would 
raise  the  employer  tax  more  than  would  be  the  case  with  its  own  package.  But 
this  is  true  only  because  of  the  imaginative  use  of  general  revenues.  Given  that 
component  of  the  package,  which  I  endorse,  the  remaining  tax  increase  on  em- 
ployers can  be  less  than  in  the  Administration  proposal  by  levying  the  tax,  as  in 
the  past,  equally  on  employers  and  employees. 

It  is  tempting,  I  know,  to  try  to  "soak"  the  employer  with  a  somewhat  larger 
share.  But  this  is  really  just  a  deception.  These  added  taxes  will  show  up  in  the 
price  level— a  worsening  of  our  already  serious  inflation — and  will  hurt  all  of 
our  citizens.  What  you  decide  on  this  question  will  have  an  important  bearing  on 
our  price  level  down  the  road,  and  I  urge  only  tliat  you  keep  this  aspect  of  tiie 
problem  in  mind.  

Statement  of  the  Alliance  of  American  Insurers 

The  Alliance  of  American  Insurers  is  a  major  national  association  of  property 
and  casualty  insurance  companies.  Member  companies  of  the  AlUance  provide 
workers'  compensation,  automobile,  homeowners  and  other  property  and  casualty 
coverages  in  all  flfty  states  and  the  District  of  Columbia.  Our  companies  are  con- 
cerned over  the  financial  problems  in  the  Social  Security  System.  While  we  be- 
lieve that  they  may  have  been  averted  through  the  application  of  sound  actuarial 
principles  in  program  operations,  we  recognize  that  they  are  urgent  and  demand 
immediate  solution. 

THE    administration's    SOLUTIONS 

The  Social  Security  svstem  is  in  serious  financial  difiieulties.  For  the  short  run. 
the  Congress  must  devise  ways  to  augment  the  Disability  Insurance  Reserves  and 
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Old  Age  aud  Survivors  Insurance  reserves  which,  according  to  present  estimates 
will  run  out  in  1979  for  the  Disability  Fund,  aud  in  1983  for  OASI.  For  the  long 
run,  the  Congress  must  develop  the  means  to  maintain  those  funds  at  levels  which 
will  assure  that  future  retirees  and  the  disabled  will  receive  those  benefits  to 
which  they  are  entitled  by  virtue  of  their  contributions  and  the  contributions  of 
their  employers. 

The  Administration  has  proposed  an  eight  point  program  to  resolve  both  the 
short  and  long  run  problems.  We  believe  that  certain  elements  in  the  Administra- 
tion's program  will  have  favorable  impact.  Separating  the  procedures  for  grant- 
ing cost  of  living  increases  to  present  retirees  from  methods  for  calculating 
benefits  for  future  retirees,  for  example,  should  reduce  long  term  deficits.  We 
favor  this  element  of  the  Administration's  proposal. 

We  have  noted,  however,  that  as  a  part  of  its  solution  to  the  immediate  prob- 
lem, the  Administration  would  transfer  funds  from  general  revenues  to  the 
Social  Security  Trust  Funds.  The  transfer  would  equal  the  funds  lost  by  the 
system  when  the  unemployment  rate  exceeds  six  percent. 

GENERAL   REVENUE    FUNDING 

We  are  unalterably  opposed  to  the  subsidization  of  the  Social  Security  system 
through  the  general  "fund.  While  the  proposal  is  limited  to  the  years  1975  to  1978 
when  unemployment  is  expected  to  drop  below  six  percent,  we  believe  that  the 
process  lays  the  groundwork  for  other  injections  of  general  revenue  into  the 
system.  We  feel  that  general  revenues  should  not  l)e  utilized  in  Social  Security 
funding,  because  the  process  could  lead  to  system  over-expansion.  Social  Security 
needs  to  be  confined  to  its  basic  design  objectives,  it  should  not  become  a  welfare 
program. 

The  injection  of  general  revenues  into  social  security  funding  would  conceal 
the  true  costs  of  the  program.  Thus,  the  process  could  create  pressures  for  benefit 
enrichment.  Under  the  present  system,  participants  are  aware  of  the  costs  because 
they  are  an  easily  identifiable  deduction  from  their  paychecks.  Since  increases 
In  benefits  would  be  refiected  in  larger  deductions  pressures  are  created  which 
tend  to  check  benefit  expansion.  Subsidization  out  of  general  revenue  transfers 
some  part  of  the  cost  to  the  income  tax  base  where  it  is  lost  to  the  participant's 
awareness  among  the  many  other  programs  financed  by  the  federal  government. 
In  this  case,  although  he  is  still  paying  the  costs  through  the  income-tax  route, 
he  perceives  the  increased  benefits  as  a  greater  return  on  his  Social  Security 
dollar. 

We  feel  that  pressures  for  richer  benefits  would  increase  with  the  injection 
of  general  revenues  into  the  social  security  system,  and  strongly  urge  that  the 
administration  proposal  for  short  term  funding  through  general  revenues  be 
rejected. 

Financing  social  security  deficits  oiit  of  general  revenues  has  yet  another 
undesirable  aspect.  General  revenues  are  derived  from  income  tax.  and  their 
outgo  is  governed  by  the  federal  budget.  Congress  and  the  Administration  are 
trying  to  achieve  a  balance  between  income  and  outgo  in  the  next  few  years  in 
order  to  provide  some  stability  in  the  economy.  The  addition  of  yet  another 
demand  on  general  revenues  could  cause  significant  delays  in  the  attainment  of 
this  objective. 

The  Administration's  proposal  for  financing  the  Social  Security  deficit  has 
other  implications  which  need  to  be  explored.  High  rates  of  unemployment  not 
only  endanger  the  social  security  program,  but  also  increase  the  deficits  in  the 
general  fund.  The  Administration  proposal  would  add  to  the  staggering  deficit 
in  the  general  fund  which  is  contributory  to  the  economic  uncertainty  under- 
lying the  unemployment  problem,  by  the  transfer  to  the  Social  Security  Trust 
Funds.  Thus,  the  proposal  could  further  aggravate  the  economic  uncertainty 
which  lessens  business  desires  to  expand. 

UNEQUAL   TAX   TREATMENT   OF   EMPLOYERS 

Under  the  existing  Social  Security  financing  plan  employers  and  employees 
pay  an  equal  tax  on  the  first  .$16,500  of  the  employees  earnings.  The  figure 
would  rise  to  $23,500  under  current  law.  The  Administration  has  proposed  that 
these  limitations  on  the  employer  tax  burden  be  eliminated  in  steps  over  the 
next  three  years  so  that  by  19S1  employers  will  be  taxed  on  total  payroll. 
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We  feel  that  this  change  in  the  financing  plan  is  undesirable.  While  it  would 
infuse  needed  additional  revenue  into  the  Social  Security  Trust  Funds,  it  would 
also  violate  long  established  precedent.  Since  the  very  beginning  of  the  pro- 
gram, the  costs  of  social  security  have  been  equally  shared  by  both  employers 
and  employees  because  tlie  procedure  is  fair  and  appropriate  for  all  parties 
involved.  The  Administration  proposal  destroys  this  joint-sharing  by  placing  an 
added  burden  on  employers.  We  believe  this  is  inequitable,  and  is  not  in  the 
best  interests  of  the  public. 

CONCLUSION 

'  The  Alliance  is  concerned  over  the  financial  problems  in  the  Social  Security 
system.  While  we  would  agree  on  the  urgent  need  for  problem  solution,  we 
are  concerned  that  elements  in  the  Administration's  proposal  may  intensify  rather 
than  solve  the  problems  over  the  long  run. 

The  Alliance  believes  that  the  Social  Security  system  needs  to  be  confined  to 
its  basic  objective — a  floor  of  protection  for  covered  individuals.  We  are  opposed 
to  the  infusion  of  general  revenue  dollars  into  the  system.  We  believe  that  this 
would  increase  pressures  for  altering  the  system  into  a  welfare  program. 


New  York,  N.Y.,  July  27.  i.977. 

Re  use  of  transferring  general  funds  from  the  Treasury  to  the  social  security 
system. 

Representative  Ai.  Ullman, 

Chairman,  House  Ways  and  Means  Committee, 

Washington,  D.C. 

Dear  Congressman  Uixman  :  Today's  New  York  Times  reports  your  opposition 
to  the  prospect  for  using  Treasury  Funds  to  finance  deficits  of  the  Social  Security 
System.  Being  convinced  of  the  merit  of  your  views,  I  should  like  to  express  my 
support  and  also  present  a  few  comments. 

Under  general  revenue  financing,  the  existing  control  over  the  level  of  benefits 
could  be  lost.  A  limit  is  more  easily  placed  on  lienefits  as  long  as  they  are  relatpd 
to  taxes  on  employees  and  employers.  If,  however,  general  revenues  are  made 
available  to  the  extent  required,  benefits  could  become  a  political  pork  barrel 
because  it  would  be  more  difficult  for  Congress  to  resist  pressures. 

Inflation. — Inflation  is  likely  to  continue  indefinitely.  Hence  my  concern  that 
the  use  of  general  revenues  for  Social  Security  would  contribute  to  the  many 
infiationary  forces  now  oi>erating.  We  should  be  mindful  that  the  purchasing 
power  of  the  dollar  has  already  been  reduced  by  over  50%.  that  inflation  in  most 
countries  is  at  a  double  digit  level  and  that  most  national  currencies  have  been 
devalued. 

Financing  7-evennes  for  the  system. — I  believe  that  the  basic  principle  on  which 
the  system  was  established  should  be  maintained,  viz  some  basis  of  taxation  im- 
posed on  employees  and  employers.  Under  the  prevailing  economic  situation,  con- 
sideration is  warranted  for  adjusting  the  rate  of  tax  imposed  on  each  of  the  two 
groups. 

Projections. — It  is  difficult  to  project  even  five  years  out.  Hence  some  flexibility 
should  be  provided  in  setting  up  a  program  to  finance  Social  Security  needs  much 
beyond  19S2  when  Reserves  are  completely  used  up  under  present  laws. 
Cordially  yours, 

Benjamin  F.  Feldman. 


Statement  From  the  Committee  on  Taxation  Financial  Executives 

Institute  ^ 

social  security  financing  proposals 

The  Carter  Administr.ntion  h;Ts  proposed  revamping  the  social  «!ecuritv  system 
to  guarantee  its  financi;^!  intetirity,  lioth  sliort  and  long  term.  The  changes  re- 
quested of  the  Congress  include  : 

(1)  Use  of  general  revenues  to  compen^atp  for  social  security  taxes  lo.st  when 
the  overall  U.S.  unemployment  rate  exceeds  6%. 


iFinniiflal  Expciitivi^e  Tnstitntp  is  tlip  rpcosnizpfl  profpssional  association  of  10.000 
spr.lnr  financial  and  administrative  pxeciitivps  in  more  than  5,000  business  organizations 
representing  a  broad  cross-section  of  American  industry. 
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(2)  Removal  of  the  present  wage  base  ceiling  per  employee  over  a  3-year  pe- 
riod through  1981 ;  the  employer  would  subsequently  pay  social  security  tax  on 
his  entire  payroll. 

(3)  Raising  the  employee's  wage  base  subject  to  tax  by  .$600  in  1979,  1981,  1983 
and  1985  in  addition  to  increases  already  provided  by  current  law.  This  would 
increase  the  wage  base  to  $30,300  by  1985  instead  of  $27,900. 

(4)  Restoring  the  basic  social  security  tax  for  self-employed  persons  to  the 
traditional  rate  of  one  and  one-half  times  that  paid  by  employees.  The  7.9  percent 
rate  in  1977  would  increase  to  8.6  percent  in  1979. 

Certain  miscellaneous  changes  were  also  recommended;  e.g.,  (1)  auxiliaiy 
benefits  should  be  paid  on  the  earnings  record  of  the  higher  paid  member  of  a 
married  couple,  (2)  the  current  benefit  formula  scaled  to  cost-of-living  increases 
should  be  amended  to  eliminate  excessive  adjustments  for  inflation  inadvertently 
enacted  in  1972,  etc. 

Although  action  must  be  taken  to  place  the  social  security  fund  on  a  sound 
financial  basis,  we  believe  that  proposals  to  use  general  tax  revenues  and  to  tax 
employers  on  their  entire  payroll  are  inappropriate. 

Social  security  derives  its  fiscal  intergrity  from  separate  taxing  and  fiuiding. 
"Whenever  a  benefit  is  added,  under  this  concept,  a  tax  is  levied  to  pay  for  it.  If 
general  revenues  are  to  be  used,  that  discipline  which  to  date  has  been  charac- 
teristic of  social  security  will  be  lost.  Tapping  general  revenues  would  i)erniit 
benefit  increases  to  rise  to  politically-attractive  levels  without  a  responsible 
financing  to  mechanism  to  l)ack  it  up. 

Social  .security  should  be  available  to  every  American  nn  a  contributory, 
earned-right  basis.  Those  wlio  receive  social  security  should  not  lie  led  to  feel 
that  they"  are  accepting  funds  from  a  welfare  program.  Their  preference  is  to 
reecive  funds  from  a  contributory  system  to  which  they  have  paid  their  share 
and  from  which  they  are  receiving  earned  benefits. 

The  use  of  general  tax  funds  would  erode  those  values — particularly  since 
the  federal  government  is  already  operating  at  a  substantial  deficit.  No  surplus 
general  rules  even  exist  to  support  the  social  security  system.  Therefore,  the 
tax  burdens  once  again  would  become  a  responsibility  of  the  already  heavily  taxed 
middle  income  American.  The  insurance  and  earned-benefits  aspects  of  social 
security  should  not  only  be  maintained  but.  if  pos.sible,  should  be  strengthened. 

Though  Social  Security  Commissioner  Cardwell  insists  th;\t  a  general  fund 
contribution  would  be  largely  a  "paiier  transaction."  the  concept  of  a  sound  and 
self-sustaining  system  would  be  compromised  at  the  expense  of  an  increase  in 
national  debtrand  inflationary  .spiral.  Moreover,  use  of  the  unemployment  level 
as  a  trigger  would  only  exacerbate  the  problem,  since  times  of  high  imemploy- 
ment  coincide  with  times  of  high  demand  on  federal  revenues  liy  other  programs. 

The  proposed  corporate  tax  on  entire  payroll  occurs  inopportunely  just  when 
new  proposals  are  being  made  to  aid  capital  formation.  Extending  the  social 
security  tax  to  full  payroll  would  likely  : 

1.  Hamper  the  business  recovery,  inhiliit  capital  formation  and  cut  into  general 
revenues  by  adding  a  tax  deductible  item. 

2.  Prove  inflationary  to  the  degree  that  employers  attempted  to  recover  the 
adtiitional  tax  tlirough  price  increases. 

3.  Encourage  fiscally  burdened  state  and  local  governments  to  consider  with- 
drawing from  social  security — thereby  compounding  the  system's  problem. 

The  existing  financing  structure  which  calls  for  equal  contributions  by  em- 
ployers and  employees  has  stood  the  nation  in  good  stead  for  forty  years.  It 
has  survived  every  economic  downturn  and  change  of  political  administration. 
The  soundness  of  the  principle  has  been  proven  and  should  not  be  subverted 
for  short-term  considerations. 

We  support  equal  increases  in  social  security  tax  rates,  as  needed,  on  employers 
and  employees.  A  direct,  payroll-related-tax  provides  strong  fiscal  discipline 
and  should  not  be  altered.  Although  it  is  alleged  that  the  social  security  tax  is 
regressive,  the  benefit  formula  is  quito  the  opposite — lowf-r  income  workers 
receive  far  larger  benefits  from  social  security  relative  to  their  earnings  than 
do  middle  or  upper  income  persons. 

We  further  believe  that  two  existing  problems  directly  affect  the  soundness  of 
the  social  security  system.  First  is  the  "double  indexing"  of  benefits  to  compen- 
sate for  inflation  and  wage  increases  (begun  in  1972t.  Double  indexing  clearly 
serves  to  overcompensate  for  the  effects  of  inflation.  It  must  be  .stopped  because 
it  costs  too  much. 
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The  second  problem  is  the  growing  exodus  of  state  and  local  employees  from 
the  social  security  system  and  the  failure  to  extend  the  system  to  millions  of 
fe<leral  civilian  employees.  This  compromises  the  system's  viability.  Many  local, 
state,  and  federal  workers  serve  sufficient  time  on  the  public  payroll  to  qualify  for 
genei'ous  pension  benefits  (at  great  expense  to  the  taxpayer  even  though  their 
plans  may  be  conti-ibutoi-y) — then  qualify  for  additional  benefits  under  social 
.security  by  working  for  ten  years  or  even  less  for  a  covered  employer.  In  general, 
their  social  security  benefits  are  out  of  proportion  to  their  contributions. 

Federal,  state,  and  local  employees  should  be  included  in  the  social  security 
sy.stem  and  contribute  to  it.  Equivalent  payments  should,  of  course,  be  made  by 
their  employers,  i.e.,  the  appropriate  governmental  imits.  Government  pension 
systems  should  then  be  integrated  with  social  security  in  a  manner  similar  to 
that  used  by  the  pension  plans  of  many  of  the  country's  private  employers. 

In  summary,  we  agree  that  the  social  security  system  should  be  made  financially 
sound  as  soon  as  possible,  but  not  primarily  at  the  expense  of  the  employer  or 
middle-income  taxpayer  and  not  so  as  to  lose  fiscal  restraints  on  benefits.  Double 
indexing  must  be  stopped,  rate  increases,  when  needed,  should  fall  equally  on 
employers  and  employees,  steps  should  be  taken  to  discourage  withdrawal  by 
the  few  groups  able  to  opt  out,  and  coverage  should  be  extended  to  government 
workers  not  currently  enrolled  in  social  security. 


Joint  Committee  of  Senior  Citizens'  Organizations, 

Hempstead,  N.Y.,  June  27, 1977. 
Hon.  .Tames  A.  Burke, 

■Chairman,  dubcomniittee  on  Social  Security,  House  of  Representatives,  Wash- 
ington, D.C. 
Dear  Representative  Burke  :  Since  I  can't  attend  your  hearing  on  Social 
■Security  I  would  like  to  enter  a  few  remarks  in  the  record. 

Our  committee  supports  the  President's  proposals  to  protect  the  Social  Security 
Trust  Fund.  But  we  would  like  to  call  to  your  attention  the  insufficient  income 
for  most  of  America's  elderly.  It  is  estimated  that  70  percent  of  our  seniors  are 
forced  to  live  at,  or  below,  the  poverty  level. 

The  White  House  Conference  on  the  Aging  in  1971  recommended  that  payment 
levels  to  the  elderly  should  correspond  to  the  Bureau  of  Labor  Statistics  inter- 
mediate budget  for  a  retired  urban  couple.  This  figure  in  1965  was  $6,465  annually. 
For  a  single  person  it  would  be  75  percent  of  that  figure.  Of  course,  the  figure 
would  be  higher  now  because  of  inflation. 

The  Older  Americans  Act  of  1965  stated  that,  "It  must  be  the  national  policy 
of  the  United  States  that  poverty  be  eliminated  as  the  concomitant  of  the  older 
j'ears." 

We  trust  you  will  give  these  proposals  serious  consideration. 
Sincerely, 

Henry  Doliner, 
Executive  Secretary. 


New  Haven,  Conn. 

Sir  :  Unable  to  attend  the  hearing  in  Washington  this  month,  I  wish  to  send 
you  my  proposals,  that  I  would  submit. 

I  wish  you  would  read  &  submit  them  for  consideration  by  the  Committee  on 
Special  Security. 

I  believe  that  transferring  moneys  from  General  Treasury  will  not  solve  the 
long  time  problem. 

Improvements  in  the  system  must  be  made  for  the  future  to  guarantee  for 
our  young  people  a  future  without  doubt. 

I  suggest  three  ways  to  generate  money. 

(1)  Raise  the  level  to  at  least  .$25,000  from  which  deductions  are  made. 

(2)  Make  radical  changes  in  the  rate  of  the  deduction. 
All  single  people  pay  standard  rate. 

Married  man  with  wife  working — both  pay  standard. 

Married  man,  wife  not  working  pay  %  percent  more  to  cover  dependent,  and 
•an  increase  of  Vs  percent  for  each  child. 

Because  this  is  a  group  that  receives  the  greatest  reward ;  as  if  a  man  dies  the 
■wife  and  children  are  taken  care  of  forever. 
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(3)  All  working'  men  and  women  should  be  required  to  pay  into  tliesystem^ 
because  when  one  is  72  or  a  wife  who  never  paid  into  the  system  can  collect. 

I  do  not  believe  we  should  tax  the  employer  more,  it  should  be  a  50-50  system. 

I  believe  the  shortages  have  been  created  over  the  years,  because  as  congress 
added  on  many  benefits,  they  did  not  make  provisions  to  keep  up  with  the  times. 

I  believe  it  is  the  best  law,  as    human  nature  is  such  that  the  retired  would 

not  have  saved  the  money,  given  the  chance. 

Sincerely, 

Louise  Sinon. 

Mr.  Waggonxer.  The  committee  will  come  to  order. 

We  will  vary  our  routine  a  little  bit.  We  have  one  of  our  colleagues 
who  was  not  able  to  be  with  us  this  morning  from  California,  Con- 
gressman Anderson. 

Mr.  Anderson,  we  would  allot  you  a  maximum  amount  of  minimum 
time  at  this  point. 

STATEMENT  OF  HON.  GLENN  M.  ANDERSON,  A  EEPHESENTATIVE 
IN  CONGRESS  EROM  THE  STATE  OF  CALIFORNIA 

Mr.  Andersox.  I  want  to  commend  you  on  this  panel.  I  have  been 
listening  to  you  for  the  last  30  or  40  minutes.  It  has  been  information  tO' 
hear  such  a'knowledgal:>le  discussion  on  this  complex  issue. 

It  is  my  privilege  to  be  able  to  appear  before  you  today  to  advocate 
leg-islation  which  Would  liberalize  and  improve  disability  insurance 
for  the  blind.  Speaking  on  this  subject  to  a  subcommittee  chaired  by 
a  champion  of  the  blind  su.ch  as  Congressman  Burke  may  be  a  bit  like 
carrying  coals  to  Newcastle.  However,  it  is  a  matter  with  which  I  am 
greatly  concerned. 

I  am  concerned,  because  like  my  colleagues  I  feel  compassion  toward 
my  fellow  man  who  has  not  been  quite  as  fortunate  as  we  ha^'c  been. 
And  from  a  "business*'  point  of  view,  I  am  concerned  about  all  existing 
laws  which  effectively  act  to  discourage  increased  employment.  In- 
credibly enough,  the  current  laws  do  just  that  with  regard  to  the  blind. 
By  looking  for  work  and  finding  it  they  stand  to  lose  their  disability 
benefits.  Hence,  an  individual  with  a  family,  drawing  $900  a  month 
disability,  could  lose  this  entire  amount  by  finding  a  job  paying  half 
that. 

Let's  try  to  put  ourselves  inside  the  mind  of  one  who  is  blind.  He 
may  know  that  he  can  do  many  jobs,  but  he  has  also  come  to  learn  that 
society  doesn't  feel  this  way.  Let's  further  suppose,  that  out  of  the 
desire  to  work  he  takes  this  job  earning  half  of  what  he  had  been 
receiving,  works  a  j'ear,  and  is  then  let  go  by  a  boss  who  cannot  under- 
stand or  cannot  accommodate  some  of  his  needs.  The  present  law  states 
that  by  working  a  year,  he  has  demonstrated  himself  to  be  capable  of 
''substantial  gainful  activity."  Thus,  he  is  out  of  work,  and  no  longer 
eligible  for  disability  insurance. 

Where  is  the  incentive  to  work  ?  Under  the  current  statute  the.  Gov- 
ernment is  asking  blind  disability  recipients  to  forego  steady  income, 
perhaps  the  only  steady  income  they  have  ever  received,  for  an  insecure 
employment  future.  And  let's  be  frank,  thanks  to  this  Nation's  attitude 
toward  the  blind,  chances  of  their  establishing  a  long-term  career 
are  slim.  Indeed,  at  the  present  time  TO  percent  of  the  employable 
blind  are  either  unemplo3'ed  or  underemployed. 
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Critics  mijslit  ask,  ''Why  slioiild  they  continue  to  receive  disability 
insurance  while  tliey  are  workinof?"  Although  tliey  may  be  working]:, 
they  are  still  blind,"  they  still  have  many  needs  that  the  rest  of  us  do 
not"  have.  They  have  special  expenses  to  bear  that  their  sighted  friends 

do  not. 

We  have  our  eyes  to  see.  the  blind  must  sometimes  make  various 
purchases  to  help' them  through  a  world  oriented  to  the  majority  and 
unfeeling  toward  the  rest.  They  must  hire  "readers"  or  buy  books  in 
braille.  Any  money  the  Government  gives  them  over  and  above  income 
from  their  jobs  can  be  well  spent  on  special  services  that  the  rest  of 
us  do  not  need,  perhaps  services  that  will  be  of  help  to  them  at  work. 

If  the  present  law  discourages  the  blind  from  looking  for  employ- 
ment, it  also  fails  to  recognize  how  difficult  it  is  for  them  to  find  it. 
Another  provision  of  this  proposed  legislation  we  are  discussing  today 
would  allow  all  blind  people  to  qualify  for  disability  insurance  after 
11/2  years  of  social  security  covered  work,  abolishing  tho  present  sys- 
tem Avhich  requires  some  to  have  as  many  as  5  years  of  covered  em- 
ployment behind  them. 

It  is  not  easy  and  can  be  extremely  difficult  for  some  blind  people  to 
find  a  job  that  lasts  5  years.  They  may  try,  but  often  the  jobs  for  them 
are  simply  not  there. 'Again,  the  70  "percent  unemployment  figure  as 
determined  bv  an  HEW  study.  This  is  especially  true  during  periods 
of  economic  decline.  Well-meaning  emplovers  who  in  more  prosperous 
times  might  "take  a  chance"  with  a  blind  person,  today  feel  less 
inclined  to  do  so.  Let's  fact  it.  right  now  many  people  are  having 
difficulty  finding  work,  those  with  or  without  degrees,  with  or  without 
skills,  and  with,  but  especiallv  without,  sight. 

One  final  thing  we  must  all  remember  when  looking  at  the  various 
price  tags  attached  to  this  l)ill.  When  determininsr  cost,  we  must  con- 
sider that  upon  finding  work,  a  blind  person  and  his  family  will  have 
no  further  need  for  supplemental  security  income,  food  stamps,  or 
welfare.  And  his  job  can  provide  him  with  an  increased  sense  of  self- 
esteem,  something  which  society  all  too  often  strips  away  from  the 
imemploved  and  the  handicapped. 

Additionally,  and  not  to  l)e  overlookerl,  there  is  a  self-perpetuating 
factor  at  play  here.  Once  at  work,  we  will  all  see  that  the  blind  can  do 
the  job  that  needs  to  be  done,  so  society's  perception  of  the  blind  will 
chano-e. 

Mv.  Ohairman.  honorable  members.  PT.R.  3049  and  TT.R.  RB67.  which 
I  introduced,  would  not  necessarilv  encouraw  the  blind  to  find  em- 
plovment.  I  do  not  feel  they  need  that.  But  what  it  would  do  is  put  an 
end  to  the  Government's  system  which  institutionalizes  the  discour- 
agement of  their-  working. 

'  Thank  you,  Mr.  Chairman,  for  your  courtesy  in  slipping  me  in 
here. 

[The  following  was  submitted  for  the  record  :] 

Statement  op  Hon.  Tren't  IjOtt.  A  Representative  In  Congress  From 

THE  State  of  Mississppi 

Mr.  rhairman.  it  is  a  privilege  for  me  to  Piihmit  a  Ptafement  for  these  hear- 
ings on  social  security,  since  T  know  of  few  other  Federal  programs  that  affect 
so  many  Americans  antl  have  been  the  subject  of  such  great  controversy  in  recent 
years.  Specifically.  T  would  like  to  touch  on  three  pieces  of  social  security  legis- 
lation with  whicli  I  have  affiliated  myself  this  Congress. 
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First,  I  wish  to  call  the  attention  of  my  colleagues  to  H.R.  l.";iS,  which  1  have 
introduced  with  twenty-two  cosi»onsors,  to  correct  six  specilic  problems  which  I 
have  found  in  the  social  security  system.  I  might  add  that  these  matters  were 
brought  to  my  attention  through  the  casework  in  my  office,  and  therefore  I  know 
them  to  be  real  considerations,  in  urgent  need  of  remedy. 

H.R.  1.518  seeks  to  do  the  following  : 

( 1 )  Eliminate  the  5-month  waiting  period  for  disability  benefits ; 

(2)  Liberalize  the  earnings  test  from  the  present  .$3,000  to  .f;7,.jOO  per  year  ; 

(3)  Grant  permission  for  adopted  children  to  qualify  for  benetits  without 
regard  to  certain  time  requirements  ; 

(■i)   Reduce  delay  in  benefit  determinations  ; 

(.5)  Provide  for  the  issuance  of  duplicate  benefit  checks  where  the  initial 
<>hecks  are  lost  or  delayed  ;  and 

(U)   Provide  for  expedited  benefit  payments  to  disability  beneficiaries, 

( »f  these  six  provisions,  I  consider  the  liberalization  of  the  earnings  test  the 
most  urgent.  Frankly.  I  think  to  penalize  older  Americans  for  working  by  drasti- 
cally reducing  the  social  security  benefits  they  have  earned  throughout  their 
working  lives  seems  contrary  to  our  Nation's  philosophy.  As  a  result  of  the 
loss  of  lienefits  now  caused  by  the  restrictive  earnings  limit  of  $3,000  per  year, 
many  of  our  best  workers,  who.se  wisdom,  skills,  and  stability  could  be  very 
l)eneficial  to  our  economic  system,  retire  on  a  small  social  security  annuity  and 
take  employment  only  certain  hours  during  the  week  to  avoid  loss  of  lienefits 
under  the  earnings  test.  I  might  emphasize  in  this  regard,  furthermore,  that, 
by  working  increased  hours  for  greater  wages,  they  can  be  paying  into  the 
social  security  fund  at  the  same  time  they  are  receiving  benefits. 

I  should  add,  however,  that  I  see  a  great  advantage  to  an  increase  of  the 
earnings  limitation  besides  the  financial  help  it  would  give  social  security  re- 
cipients. Older  Americans  sense  a  uselessness  to  their  lives  when  they  are  no 
longer  a  vital  part  of  this  nation's  work  force.  At  a  time  when  the  elderly  popula- 
tion is  increasing  and  "Gray  P(twer"'  is  a  phrase  receiving  increased  usage,  the 
right  of  a  senior  citizen  to  maintain  a  purposeful  role  in  society  would  be  pro- 
tected by  an  increase  in  the  earnings  limit. 

In  a  similar  vein,  I  .should  like  to  express  my  support  for  H.R.  l-ilT,  to  amend 
title  JI  of  the  Social  Security  Act  so  as  to  liberalize  the  conditions  governing 
eligil)ility  of  blind  persons  to  receive  disability  insurance  l)enefits  thereunder. 
I  know  that  a  number  of  other  members  in  both  bodies  of  Congress  have  l>een 
.sponsors  of  this  legislation  in  the  past,  and  I  understand  that  the  Senate  has 
passed  such  a  measure  on  several  occasions. 

As  is  the  case  with  the  earnings  limit  on  social  security  retirement  benefits, 
blind  Americans  frequently  view  the  present  laws  governing  disability  benefits  for 
the  lilind  as  a  hindrance  to  their  efforts  to  retain  gainful  employment.  Briefly, 
H.R.  I-'jIT  consists  of  two  major  provisions  tliat  would  improve  this  situation. 

P'irst,  it  allows  qualification  for  disability  benefits  to  the  person  who  is  blind, 
according  to  the  generally  accepted  definition  of  blindness  and  who  has  worked 
six  quarters  in  social  security-covered  work.  Second,  it  continues  payment  of 
benefits  irrespective  of  earnings  so  long  as  blindness  lasts,  rather  than  cutting 
off  benefits  if  the  blind  person  earns  as  little  as  .$200,00  in  a  month,  as  provided 
in  existing  regulations. 

As  I  have  stated  with  respect  to  the  earnings  limit  for  retired  Americans,  a 
federal  program  should  not  deter  persons  from  working,  hut  such  is  definitely 
the  case  with  the  social  security  regulations  governing  blindness.  HEW  has 
estimated  in  the  past  that  annual  income  lost  to  blindness  in  the  T'nited  States 
runs  approximately  $1  billion.  The  effect  of  this  legislation  would  be  substan- 
tially to  replace  this  loss,  thus  allowing  blind  ii^rsons  to  be  contributors  in 
America,  not  tax  burdens. 

I  know.  Mr.  ("hnirman.  that  this  legislation  is  basically  familiar  to  this  Sub- 
committee, so  I  shall  conclude  my  remarks  on  it  by  saying  only  that  I  have  numer- 
ous blind  friends  who  have  overcome  the  barriers  placed  before  tliem  by  our 
society  and  who  contribute  to  this  nation  both  fiscally  and  spiritually.  I  think 
■that  this  kind  of  approach  should  be  encouraged  in  every  possible  way. 

Finally.  I  want  to  express  my  support  for  H.R.  2480.  introduced  by  Congress- 
mnn  G.  V.  ?tIontgomery  and  cosponsored  by  the  Mississippi  House  Delegation,  to 
authorize  social  security  coverage  for  Mississippi's  policemen  and  firemen.  I  know 
Congressman  Montgomery  intends  to  address  this  legislation  in  more  detail,  but 
since  o  of  tlie  17  cities  which  could  be  adversely  affected  by  the  failure  of  the 
House  aiid  Senate  to  act  on  this  measure  lie  in  my  congressional  district,  I  want 
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to  add  my  endorsement  to  it.  In  the  future,  this  social  security  coverage  could 
make  allthe  difference  in  whether  these  5  cities  have  adequate  fire  and  police 
protection. 

Mr.  Chairman,  I  want  to  thank  you  for  giving  me  the  opportunity  to  address 
this  body  and  express  my  appreciation  for  your  efforts  to  deal  with  the  problems 
of  the  social  security  system. 

]Mr.  Waggoxner.  Thank  you.  We  apologize  for  having  you  delayed 
to  the  extent  you  have  been  and  we  appreciate  your  very  fine  statement. 

We  will  hear  now  from  another  panel.  We  have  three  gentlemen  to 
represent  the  American  Association  of  Retired  Persons  and  the  Na- 
tional Retired  Teachers  Association— Mr.  James  M.  Hacking,  Mr.. 
Ralph  W.  Borsodi,  and  Mr.  Thomas  C.  Borzilleri.  From  the  National 
Council  on  the  Aging  we  have  Mr.  Alvin  David,  member,  board  of  di- 
rectors ;  and  from  the  Council  of  State  Chambers  of  Commerce  present 
with  us  are  Edward  H.  Kay,  chairman,  social  legislation  comjnittee  ; 
Mr.  Paul  P.  Plenkel,  chairman,  social  security  subcommittee,  accom- 
panied by  William  R.  Brown,  associate  research  director. 

As  they  are  listed  on  the  witness  list,  from  the  American  Association 
of  Retired  Persons,  National  Retired  Teachers  Association,  whoever  is 
to  be  their  sx)okesman  may  proceed. 

PANEL  CONSISTING  OF  JAMES  M.  HACKING,  ASSISTANT  LEGISLA- 
TIVE COUNSEL,  AND  RALPH  W.  BOESODI,  ECONOMIC  CONSULT- 
ANT, ON  BEHALF  OF  AMERICAN  ASSOCIATION  OF  RETIRED  PER- 
SONS AND  THE  NATIONAL  RETIRED  TEACHERS  ASSOCIATION; 
ALVIN  DAVID,  MEMBER,  BOARD  OF  DIRECTORS,  NATIONAL  COUN- 
CIL ON  THE  AGING;  AND  EDWARD  H.  KAY,  CHAIRMAN,  SOCIAL 
LEGISLATION  COMMITTEE  AND  PAUL  P.  HENKEL,  CHAIRMAN, 
SOCIAL  SECURITY  SUBCOMMITTEE,  ON  BEHALF  OF  THE  COUNCIL 
OF  STATE  CHAMBERS  OF  COMMERCE 

STATEMENT  OF  JAMES  M.  HACKING 

Mr.  Hacking.  Mr.  Chairman,  I  am  James  Hacking,  the  assistant 
legislative  counsel  for  the  11-million-member  National  Retired  Teach- 
ers Association/American  Association  of  Retired  Persons.  With  me  i& 
Ralph  W.  Borsodi,  one  of  our  economics  consultants. 

While  the  immediate  need  of  OASDI  is  additional  financing,  ulti- 
mately the  programs  need  to  be  restructured  if  they  are  to  serve  the 
future  generation  of  older  persons  as  well  as  they  are  serving  the  cur- 
rent one. 

We  welcome  the  administration's  eight-point  financing  package.  The 
short-  and  long-term  financial  imbalance  situation  it  addresses  has 
continued  to  deteriorate  and  that,  in  turn,  has  spawned  increasing 
anxiety  among  both  beneficiaries  and  working  contributors.  We  op- 
posed last  year's  "do  nothing"  policy  option  and  would  object  strongly 
to  any  further  delay.  Moreover,  we  would  oppose  legislation  that 
would  merelv  allow  tlie  reallocation  of  assets  between  the  OASI  and 
DI  trust  fim'ds  such  that  they  would  be  timed  to  go  "belly  up"  simul- 
taneously, but  at  a  date  somewhat  later  than  the  1979  date  on  which 
the  DI  fund  is  now  expected  to  run  dry. 

Our  chief  concern  is  assuring  that  benefits  continue  to  be  paid  with- 
out interruption,  but  we  are  also  concerned  over  the  equities  and  eco- 
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noniic  consequences  of  tlie  financing  package  tliat  is  needed  to  assure 

There' is  an  urgent  need  to  circumscribe,  to  the  extent  possible,  those 
areas  of  uncertainty  wiiich  have  become  part  of  OASDI  and  have 
made  sound  iinancial  phmning  virtually  nnpossible.  It  replacement 
ratios  and  program  costs  are  permitted  to  wander  up  and  down  the 
charts  like  stock  market  averages  under  tlie  influence  of  the  move- 
ments of  wages,  prices,  and  unemployment  over  time,  neither  the  indi- 
vidual nor  the  Government  can  make  proper  hnancial  plans,  ilie 
present  coupled  system,  a  Kube  Goldberg  product,  simply  precludes 
sound  financial  planning.  -,  •     .^ 

Another  area  of  uncertainty  that  must  be  narrowed  is  the  unpre- 
dictable future  costs  of  automatic  benefit  adjustments  which  are  tied 
to  annual  inflation  rates  that  have  been  historically  high  and  ei-ratic 
For  the  last  2  vears  our  associations  have  proposed  defraying  the  net 
benefits  cost  of  automatic  benefit  increases,  to  tne  extent  that  they 
.exceed  3  percent  a  year,  out  of  general  revenues. 

The  point  here  is  that  the  maximum  3-percent  assumption  creates 
a  i^redictable  basis  for  planning  the  payroll  tax  revenue  needs  of  the 
system  over  time  and  planning  for  ultimate  trust  fund  levels. 
^  Another  area  of  uncertainty  arises  as  a  result  of  the  business  cycle. 
Recessions  happen.  And  when  they  do,  they  cut  into  the  levels  of  tax 
revenues  flowing  into  the  svstem.  The  trust  fund  mechanism  that  has 
been  used  to  coinpensate  for  this  kind  of  uncertainty  no  longer  seems 
adequate  to  deal  with  the  simultaneous  consequences  of  historically 
hio-h.  and  continuiuir,  rates  of  inflation  and  unemployment.  _ 

mile  we  recognize  that  there  are  many  other  areas  of  uncertainty, 
such  as  mortality,  migration,  and  fertility  rates,  these  factors  are 
much  more  predictable  and  much  more  readily  accommodated  m  terms 
of  financial  planning.  Our  objective  is  to  circumscribe  those  economic 
factors  that  are  hard  to  predict,  erratic  in  nature,  and  extraordmarily 
damaging  to  the  financial  viability  of  programs  on  which  33  million 
people  demand.  The  system  must  be  insulated,  to  the  extent  possible, 

from  these.  „   ,        -,     •   •  ,     ^-     •>  ^ 

With  respect  to  the  specific  pieces  of  the  administration  s  package, 
we  endorse  the  proposed  countercyclical  use  of  general  revenues  on 
the  grounds  that,  of  the  options  availal)le,  it  makes  lietter  e/^onomic 
sense  and,  by  acting  as  an  automatic  stabilizer,  it  would  assist  financial 
plannino-  for  the  system  by  curtailing  an  area  of  uncertainty.  In  the 
process  it  would  stabilize  trust  fund  levels,  an  objective  we  deem 
essential  to  restoring  and  maintaining  public  confidence  m  the  system. 
We  do  not,  however,  support  the  administration's  proposal  to  allow 
the  trust  fund  level  to  decline  to  one-third  of  1  year's  disbursements. 
We  think  a  miuimum  equal  to  one-half  of  1  year's  disbursements  is 
essential  not  only  for  public  confidence,  but  also  for  the  accommoda- 
tion of  future  unforeseen  financial  problems  on  which  Congress  must 
have  time  to  act.  To  offset  the  revenue  consequences  of  this  position 
with  respect  to  trust  fund  levels,  we  would  again  urge  the  use  of  gen- 
eral treasury  funds  tied  to  the  cost  of  the  above-3-percent  portion  of 
automatic  benefit  ad iustments. 

With  respect  to  the  proposed  changes  in  taxable  wage  base  Ipjels 
for  employers  and  employees,  our  associations  endorse  them.  Given 
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the  short-term  OASUI  revenue  needs,  tliese  rhanofes  wonlcl  help  to 
produce  those  revenues  in  a  reasonably  equitable  manner  that  makes 
better  economic  sense  at  the  present  time  than  other  alternative  policy 
options. 

Two  other  pieces  of  tlie  financino'  packajxe  that  we  endorse  are  the 
increase  in  the  payroll  tax  rate  for  the  self-em-ployed  and  the  reallo- 
cation of  a  portion  of  the  already  scheduled  HI  rate  increases. 

With  respect  to  the  latter  proposal,  we  would  point  out  that  the 
enactment  of  the  administration's  Hospital  Cost  Containment  Act 
makes  the  rate  reallocation  a  safe  thing-  to  do.  Our  associations  are 
vigorously  supportino;  the  cost  containment  initiative  and  we  hope 
that,  as  members  of  the  full  "Ways  and  ]Means  Committee,  you  will  be 
mindful  that  this  piece  nf  the  social  security  financingr  package  is  inter- 
twined with  cost  contaimnent  when  that  leg-islative  measure  comes 
before  you. 

Before  turning  to  the  longer  range  pieces  of  the  package,  we  would 
like  to  state  that  legislation  must  be  enacted  soon  to  curtail  those  ele- 
ments in  the  DI  program  that  operate  as  strong  incentives  to  come  on 
the  rolls  and  stay  on.  Incentives  must  be  provided  to  move  pereons  off 
the  rolls  and  back  into  productive  activity.  INIoreover,  DI  administra- 
tion must  be  made  more  uniform;  the  application  of  the  definition 
of  disability,  which  is  apparently  highly  subjective,  must  be  made 
more  objective:  and  far  g'reater  efforts  must  be  made  with  respect  to 
vocational  rehabilitation. 

The  GAO  reports  that  were  produced  last  year  were  very  dama.ging 
with  respect  to  statutoiw  elements  in  the  proo-ram  and  also  to  its 
administration.  We  urge  close  consideration  of  H.R,  8057. 

Our  associiations  believe  that  public  policy  in  this  coimtry  has  fos- 
tered dependency,  especially  among  the  elderly,  to  the  saturation  point. 
A  CBO  study  released  last  January  and  revised  last  month  clearly 
demonstrates  that  if  it  were  not  for  the  cash  and  in-ldnd  benefit  pub- 
lic transfer  programs,  60  percent  of  elderly  family  miits  would  have 
been  below  the  subsistence-based,  official  poverty  level  last  fiscal  year. 
Labor  force  acti\dty  by  older  persons  is  too  weak;  it  must  be  strength- 
ened. Demographic  trends  demand  that  those  public  policies  hke 
mandatory  retirement  and  the  social  security  retirement  te.st  that  dis- 
courage Avork  effort  and  foster  dependency  must  be  phased  out 
and  be  replaced  with  incentives  to  increase  work  effort  and  decrease 
dependency. 
_  With  respect  to  the  administi^ation's  decoupling  proposal,  our  asso- 
ciations support  decoupling  and  the  wage-indexing  approach  because 
it  would  stabilize  rei^lacement  ratios  over  time.  That  we  deem  essen- 
tial to  soimd  financial  planning.  We  oppose  price  indexing  because 
replacement  ratios  would  fall  and  would  likely  increase  the  incidence 
of  poverty  among  the  future  elderly. 

Unfortunately,  the  administration's  decoupling  proposal  under- 
scores the  major  shortfall  of  the  entire  package.  It  is  solely  a  financing 
packagre  that  assmnes  the  perpetuation  of  the  existing:  structure  over 
time.  Our  associations  would  have  liked  to  use  decoupling  legislation 
as  a  vehicle  for  long-term  reform.  While  we  agree  that  the  social 
security  system  must  be  decoupled  and  support  a  wage-indexing  ap- 
proach, we  do  not   agree  that  the  benefit  formula  under  such  a 
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decoupled  system  should  produce  replacement  ratios  roughly  equiva- 
lent to  those  presently  prevailing  or  that  those  ratios  should  vary 
inversely  with  average  earnings/contributions. 

We  believe  present  replacement  ratios  are  inadequate  to  assure  a 
living  standarcl  during  the  later  years  of  life  that  is  at  least  comparable 
to  that  of  the  middle  years.  JNloreover,  we  believe  the  benefit  formula 
should  be  much  less  heavily  weighted,  perhaps  it  sliould  be  propor- 
tional to  contribution,  to  deemphasize  the  "floor-of-protection"  func- 
tion and  emphasize  instead  tiie  pension  function  by  bringing  about 
better  correlation  between  contributions  and  benefits. 

One  of  the  problems  of  social  security  is  that,  historically,  it  has, 
albeit  for  good  reasons,  been  used  to  try  to  reach  conflicting  goals. 
Since  a  new  policy  tool — the  supplemental  security  income  progi'am— 
now  exists,  it  should  be  used  to  perform  the  minimum  income  protec- 
tion function. 

Another  advantage  of  an  unweighted  benefit  formula  is  that  it 
would  deny  the  accruing  of  a  windfall  component  in  benefits  awarded 
in  the  future  to  present  employees  who  are  able  to  split  their  employ- 
ment histories  between  social  security-covered  employed  and  employ- 
ment coA'ered  by  a  non-social  security-covered  retirement  system. 

I  would  call  to  mind  the  situation  of  the  railroad  retirement  system 
in  the  early  1970"s  when  the  effect  of  the  windfall  component  of  duel 
l3enefits  on  the  financial  interchange  between  social  security  and  rail- 
road retirement  almost  toppled  that  system  over.  The  problem  of 
windfalls  has  become  a  serious  one  for  social  security  and  one  that 
needs  to  be  corrected. 

Finally,  our  associations  do  not  support  the  administration's  pro- 
posed acceleration  of  the  2-percent  increase  in  payroll  tax  rates  sched- 
uled for  the  year  2011.  We  are  calling  for  a  restructuring  of  the  system 
and  we  believe  that  this  proposal  would  be  better  viewed  in  that 
context. 

In  coiiclusion,  Mr.  Chairman,  with  the  exceptions  mentioned,  our 
associations  endorse  the  administration's  financing  package  as  a  rea- 
sonable approach  to  the  short-  and  mid-term  financial  imbalance  prob- 
lem of  the  system.  However,  it  must  be  recognized  as  merely  a  package 
to  finance  the  system  as  presently  structured. 

Our  associations  cannot  support  the  perpetuation  of  the  programs  as 
structured  over  the  long-term  because  we  recognize  that  they  wonld 
not  meet  in  an  efficient,  economically  sound,  equitable,  and  cost-effective 
manner  the  needs  of  the  future  elderly  population.  We  are  disap- 
pointed that  the  administration  did  not.  or  was  not  al^le  to,  expand 
its  package  to  include  proposals  with  respect  to  the  benefit  structure, 
the  coverage  issues,  the  retirement  test,  tlie  sorting  out  of  the  welfare, 
social  adequacy  and  pension  aspects  of  the  system,  and  related  and 
supportive  systems,  the  problem  of  accruing  windfalls  to  persons  able 
to  split  their  employment  histories  between  different  systems,  except 
to  correct  the  consequences  of  the  recent  Supreme  Couit  decision  in 
the  Goldfarh  case,  and  reform  of  DI. 

AVliile  we  recognize  the  urgent  need  to  sliore  up  the  programs  fi- 
nancially, the  Congress  cannot  begin  too  soon  to  recast  the  present  sys- 
tem to  accommodate  labor  force  and  demographic  trends  that  are 
clearly  visible.  Long  transitional  periods  are  needed  to  bring  about 
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major  clianges  in  OASDI.  We  cannot  wait  until  the  consequences  of 
present  trends  are  near  at  hand.  An  atmosphere  of  impending  crisis 
is  not  conducive  to  the  making  of  informed  policy  decisions. 
[The  prepared  statement  follows :] 

Statement  of  the  National  Retired  Teachers  Association  and  the 
American  Association   of  Retired  Persons 

Mr.  Chairman,  I  am  James  M.  Hacking,  Assistant  Legislative  Counsel  for  the 
11  million  member  National  Retired  Teachers  Association  and  the  American 
Association  of  Retired  Persons.  With  me  are  Thomas  C.  Borzilieri,  our  Senior 
Staff  Economist  and  Ralph  W.  Borsodi,  one  of  our  economics  consultants.  As 
spokesmen  for  the  largest  organizations  of  older  people  in  the  country,  we  are  here 
to  comment  on  the  Administration's  eight  point  social  security  financing  package 
and  offer  a  few  thoughts  for  future  action.  While  the  immediate  need  of  the  cash 
benefit  programs  is  for  additional  financing,  ultimately  we  believe  the  programs 
need  to  be  restructured  if  they  are  to  serve  the  future  generation  of  older  per- 
sons as  well  as  they  are  serving  the  current  one. 

I.  the  situation  :  financial  deter;ioeation/in creasing  anxiety 

In  1975,  OASDI  outgo  exceeded  income  by  $1.7>  billion.  In  1076,  the  imbalance 
widened  to  $3.2  billion.  For  1977,  the  OASDI  Trustees'  Report '  projects  a  $5.6 
billion  excess  of  outgo  over  income  (compared  to  last  year's  Trustees'  projection 
of  only  $3.9  billion  for  1977).  In  addition,  the  long-term  imbalance,  expressed  as 
a  percentage  of  taxable  payroll  has  been  widening  from  year-to-year.  It  now 
stands  at  8.2  percent.^  Last  year  it  was  projected  at  a  level  of  7.96  i>ercent.  The 
1977  Trustees'  Report  concludes  that  in  every  year  in  the  short  (5  years),  inter- 
mediate (25  years),  and  long  term  (75  years)  projection  periods,  OASDI  outgo 
will  exceed  income.  If  no  additional  revenue  is  supplied,  the  DI  trust  fund  will 
be  exhausted  in  1979;  the  OASDI  trust  fund  will  be  exhausted  at  some  point 
during  the  years  1982  to  1984. 

Speaking  on  behalf  of  our  members,  we  avoid  expressing  exaggerated  con- 
cern over  social  security's  financial  integrity.  Tlie  vast  majority  of  our  members 
hold  the  correct  view  that  our  country  remains  financially  strong,  that  a  solemn 
covenant  exists  between  younger  and  older  generations,  and  that  the  govern- 
ment, the  guardian  of  that  covenant,  assures  that  commitments  made  under 
social  security  will  be  kept. 

Neverthless.  presistent  renorts  of  crises  in  social  security  financing  and  the 
repetition  of  distorted  prophecies  by  assorted  doomsayers  who  grab  headlines 
at  every  opportunity  cannot  but  create  increasing  anxiety  on  the  part  of  both 
beneficiaries  and  working  contributors.  For  two  years,  our  Associations  have 
Tirged  that  action  he  taken  to  bring  system  income  and  outgo  into  balance.  We 
strongly  objected  to  last  year's  "do  nothing"  policy  option. 

We  welcome  the  Administration's  financing  proposals  for  a  number  of  reasons. 
First,  they  would  go  far  to  restoring  a  sliaken  public's  confidence  in  the  system. 
Second,  we  find  them  reasonably  equitable,  economically  preferred  and  legis- 
latively viable.  Third,  they  are  much  more  in  accord  with  the  financing  proposals 
that  we  have  been  advocating  for  the  last  two  years.  Finally,  they  are  a  welcome 
contrast  to  the  preceding  Administration's  rather  woodenheaded  and  legislatively 
unaccentnble  suggestions. 

We  flatly  oppose  any  further  temporizing  with  the  system's  financial  prob- 
lems. New  approaches  are  needed  which  squarely  meet  the  shortcomings  of  past 
financins:  procedures.  We  believe  the  Administration  has  supplied  a  package  of 
thousrhtful  sugarestions.  They  deserve  careful  consideration. 

While  our  chief  con^^ern  is  assuring  that  benefits  continue  to  be  paid  without 
Interruption,  we  are  also  concerned  over  the  equities  and  economic  policy  con- 
sequences of  the  financing  package  that  is  needed  to  assure  that  end. 

II.  CIECUM scribing  AREAS  OF  UNCERTAINTY 

Our  Associations  endorse  the  Administration's  financing  package  (with  two 
■exceptions).  Not  only  does  it  assure  benefit  payments,  but  its  proposed  counter- 
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*  See  Table  II  in  appendix,  p.  27. 


215 

cyclical  use  of  general  revenues  and  its  mechanics  for  decoupling  reduce  (if  not 
eliminate)  a  good  deal  of  tlie  uncertainty  which  has  become  part  of  the  basic  law 
and  has  made  sound  financial  planning  for  the  system  virtually  impossible. 

A.  Consequences  of  the  Present  "Coupled"  System 

The  primary  function  of  social  security  is  replacement  of  income  due  to  re- 
tirement— the  quasi-pension  aspect  of  the  system.  Since  that  is  the  case,  con- 
tributors should  know  approximately  what  to  expect  from  the  system  in  the  fu- 
ture by  way  of  benefits  (not  only  because  they  are  entitled  to  know  what  their 
expected  rate  of  return  will  be  on  their  contributions,  but  also  because  they 
cannot  adequately  plan  for  retirement  if  they  cannot  estimate  what  portion  of 
their  retirement  living  expenses  will  be  met  by  social  security  payments).  If 
replacement  ratios  (and  the  ultimate  cost  of  the  system)  wander  up  and  down 
the  charts,^  like  stock  market  averages,  neither  the  individual  nor  the  govern- 
ment can  make  proper  financial  plans.  Reasonably  stable  replacement  ratios  are 
fundamental  to  sound  pension  planning. 

B.  hifiation:  Its  Financial  Planning  Consequences 

A  second  area  of  great  uncertainty  in  planning  for  social  security  financing  is 
the  cost  of  adjusting  the  program  for  price  changes  created  by  the  falling  value  of 
the  dollar.  Although  the  federal  government  has  assumed  (and  rightly  so)  the 
responsibility  for  maintaining  the  purchasing  power  of  benefits  over  time,  the 
cost  of  automatic  benefit  adjustments  to  meet  that  responsibility  is  so  completely 
unpredictable  that  private  pension  systems  and  most  public  employee  systems 
at  the  state  and  local  level  ignore  the  issue  or  provide  only  limited  protection. 

Back  in  the  1960's,  conventional  economic  wisdom  tended  to  endorse  increas- 
ing rates  of  inflation — at  a  range  of  2  to  3  percent  per-annum  as  normal  condi- 
tions. That  kind  of  creeping  inflation  could  at  least  be  accommodated.  However, 
the  public  is  now  becoming  slowly  accustomed  to  accepting  rates  of  5  to  6  per- 
cent— the  so  called  "hard  core" — as  normal.  Neither  we  nor  the  system's  trustees 
have  any  reason  to  believe  that  price  inflation  will  be  brought  under  control 
any  time  soon.  Indeed,  we  expect  inflation  to  continue  to  be  erratic  and  expect  it 
to  be  of  the  trotting  variety — if  not  of  the  galloping  variety. 

Because  inflaition  is  certain,  if  unpredictable  in  amount,  our  Associations  have, 
for  the  last  two  years,  proposed  that  federal  general  revenues  be  used  to  "defray" 
the  net  benefit  cost  of  automatic  benefit  increases  to  the  extent  that  they  exceed 
3  percent  a  year,  with  the  size  of  the  annual  general  revenue  contribution  deter- 
mined as  follows.  First,  the  aggregate  cost  for  each  fiscal  year  of  the  "above- 
three-percent-part"  of  automatic  benefit  increases  effected  in  that  and  all  prior 
fiscal  years  would  be  determined.  Second,  there  would  be  set  off  against  that 
amount,  the  yield  for  that  year  from  all  automatic  wage  base  increases  effected 
in  that  and  prior  fiscal  years  after  deducting  fthe  cost  (for  that  year)  of  the 
"three-percent-part"  of  all  automatic  benefit  increases  effected  in  that  and  all 
prior  fiscal  years. 

_We  expected  that  as  the  rates  of  inflation  and  unemployment  fell  and  the 
differential  between  the  annual  rate  of  increase  in  covered  wages  and  inflation 
increased,  the  revenue  generated  through  the  automatic  increases  in  the  tax- 
able wage  base  would  eventually  balance  out  the  aggregate  cost  of  the  automatic 
benefit  increases  in  effect,  thus  phasing  out  the  annual  general  revenue  contri- 
bution automatically. 

Although  we  are  now  much  less  sanguine  about  economic  developments,  we  still 
advocate  funding  the  above-ithree-percent  portion  of  automatic  benefit  increases 
out  of  general  revenues — even  if  that  requires  a  pennanent  infusion  to  the  trust 
funds — because  of  the  need  to  reduce  an  area  of  great  cost  uncertainty.  The  point 
here  is  that  the  three  percent  assumption  creates  a  predictable  basis  for  plan- 
ning the  needs  of  revenue  to  be  derived  from  payroll  taxes  over  time  and  plan- 
ning for  ultimate  trust  fund  levels. 

C.  The  business  cycle:  Its  consequences  for  financial  planning 

A  third  area  of  uncertainty  in  planning  social  security  revenues  is  the  business 
cycle.  Eliminating  the  cycle  is  apparent  beyond  the  art  "of  economists  and  govern- 
ment, althougli  large  numliers  regularly  try  to  exorcise  the  threats  and  eonse- 
(luences  of  recession  and  depression  by  repeating  incantations  from  the  works  of 
.John  :Maynard  Keynes. 


3  See  tables  III  and  IV  in  appendix,  pp.  28,  29. 
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Recessions  happen.  And  when  they  do,  they  cut  into  the  levels  of  tax  revenues 
needed  to  maintain  social  security  payments.  In  the  past,  the  OASI  and  DI  trust 
funds,  which  are  nothing  more  than  contingency  reserve  funds,  were  meant  to 
tide  the  system  over  periods  of  '"hard  times"  when,  temporarily,  system  outgo 
exceeds  income.  In  effect,  they  act  as  an  automatic  stabilizing  element  in  the 
economy.  However,  this  trust  fund,  fail-safe  approach  to  offset  the  negative  im- 
pact on  payroll  tax  revenues  that  recessions  produce  is  no  longer  adequate.  Infla- 
tion and  unemployment  contribute  to  each  other  with  a  result  that  it  is  likely 
to  be  many  years  before  we  manage  to  get  both  inflation  and  unemployment  back 
down  to  manageable  levels.  Moreover,  progress  in  that  direction  could  be  dis- 
rupted by  any  number  of  economic  e-^-ents  such  as  world-wide  commodity  short- 
ages, artificial  increases  in  foreign  and/or  domestic  energy  prices  or  trade  embar- 
goes. We  cannot  realistically  anticipate  that  all  the  years  ahead  will  be  boom 
years  for  everyone,  including  the  tax  collector. 

D.  The  non-pension  aspects  of  the  current  system 

Another  area  of  uncertainty  (there  are  others  such  as  mortality,  migratKin, 
fertility,  labor  force  participation,  etc.)  is  related  to  the  cost  of  social  welfare 
aspects  of  the  social  security  programs  as  presently  structured.  If  benofits  were 
strictly  related  to  total  contributions,  an  additional  measure  of  uncertainty  would 
have  been  removed  from  the  financial  planning  needs  of  the  system,  AVe  will 
address  this  area  to  a  somewhat  greater  degree  later  in  this  statement. 

E.  The  current  situation:  The  product  of  too  much  uncertainty 

The  short  and  long-term  financial  imbalances  in  the  social  security  system  have 
become  as  serious  as  they  have  because  of  the  enlargement  of  the  areas  of  un- 
certainty in  social  security  financial  planning.  The  instability  of  benefit  levels 
and  their  extraordinary  sensitivity  to  the  movements  of  wages  and  prices  over 
time  were  unforeseen  when  the  system  was  Cdst-indexed  in  1972.  Tb.e  persistent 
and  historically  high  rates  of  inflation  over  time  and  the  impact  of  those  CPI 
movements  on  benefit  levels  and  costs  were  not  predicted ;  nor  was  the  severity  of 
the  recession  that  cut  so  deeply  into  payroll  tax  revenues ;  nor  were  the  ultimate 
costs  of  the  social  welfare  elements  that  were  charged  to  the  system. 

III.   THE   administration's   FINANCING  PACKAGE 

A.  Countercyclical  use  of  "general  revenues"  and  trust  fund  levels 

The  Administration  has  proposed  a  countercyclical  use  of  federal  general  reve- 
nues to  replace  payroll  taxes  lost  to  the  system  as  a  result  of  unemployment 
rates  in  excess  of  6  percent.  Our  Associations,  having  for  the  past  two  years 
recommended  another  type  of  countercyclical  general  revenue  financing,  strongly 
endorse  this  proposal.  Of  the  policy  options  available,  it  makes  the  best  economic 
sense  and,  by  acting  as  an  automatic  stabilizer,  it  would  assist  financial  plan- 
ning for  the  system  by  curtailing  uncertainty. 

We  feel  the  levels  of  the  trust  funds  must  be  stabilized  if  the  public  is  to  have 
confidence  in  the  system.  We  would  urge  that  the  levels  of  the  funds  be  built 
up  (over  a  reasonable  period  of  time)  until  they  are  not  less  than  the  amount 
necessary  to  cover  six  months  of  disbursements.  In  this  way,  payments  under 
the  system  would  remain  certain  and  would  allow  the  Congress  ample  time  to  deal 
with  totally  unforeseen  emergency  financing  problems  in  the  future.  We  do  not, 
therefore,  support  the  Administration's  proposal  to  allow  trust  fund  levels  to 
decline  to  one-third  of  a  year's  disbursements  but  we  would  offset  the  effects  of 
our  position  by  adding  our  own  countercyclical  general  revenue  device  tied  to 
the  cost  of  automatic  benefit  adjustments. 

B.  Taxaile  wage  base  increases 

The  Administration  has  also  proposed  changes  in  the  taxable  wage  base  for 
employers  and  employees.  The  change  in  the  employers'  tax  burden  would  result 
from  a  three-step  phase-out  of  the  existing  limit  on  the  employers'  wage  base. 
Tltimately  (by  1981)  employers  would  pay  the  scheduled  payroll  tax  rates  on 
their  entire  payrolls.  Beginning  in  1979.  and  in  each  alternate  year  through  1985 
the  employees'  taxable  wage  base  would  be  increased  in  $600  increments  above 
the  level  that  would  otherwise  exist  under  the  automatic  provisions.  This  would 
bring  the  wage  base  to  approximately  $30,300  by  that  final  year.  Our  Associations 
endorse  both  changes  in  taxable  wage  base  levels  as  necessary  to  produce  needed 
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revenues  in  a  reasonably  equitable  manner.  We  think  this  approach  also  makes 
better  economic  sense  at  the  present  time  than  an  across-the-board  rate  increase. 

C.  Rate  Increase  for  the  Self-Employed 

The  Administration  also  proposes  to  raise  the  tax  rate  on  the  self-employed 
from  7  to  7.5  percent  in  1979  to  restore  the  historical  relationship  of  1^,  to  1 
between  the  self-employed  and  other  employees  mth  respect  to  social  security 
taxes.  Our  Associations  endorse  this  proposal  and  have  advocated  it  for  some 
time. 

D.  Reallocating  a  portion  of  scheduled  HI  rate  increases 

A  shift  of  a  portion  of  scheduled  rate  increases  in  the  HI  portion  of  payroll  tax 
rates  to  the  cash  benefit  trust  funds  is  also  part  of  the  Administration's  package. 
While  we  recognize  that  the  HI  trustees  have  projected  an  intermediate  term 
(25  years)  actuarial  imbalance  in  the  HI  trust  fund  of  1.16  percent  of  taxable 
payroll,  the  system  is  well  funded  for  the  next  five  years  and  would  benefit  in 
any  event  from  both  the  Administration's  proposed  countercyclical  use  of  general 
revenues  and  the  wage  base  increases.  In  addition,  the  Administration  has  ad- 
vanced the  Hospital  Cost  Containment  Act  of  1977  (vigorously  supported  by  our 
Associations)  which,  if  enacted,  .should  serve  to  restrain  the  rate  of  increase  in 
hospital  costs  reimburseable  under  the  program,  thus  holding  down  the  trustees' 
anticipated  rate  of  increase  in  program  costs. 

IV.    DI  :    IMMEDIATE   ACTION    REQUIRED 

Before  turning  to  the  longer  range  pieces  of  the  Administration's  financing 
package,  the  issue  of  decoupling  and  other  problems,  we  wish  to  comment  briefly 
on  the  Disability  Insurance  program.  According  to  this  year's  Trustees  Report^ 
imder  all  three  sets  of  alternative  economic  assumptions,  DI  trust  fund  outga 
will  exceed  income  in  each  year  and  trust  fund  assets  will  be  exhausted  some- 
time in  1979  unless  legislation  is  enacted  to  correct  the  situation. 

Our  Associations  find  it  difficult  to  miderstand  why  we  as  a  nation  are  devot- 
ing 8.6  percent  of  our  gross  national  product  to  health  care  ($140  billion  last 
fiscal  year)  and  at  the  same  time  are  witnessing  a  burgeoning  of  the  disability 
rolls  and  an  enormous  21  percent  a  year  rate  of  increase  in  disability  insurance 
benefit  costs.  In  1970,  there  were  approximately  2.5  million  persons  on  the  DI 
rolls ;  as  of  last  year,  the  number  had  increased  to  4.5  million.  By  2055,  if  present 
trends  continue,  the  number  would  increase  to  a  conservative  estimate  of  10 
million.  Moreover,  while  there  has  been  an  enormous  annual  increase  in  the 
numbers  of  persons  coming  on  to  the  DI  rolls,  there  has  been  a  percentage  decrease 
in  the  number  of  beneficiaries  being  terminated  due  to  recovery  from  disability. 
During  1975,  only  1  percent  were  terminated. 

Our  A.ssociations  would  urge  that:  (1)  legislation  be  enacted  that  would  cut 
back  those  elements  in  the  DI  program  that  opei-ate  as  strong  incentives  to 
come  on  the  rolls  and  disincentives  to  get  off  (instead  incentives  should  be 
provided  to  get  off)  ;  (2)  the  Administration  of  the  system  be  made  more  uni- 
form; (3)  the  definition  of  disability  (which  is  highly  subjective)  he  made 
more  objective;  and  (4)  greater  efforts  be  made  with  respect  to  vocational 
rehabilitation. 

We  are  of  course  aware  that  the  enactment  of  the  SSI  program  thrust  a 
hugh  disability  claims  processing  burden  on  the  Social  Security  Administration 
and  the  vocational  rehabilitation  agencies  at  the  state  level.  We  are  also  aware 
that  the  recent  economic  "hard  times"  have  causetl  many  persons  to  apply  for 
DI  benefits  when  they  might  not  have  otherwise.  Nevertheless,  we  have'  had 
adverse  experience  in  programs  costs  exceeding  prior  year  projections  almost 
from  the  time  of  inception.  The  reports  of  the  GAO  that  were  done  last  vear 
on  DI  claims  processing  and  the  BRP  are  devastating  indictments  of  many 
of  the  legislated  elements  of  the  program  as  well  as  its  administration  at  both 
the  federal  and  state  levels.  We  urge  this  committee  to  give  close  attention 
to  the  provisions  of  H.R.  8057  which  was  introduced  last  month  by  House  Social 
Security  Subcommittee  Chairman  James  Burke.  Our  only  comment  on  that  legis- 
lation at  this  time  is  that  it  may  not  go  far  enough. 
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V.    LONG-EANGE   FINANCING:    DECOUPLING   AND   THOUGHTS   FOE   THE   FUTUEE 

According  to  a  CBO  study  released  in  January  of  this  year  ( "Poverty  Status  of 
Families  Under  Alternative  Definitions  of  Income")  more  than  half  of  all  elderly 
familv  units  in  this  country  would  have  fallen  belovs^  the  subsistence-based,  of- 
ficial poverty  level  in  fiscal  1976  had  they  not  received  assistance  from  cash  and 
in-kind  benefit  public  transfer  systems  such  as  Social  Security,  Medicare,  SSI, 
Food  Stamps  Veterans  Pensionss  and  Medicaid.'  However,  after  counting  all 
cash  and  in-kind  benefits  and  allowing  for  taxes,  only  6.1  percent  of  all  elderly 
familv  units  remained  in  the  "poor"  category.  Of  significance  is  the  finding  that 
social  insurance  programs,  such  as  social  security,  were  responsible  for  hf tmg  an 
overwhelming  70  percent  of  the  aged  out  of  poverty. 

These  statistics  have  important  implications  for  public  policy.  They  indicate 
that  our  complex  structure  of  income  maintenance  systems  is  bringing  us  closer 
to  the  goal  of  eliminating  poverty  in  this  country,  especially  with  respect  to  the 
elderly.  More  importantly,  however,  these  statistics  illustrate  that  the  elderly  are 
extremely  dependent  (perhaps  too  dependent)  on  public  transfer  payments. 

We  cannot  afford  to  feel  secure,  or  complaisant  with  the  results  such  as  these. 
■Our  Associations  are  committed  to  developing  and  perfecting  transfer  programs 
f^o  that  thev  will  better  accommodate  the  changing  needs  of  the  people  they  serve 
now  and  will  serve  in  the  future.  If  improvements  are  not  made,  a  combination 
of  factors,  one  of  the  most  important  of  which  is  inflation,  could  prompt  a  re- 
surgence of  poverty  among  our  older  population.  ,,     ,     .     ^       ^  •,„! 
The  present  structure  of  programs  benefitting  the  elderly  is  far  from  ideal. 
While  it  guarantees  that  most  older  persons  will  not  be  poor,  it  does  not  giiar- 
intee  that  durin-  the  later  vears  of  life  they  will  be  able  to  maintain  a  living 
■standard  at  least  equivalent'to  that  attained  in  their  earlier  years.  The  present 
structure  also  fosters  a  high  degree  of  dependency  on  public  P^'^fj-^^^f,- ^  "!;^^. 
gree  of  dependencv  cannot  be  perpetuated  since,  m  the  future,  the  numbers  of 
older  people  will  increase  dramatically  relative  to  the  workers  on  whom  they 
will  be  dependent.  Some  have  argued  that  this  increase  hi  the  number  of  future 
Sder  persons  will  be  offset  by  the  projected  decrease  in  the  number  of  young 
dependent  children  (because  of  fertility  trends)  and  that  dependency  ra  los  will 
remain  relativelv  constant  over  time.  We  would  point  out,  however,  tliat  this 
does  not  mean  vounger  family  units  will  agree  to  pay  substantially  increased  tax 
contrStionl  to  support  a  future  elderly  dependent  population  which,  to  a  large 
Stent   wm  have  the  capacity   (and  desire)  to  remain  economically  Productive 
and    ax-paving.  Finally,  the  present  transfer  structure  can  be  legitimately  criti- 
cized  as  being  unnecessarily  wasteful,  inefiicient,  complicated  and  ^ jequi  f  le 

We  offer  some  general  goals  for  public  policy  m  the  process  of  reshaping  the 
wesent  income  support  structure  to  accommodate  the  changing  needs  of  the 
pSulatiii  First,  the  broad  range  of  public  transfer  programs  (both  "means 
tested"  and  "non-means  tested")  should  be  structured  and  related  so  as  o 
provide  reasonable  assurance  that  the  living  standard  achieved  in  the  middle 
?eaS  of  life  will  not  diminish  in  the  later  years.  Second,  the  system  should  be 
structured  to  encourage  revenue  generating  employment  rather  than  depenclency. 
Third  inequities  should  be  reduced  and  changing  needs  accommodated.  Finally, 
inefBciencv  and  waste  should  be  curtailed  and  fraud  and  abuse  prevented. 

The  r^ost  serious  limitation  on  our  ability  to  achieve  these  goals  of  responsive- 
ness rSJructure,  and  equity  even  in  the  long  run  is  tlie  ^^If^t^^'^^lKYtl 
able  resources.  Public  transfer  programs  account  ^^^  ^^JJ^^.f^^'^^^^^.g^^^t 
federal  budget  pie.  Additional  resources  can  only  come  from.  (1)  the  nscai 
divkleid  that  an'^expanding  economy  yields ;  (2)  the  ^^^^^g^  that  accrue  tYongh 
the  more  eflicient,  less  wasteful  and  less  duplicative  operation  of  existing  pi  o- 
grams:  (3)  the  savings  that  might  accrue  from  reductions  m  existing  benefits 

"""wStl]  iesp^tTo  m^s'latter  point,  we  would  suggest  that  ^^f^^^'^^^'^'r;^ 
tax  burdens  are  certain  to  be  resisted.  Moreover,  the  prospect  of  a  fiscal  dividend 
is'speculative  since  it  depends  on  our  achieving  an  optimumand  steady  rate  ot 
economic  growth.  Even  if  such  a  dividend  accrues,  large  portions  of  it  are  likely 
to  be  allocated  among  a  number  of  priorities  such  as  "^^  'legmnings  of  an  ^HI 
program  and  tax  cuts.  Additional  resources  to  finance  substantial  benefit  improve- 
ments and  remedy  inequities  are  thus  extremely  limited. 

*  See  table  V  in  appendix,  p.  30. 
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In  terms  of  the  social  security  system,  our  Associations  are  advocating  a' 
major  restructuring  in  order  to  change  the  system  gradually  over  time  such 
that  it  will  be  able  to  accommodate  the  needs  of  the  future  elderly  population.  The 
present  system  provides  an  adequate  earnings  replacement  base  (a  minimum  of 
55  percent)  only  for  some.  It  is  confronted  with  serious  financial  problems — 
problems  that  result  from  a  combination  of  economic,  demograhic,  and  structural 
factors.  Some  of  the  fundamental  assumptions  that  are  reflected  in  the  system's 
benefit  and  tax  structures  are  either  invalid  or  substantially  less  valid  than  they 
were  in  the  past.  As  a  result,  social  security  is  increasingly  perceived  as  inequita- 
ble and  is  often  the  object  of  criticism.  Disincentives  to  gainful  employment  like 
the  retirement  test  (that  are  reinforced  by  other  disincentives  and  arbitrary 
factors  lilie  mandatory  retirement  policies  outside  the  system)  must  be  replaced 
by  incentives  to  remain  in  the  labor  force.  Demographic  trends  and  the  general 
desire  for  an  adequate  income  in  later  life  require  it.  Reasons  that  led  to  the 
use  of  a  single  policy  instrument — in  this  case  social  security — to  accomplish 
the  conflicting  objectives  of  earnings  replacement  and  minimum  floor  of  income 
protecton  are  no  longer  operative  since  a  new  policy  instrument — the  Supple- 
mental Security  Income  program — now  exists.  SSI  rather  than  social  security, 
can  and  should"  be  used  to  achieve  the  floor  of  protection  goal.  Finally,  there  is 
an  increasing  need  to  coordinate  social  security  with  the  underlying  welfare 
programs  and  with  other  primary  retirement  systems  for  the  purpose  of  dis- 
tributing resources  more  equitably  in  the  future  and  to  avoid  inordinately 
benefitting  a  few  at  the  expense  of  many. 

Wliile  our  Associations  are  advocating  a  restructuring  of  the  cash  benefit  pro- 
grams of  social  security,  we  have  kept  in  mind  important  limitations.  First,  the 
reality  of  the  present  system  imposes  substantial  constraints  on  the  scope  of 
reform  and  the  rapidity  with  which  it  can  be  achieved.  For  example,  a  shift  in 
emphasis  away  from  social  adequacy  and  toward  individual  equity  within  the 
system  requires  that  changes  be  made  among  the  mix  and  magnitudes  of  benefits 
awarded  in  the  future.  However,  in  making  such  changes,  no  one  in  current 
benefit  status  nor  those  approaching  benefit  status  should  be  disadvantaged. 
Second,  additional  resources  to  facilitate  such  a  substantial  reform  are  extremely 
limited.  Finally,  because  the  system  is  so  large,  proposed  changes  must  be  ana- 
lyzed in  terms  of  their  potential  impact  upon  the  domestic  economy  and  in  the 
light  of  the  domestic  economy's  impact  upon  the  system. 

As  part  of  its  financing  package,  the  Administration  is  advancing  a  decoupling 
pori>osal  that  would  index  the  earnings/contributions  record  of  present  woi'lcers 
in  the  computation  in  their  future  benefit  awai'ds  in  accordance  with  the  move- 
ment of  wages  over  time.  We  support  "decoupling"  and  the  wage  indexing 
approach.  We  oppose  price  indexing  because  replacement  ratios  would  fall 
(likely  increasing  the  incidence  of  poverty  among  the  future  elderly). 

We  recognize  that  the  Administration's  decoupling  proposal,  if  enacted,  would 
cut  the  currently  projected  8.2  percent  actuarial  imbalance  to  4.46  percent 
(assuming  that  the  economic  assumptions  with  respect  to  the  movement  of  wages, 
prices,  unemployment  and  fertility  hold  true  over  the  75-year  period).^  However, 
the  Administration's  decoupling  proposal  underscores  the  major  shortfall  of  the 
entire  package — it  is  solely  a  financing  package  that  assumes  the  perpetuation  of 
the  existing  structure  over  time.  Our  Associations  would  have  liked  to  use 
decoupling  legislation  as  a  vehicle  for  long-term  reforms.  While  we  agree  that  the 
social  security  system  must  be  decoupled  and  support  a  wage  indexing  approach, 
we  do  not  agree  that  the  benefit  formula  under  such  a  decoupled  system  should 
produce  replacement  ratios  roughly  equivalent  to  those  presently  prevailing.  We 
believe  present  replacement  ratios  are  inadequate  to  assure  a  living  standard 
during  the  later  years  of  life  that  is  at  least  comparable  to  that  of  the  middle 
years.  Moreover,  we  believe  that  the  benefit  formula  should  be  much  less  heavily 
weighted  (perhaps  even  proportional  to  contributions)  than  either  the  present 
one  or  the  one  which  the  Administration's  proposal  contemplates.  Such  a  benefit 
formula  would  deemphasize  the  "floor  protection  function"  and  emphasize  instead 
the  pension  function  to  bring  about  better  correlation  between  contributions 
and  benefits. 


"  See  tables  VI  and  VII  In  appendix  pp.  31,  32  for  effect  of  total  Administration  financ- 
ing pacliage  on  the  long-term  financial  imbalance  see  Table  VIII  in  appendix,  p.  33. 
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One  of  the  problems  of  social  security  is  that  historically  it  has,  all»eit  for 
good  reasons,  been  used  to  achieve  conflicting  goals.  As  we  stated  above,  the  SSI 
program  has  now  been  created  and  we  hope  that  some  of  that  conflict  can  be 
eliminated  bv  weighing  the  social  security  formula  much  less  heavily  and  by 
augumenting*  SSI  to  assume  more  fully  the  floor  of  protection  function  with 
Tespect  to  those  who  work  at  low  wages  and/or  have  sporadic  attachment  to 
the  lal>or  force.  Future  combined  social  security  and  SSI  benefits  should  be  such 
that  beneficiaries  would  suffer  no  net  benefit  loss  as  a  result  of  a  swing  away 
from  a  heavily  weighted  formula.  These  changes  we  believe  would  make  for  a 
more  eflScientuse  of  resources  and  would  have  other  advantages.  First,  since 
higher  average  replacement  ratios  would  mean  higher  PIA's,  greater  benefit 
recognition  would  be  accorded  to  the  contributions  of  women  who  work  (provided 
some  kind  of  a  freeze  similar  to  the  disability  freeze,  is  applied  to  those  non-labor 
force  particpation  years  that  are  devoted  to  raising  children).  Second,  survivoi-s 
would  be  helped.  Finally,  future  retirees  with  split  employment  histories  (em- 
ployees covered  under  public  retirement  systems  not  integrated  with  social 
security)  would  receive  little  or  no  windfall  component  in  any  social  security 
benefit  to  which  they  may  become  entitled. 

Of  course  once  an  eligible  individual  comes  onto  the  social  security  rolls,  his 
benefits  should  Ite  indexed  automatically  in  accordance  with  the  movement  of 
prices.  For  adjusting  benefits,  we  have  proposed  a  special  elderly  CPI  that 
reflects  the  market  basket  of  goods  and  services  that  the  elderly  (rather  than 
urban  wage  earners  and  clei-ical  workers)  consume.  We  have  also  recommended 
that  adjustments  lie  made  bi-annually  raher  than  annually  or,  if  bi-annual  adjust- 
ments are  not  administratively  possible,  that  the  first  payment  received  after  an 
annual  adjustment  include  what  we  call  a  one-time  "catch-up"  payment  tliat 
would  compensate  for  the  accumulated  purchasincc  power  lost  from  the  time  of 
the  last  adjustment.  Finally,  we  strongly  support  the  use  of  a  transitional  period 
to  phase  in  the  decoupled  system  in  order  to  avoid  sharp  reductions  in  lienefit 
amounts  from  one  year  to  another  and  the  inequities  that  that  would  produce — ■ 
even  tliough  we  recognize  that,  in  the  short  term,  the  use  of  a  transitional  provi- 
sion will  increase  program  costs  over  what  they  would  otherwise  be  under  the 
current  system. 

The  Administration's  proposed  acceleration  of  the  2  percent  increase  in  payroll 
tax  rates  scheduled  for  the  year  2011  (with  one  quarter  becoming  effective  in 
1985  and  the  other  three  quarters  effective  in  1990)  does  not  have  our  Associa- 
tions' support  at  this  time.  We  are  calling  for  a  restructuring  of  the  system  and 
-^ve  believe  that  this  proposal  would  be  better  viewed  in  the  contest  of  such  a 
major  restructuring. 

VI.    CONCLUSION 

In  conclusion.  Mr.  Chairman,  we  endorse  the  Administration's  financing  package 
(except  for  the  decrease  in  trust  fund  revenue  levels  and  the  acceleration  of 
the  payroll  tax  rate  increase  now  scheduled  for  the  year  2011)  to  meet  the 
«ear  and  mid  term  financial  imbalance  of  the  system.  However,  we  recognize  that 
•the  financing  package  assumes  the  pen-ietuation  of  the  system  as  it  is  presently 
fitructured.  We  cannot  support  the  perpetuation  of  the  programs  as  presently 

■  structured  over  the  long  term  iiecause  we  recognize  that  it  would  not  meet,  in  an 
efficient,  economically  sound,  equitable  and  cost  effective  manner,  the  needs  of 

-the  future  elderly  population.  We  are  disappointed  that  the  Administration  was 
not  able  to  expand  its  package  to  include  proposals  with  respect  to  the  benefit 
structure,  the  coverage  issues,  the  retirement  test,  the  sorting  out  of  the  welfare, 
social  adequacy  and  pension  aspects  of  the  svstem  (and  related  siipportive  sys- 
tems) .  the  problem  of  accruing  windfalls  to  persons  able  to  split  their  employment 
histories  between  different  systems  (excent  to  correct  the  consequences  of  the 
recent  Supreme  Court  decision  in  the  Goldfarb  case)  and  the  legislative  reform 
of  the  DT  program  (the  costs  of  which  have  so  significantly  aggravated  the 
short  and  long  term  financial  imbalances  of  the  combined  cash  benefit  programs). 
Wliile  Congressional  attention  must  be  directed  immediately  at  the  finanf^ing 
i-ssnps,  these  other  important  issues  continue  to  fester  and  will  require  resolution 
soon. 
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TABLE  I.— VALUES  OF  SELECTED  ECONOMIC  AND  DEMOGRAPHIC  FACTORS  UNDER  3  ALTERNATIVE  SETS  OF 

ASSUMPTIONS,  CALENDAR  YEARS  1977-2051 


Percentage 

increase  in 

average  annual- 

Calendar  year 

Wages  in 

covered 
employment 

CPI 

Real  wages  1 

Average 
annual 

unemploy- 
ment rate 

Total 

fertility  rate-' 

Alternative  1: 

iq77                  

8.4 

6.0 
5.3 
4.6 
4.1 
3.4 
3.0 
3.0 
3.0 

6.0 
5.4 
5.3 

4.7 
4.1 
4.0 
4.0 
4.0 

6.0 
5.7 
7.6 
5.9 
5.1 
5.0 
5.0 
5.0 

2.4 

2.9 

3.3 

2.5 

2.4 

2.3 

2.25 

2.25 

2.4 

2.7 

2.5 

2.4 

2.3 

2.0 

1.75 

1.75 

2.4 
2.2 
.5 
2.3 
1.9 
1.5 
1.25 
1.25 

7.1 
6.3 
5.6 
5.0 

4.5 
4.5 
4.5 
4.5 

7.1 
6.3 

5.7 
5.2 
5.0 
5.0 
5.0 
5.0 

7.1 
6.4 
6.6 
6.6 
6.3 
6.0 
5.6 
5.5 

1,709.9 

1978                       

8.2 

1, 685. 9 

1979 

7.9 

1,  662. 0 

1980                              

6.6 

1,670.2 

1971                       

5.8 

1,710.5 

1982 

. 5.3 

1,750.9 

1983 

1984  and  later      

5.25 

5.25 

1,791.2 
3  2,  300.  0 

Alternative  II: 

1977                       

8.4 

1, 709. 9 

1978               

. 8.1 

1, 685. 9 

1979                                  -  - 

7.8 

1,662.0 

1980                       

7.1 

1,662.9 

1981                       

6.4 

1,688.8 

1982 

1983                       

6.0 

5.75 

1,714.7 
1,  740.  5 

1984  and  later      .  . 

5.75 

3  2,100.0 

Alternative  III: 

1977                     

8.4 

1,709.9 

1978               .       

7.9 

1,685.9 

1979               

. 8.1 

1,  662. 0 

1980                          

8.2 

1,  648. 4 

1981 

1982               

7.0 

. 6.5 

1,645.2 
1,542.1 

6.25 

1,638.9 

1S84  and  later 

6.25 

3  1,700.0 

1  Exoressed  as  the  difference  between  percentage  increases  in  average  annual  wages  and  average  annual  CPI. 

2  Average  number  of  ctiildren  born  per  1,000  women  in  their  lifetime. 

3  This  ultimate  total  fertility  rate  is  not  attained  until  after  1984. 


TABLE  II.— ESTIMATED  EXPENDITURES  OF  OLD-AGE,  SURVIVORS,  AND    DISABILITY  INSURANCE   SYSTEM  AS 
PERCENT  OF  TAXABLE  PAYROLL  FOR  SELECTED  YEARS,  1977-2055  UNDER  ALTERNATIVE  II 

[In  percent] 


Expenditures  as  percent  of  ta: 

xable  payroll  ■ 

Old-age  and 

survivors 

Disability 

Tax  rate  in 

Calendar  year 

insurance 

insurance 

Total 

law 

Difference 

1977 

9.40 

1.50 

10.91 

9.90 

-l.OI 

1980 

9.21 

1.59 

10.80 

9.90 

-.90 

1985 

9.64 

1.92 

11.56 

9.90 

-1.66 

1990 

10.12 

2.27 

12.39 

9.90 

-2.49 

1995 

10.50 

2.64 

13.14 

9.90 

-3.24 

?nno 

10.79 

3.12 

13.91 

9.90 

-4.01 

2005 

11.30 

3.66 

14.96 

9.90 

-5.06 

?oin 

12.46 

4.11 

16.57 

9.90 

-6.67 

2015 

14.47 

4.42 

18.89 

11.90 

-6.99 

2070 

17.05 

4.59 

21.64 

11.90 

-9.74 

2025 

19.75 

4.55 

24.30 

11.90 

-12.40 

?nin 

21.57 

4.45 

26.02 

11.90 

-14.12 

2035 

22.26 

4.43 

26.69 

11.90 

-14.79 

7040 

22.12 

4.55 

25.67 

11.90 

-14.77 

2045 

21.83 

4.76 

26.59 

11.90 

-14.69 

2050 

22.02 

7.91 

26.93 

11.90 

-15.03 

2055. 

22.53 

4.98 

27.51 

11.90 

-15.61 

25-yr  averages: 

1977-2001 

10.00 

2.24 

12.24 

9.90 

-2.34 

? 

0C2- 
:027- 

-26 

14.65 

4.20 
4.61 

18.85 
26.47 

11.19 
11.90 

-7.67 

? 

-51 

21.86 

-14.57 

75-yr 

average:  1977-2051 

15.51 

3.68 

19.19 

10.99 

-8.20 

'  Expenditures  and  taxable  payroll  are  calculated  under  the  intermediate  set  of  assumptions  (alternative  II)  which 
incorporates  ultimate  annual  increases  of  5?i'  percent  in  average  wages  in  covered  employment  and  4  percent  in  CPI, 
an  ultimate  unemployment  rate  of  5  percent,  and  an  ultimate  total  fertility  rate  of  2.1  children  per  woman.  Taxable  payroll 
is  adjusted  to  take  into  account  the  lower  contribution  rates  on  self-employment  income,  on  tips,  and  on  multiple-employer 
excess  wages  as  compared  with  the  combined  employer-employee  ratei 
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TABLE  111.— ILLUSTRATIVE  REPLACEMENT  RATIOS  FOR  RETIRED  MALE  WORKERS  AT  SELECTED  EARNINGS  LEVELS 

UIMDER  VARIOUS  ECONOMIC  ASSUMPTIONS 


RepI; 

acemen 

t  ratio  1 

1  based  on  retirement  at  age 
under  assumptions  of— : 

65 

in  January 

of: 

2050, 

Earnings  level 
(1) 

1977 
(2) 

5-2?  t 
(3) 

5-3 
(4) 

6-4 
(5) 

5M-4 
(6) 

Worker  without  spouse: 

Maximum 

0.33 
.46 
.58 

.50 
.69 
.88 

0.34 
.47 
.68 

.51 

.71 

1.02 

0.38 

.54 
.79 

.57 

.81 

1.19 

0.44 
.64 
.96 

.67 
.95 

1.44 

0  48 

Median. 

70 

Low. 

Worker  with  spouse  aged  65: 

Maximum. 



1.05 
72 

Median 

1  04 

Low 

1.59 

1  The  replacement  ratios  are  defined  in  the  text. 

2  The  2  figures  shown  in  each  column  heading  represent  assumed  annual  percentage  increases  in  average  wages  in 
covered  employment  and  in  average  CPI,  respectively,  during  the  period  1983-2050.  During  the  1977-82,  assumed  rates  of 
increase  in  wages  and  in  CPI  are  based  on  the  pattern  of  those  included  in  the  intermediate  set  of  assumptions  (alternative 
II). 

TABLE  IV.— ESTIMATED  LONG-RANGE  EXPENDITURES  OF  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE 
PROGRAM  AS  PERCENT  OF  TAXABLE  PAYROLL,  UNDER  ALTERNATIVE  II  AND  UNDER  VARIOUS  CONSUMER  PRICE 
INDEX  ASSUMPTIONS 

II  n  percent] 


Average  expenditures  as  percent  of  taxable  payroll  • 
assuming  ultimate  wage-CPI  increases  of — ^ 


System 


33/4-2 


53/4-4 


73/4-6 


25-yr  period: 

Present  law... 

Modified  theoretical. 
50-yr  period: 

Present  law 

Modified  theoretical. 
75-yr  period: 

Present  law 

Modified  theoretical. 


12.16 
12.06 

12.24 
11.96 

12.34 
11.86 

14.48 
13.84 

15.54 
13.72 

16.72 
13.62 

16.58 
15.58 

19.19 

15.45 

21.96 
15.33 

1  Taxable  payroll  is  adjusted  to  take  into  account  the  lower  contribution  rates  on  self-employment  income,  on  tips,  and 
on  multiple-employer  excess  wages  as  combined  with  the  employer-employee  rate. 

2 The  initial  value  in  each  pair  refers  to  the  assumed  annual  percentage  increases  in  average  wages  after  1982.  The  2d 
value  refers  to  the  assumed  annual  percentage  increases  in  CPI  after  1982.  The  assumptions  used  in  the  1977-81  period 
were  adjusted  so  as  to  gradually  reflect  the  ultimate  change.  All  other  assumptions  are  given  by  alternative  II. 


TABLE  v.— FAMILIES  BY  AGE  BELOW  THE  POVERTY  LEVEL  UNDER  ALTERNATIVE  INCOME  DEFINITIONS: 

FISCAL  YEAR  1976 


PreTax/ 

Pretransfer 

Income 

Pretax/ 
Post  social 
Insurance 

income 

Pretax/ 
Post  money 
transfer  - 
income 

Pretax/ 

Post-in-kind 

transfer 

income ' 

1           11 

Posttax/ 
Posttotal 
transfer 
income" 

Families  in  poverty 

1              II 

A.  Under  65: 

Number  in  Thousands 

Percent  of  under  65 

11,789 
18.6 

8,994 
14.2 

3,459 
21.5 

8,029 
12.7 

2,686 
16.7 

6,710      5,463 
10.6         8.6 

2, 268         977 
14. 1          6. 1 

6,886        5,615 
10.9           8.9 

B.  65  and  over: 

Number  in  thousands 

Percent  of  65  and  over 

9,647 
59.9 

2, 279           982 
14. 1           6. 1 

"  Col.  I  excludes  medicare  and  medicaid  benefiits  received  by  families  participating  in  those  programs;  col.  11  includes 
medicare  and  medicaid  benefiits 
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TABLE  VI.— COMPARISON   OF  AVERAGE  EXPENDITURES  AND  TAXES   FOR  MODIFIED  THEORETICAL  OLD-AGE 

SURVIVORS,  AND  DISABILITY  INSURANCE  SYSTEM  AS  PERCENT  OF  TAXABLE  PAYROLL  UNDER  ALTERNATIVES 

I,  II  AND  III 

[In  percentl 


Item  Alternative  I    Alternative  II     Alternative  III 


1st  25-yr  period  (1977-2001): 

Expenditures  as  percent  of  taxable  payroll 11.56  11.96  12.36 

Tax  rate  in  law - - 9-90 9^90 9^ 

Difference -1.66 -2.06 -2.46 

Total  75-yr  period  (1977-2051): 

Expenditures  as  percent  of  taxable  payroll ..-  14.25  15.45  17.51 

Tax  rate  in  law.. 10-99  10.99 10.99 

Difference. -3.26  -4.46  -6.52 

Note.— See  text  for  discription  of  modified  theoretical  system.  Taxable  payroll  is  adjusted  to  take  into  account  the  lower 
contribution  rates  on  self-employment  income,  on  tips,  and  on  multiple-employer  "excess  wages"  as  compared  with  the 
combined  employer-employee  rate.  Alternatives  I,  II,  and  III  are  described  in  table. 

TABLE  VII.— COMPARISON  OF  AVERAGE  EXPENDITURES  AND  TAXES  FOR  OLD-AGE,  SURVIVORS,  AND  DISABILITY 

INSURANCE  SYSTEM  UNDER  PRESENT  LAW  AS  PERCENT  OF  TAXABLE  PAYROLL  UNDER  ALTERNATIVES  I,  II, 

AND  III 

[In  percent] 

Item  Alternative  I    Alternative  II      Alternative  II 

1st  25-yr  period  (1977-2001): 

Expenditures  as  percent  of  taxable  payroll 11.57  12.24  13.14 

Tax  rate  in  law .— 9^90 9^90 9-90 

Difference -1.67  -2.34  -3.24 

Total  75-yr  period  (1977-2051): 

Expenditures  as  percent  of  taxable  payroll 14.87  19.19  27.08 

Tax  rate  in  law 10.99 10^99 10.99 

Difference -3.88  -8.20  -16.09 

Note.— Taxable  payroll  is  adjusted  to  take  into  account  the  lower  contribution  rates  on  self-employment  income,  on 
tips,  and  on  multiple-employer  "excess  wages"  as  compared  with  the  combined  employer-employee  rate.  The  assumptions 
specified  in  alternatives  I,  II,  and  III  are  described  in  table. 


Table  VIII. — Effect  of  proposals  on  longer-run  deficits 

EFFECT    ON    AVERAGE    2 5 -TEAK    DEFICIT     (1977-2002) 

Percent 

Deficit  under  present  law —2.  3 

Effect  of  short-run  financing  plan -f  1.  3 

Effect  of  decoupling  plan +0.  4 

Effect  of  tax  rate  shift +1- 1 

Resulting  25-year  surplus +0-  5 

EFFECTS    ON    AVERAGE    75-YEAR   DEFICIT     (1977-2051) 

Percent 

Deficit  under  present  law — S-  2 

Effects  of  short-run  financing  plan +1-  7 

Effect  of  decoupling  plan +-^-  0 

Effect  of  tax  rate  shift +0-  <J 

Remaining  75-year  deficit —1.9 
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Table  IX. — Administration  short-run  financing  plan  for  social  security  cash 
benefit  programs   (1978-82  aggregates  excluding  interest  earnings) 

Billiont 

Additional  financing  needed  under  conventional  payroll  tax  approach $83.  0 

Administration  plan  to  meet  the  needs  : 
Countercyclical  general  revenues : 

Additional  revenues  produced^ 14.1 

Savings  from  lower  reserve  ratio 24. 1 

Tax  employer  on  full  earnings  of  employee  ^  ( phased  in  over  3  years)  —    30.  4 
$1,200  increase  in  employee  earnings  base  ($600  in  1979  and  $600  in 

1981)  3.  5 

Shift  of  medicare  tax  rate 7.  2 

New  eligibility  test  for  dependents'  benefits 2.  6 

Total  new  financing  provided 83.  0 

Increase  in  self-employment  tax  rate 1.  2 

1  Includes  new  revenues  initially  going  to  hospital  Insurance  (HI)  fund  but  reallocated 
to  cash  benefit  funds  through  transfers  of  the  HI  tax  rate. 

TABLE  X.— STATUS  OF  THE  SOCIAL  SECURITY  TRUST  FUNDS:  RECENT  HISTORY  AND  PROJECTIONS  OF 
CURRENT  LAW  USING  1977  TRUSTEES  REPORT  ASSUMPTIONS 


Old-age, 

survivors,  and  disability  insurance,  com 

ibined 

Hospital  insurance 

" 

Ending 

OASDHI 

Combined 

Change  in 

trust  fund 

Begii 

nning 

Combined 

Beginning 

combined 

tax  rate 

Earnings 

trust  funds 

balance 

reserve 

tax 

rate 

reserve 

tax  rate 

Year 

(percent) 

base 

(billions) 

(billions) 

1 

atioi 

(pen 

;enf) 

ratio  1 

(percent) 

1974 

9.9 

$13, 200 

+$1.5 

»  $45. 9 

73 

1.8 

69 

11.7 

1975 

9.9 

14, 100 

-1.5 

2  44.3 

66 

1.8 

79 

11.7 

1976 

9.9 

15, 300 

-3.2 

2  41.1 

57 

1.8 

77 

11.7 

1977 

9.9 

16,  500 

-5.6 

3  35.5 

47 

1.8 

66 

11.7 

1978 

1979    .     .. 

9.9 
9.9 

17,700 
18,900 

-6.9 
-7.9 

3  28.6 
3  20.7 

36 
27 

2.2 
2.2 

55 
56 

12.1 
12.1 

1980 

9.9 

20,  400 

-9.1 

311.6 

18 

2.2 

53 

12.1 

1981 

9.9 

21,900 

-11.5 

3.1 

9 

2./ 

45 

12.6 

1982 

9.9 

23,  400 

-14.9 

8-14.8 

0 

2.7 

50 

12.6 

>  Ratio  of  trust  fund  at  beginning  of  year  to  expenditures  during  year. 

2  Historical. 

3  Projected. 


225 


<. 

o 

_1 
a. 

■■Sic 

z 

_o  o 

o 

"to  t^ 

O   TO 

1- 

CC  O. 

< 

cc 

T3  — 

t- 

OJ  o 

co 

<J   DO 

=3-^ 

E 

-o  = 
OJ  o 

S 

cc 

Q 

< 

>- 

m 

M-O  0) 

o 

UJ 

CJ> 

ro—  X 

=3 

^^ 

<u  2-ra 

D 

»o 

5E- 

O 

ffi 

c  lu 

CC 

Q. 

O 

-j-i 

"S 

>     = 

_J      — 

z 
o 


o 

CO 


m 


111 


3   tt»   O 


ra  CO  o 


._—   TO   O 
(J   OJ    ^ 

O      QJ      QJ 


3   o 


E  S" 


c:  1^  5 


yS  ^f  CT>  f-H  ^        O  ^  **  O  C*J 


r--*  cri  iri  r--' o       _il_L.'-^  _il  i* 


+  + 


4-++ 


+ 


++++ 


I  I  I  I  I 


oocsj 

f-H  «— 4 

++ 


+ 


+++ 


+ 


++++ 


+  +  +  + 


into  oo 
in  porJ 

+++ 


X++ 


CNJ  LT)  OO  Q^ 

++++ 


to  p^  0>  f-*  «53-         I— i  ^     l'  en  CM* 

I  i  177    ++   ++ 


00  CO 


IDCVJ 

coo 


+ 


OOI^ 


a>cM 

— «CvJ 

++ 


^3-  to 


ooo 


+ 


+ 


+ 


+ 


+ 


+ 


+ 


OOOl  Oi— 'CM         OO 

Qjr-.r-.oooooorzr-- 

OOO^  CT>  CT>  Ol  O^  j_.  O: 


O^  ^  •— '  CM       •.— .  m 

^^^^       =>o: 

E 


<1> 

■— 

■ 

o 

■>^ 

"n 

03 

=3 

•a 

CO        ^ 

E     E 


226 

Mr.  Waggoxnek.  Thank  yon,  Mr.  Hacking. 

The  committee  will  stand  in  recess  until  we  vote  and  get  back. 

[Brief  recess.] 

Mr.  Pickle  [presiding].  The  committee  will  resmne  its  hearings. 

Congressman  Waggonner  has  asked  us  to  proceed.  He  will  be  back 
after  he  finishes  voting. 

The  next  witness  will  be  ]Mr.  Alvin  David,  a  member  of  the  board 
of  directors  of  the  National  Council  on  Aging. 

Do  you  have  a  statement,  Mr.  David  ? 

jNIr.  David.  Yes ;  I  have  a  prepared  statement  which  I  would  like, 
if  you  will  permit,  to  submit  for  the  record. 

^Ir.  Pickle.  Without  objection,  the  entire  statement  will  be  sub- 
mitted. 

STATEMENT  OE  ALVIN  DAVID 

Mr.  David.  If  I  may,  I  would  like  to  take  a  few  minutes  to  comment 
on  the  proposals  made  by  the  National  Council  on  the  Aging  and  how 
those  relate  to  the  proposals  of  the  Carter  administration. 

Mr.  Pickle.  You  may  proceed,  Mr.  David. 

Mr.  David.  The  National  Council  on  the  Aging  arrived  at  its  policy 
positions  on  social  security,  some  a  little  while  ago,  and  these  positions 
were  put  into  final  form  about  1  year  ago.  Therefore,  the  council  has 
not  had  an  opportunity  to  consider  as  a  council  what  the  Carter  admin- 
istration proposals  are. 

I  would  think  from  knowing  the  members  of  the  board  of  directors 
and  from  having  been  in  on  previous  discussions  that  the  board  would 
find  the  Carter  administration  proposals  to  be  entirely  consistent  with 
theirs  and  would  be  heartily  in  agreement  with  these  proposals  as  a 
package.  This  is  not  to  say  that  our  proposals  are  the  same  in  all  re- 
spects. There  are,  I  think",  two  main  respects  in  which  our  proposals 
are  the  same  and  several  others  in  which  they  are  rather  close  and  I 
would  say  consistent  with  the  Carter  proposals. 

One  of  the  places  where  we  come  out  on  all  fours  is  that  we  would 
not  support  the  solution  to  the  present  financing  problems  through 
raising  the  contribution  rate.  Tliis,  we  think,  is  high  enough  and  to 
raise  the  rate  would  increase  the  tax  for  everyone,  no  one  would  get 
any  increased  benefits  as  a  result  of  this  increase  in  the  rate.  The  in- 
crease for  everyone  would  fall  especially  hard  on  those  in  the  low- 
earner  brackets. 

So  we  would  be  in  ao:reement  with  the  Carter  admmistration  on  not 
raising  the  contribution  rate.  This  isn't  to  say  that  we  might  never 
want  to  raise  the  rate.  Maybe,  as  has  been  discussed  earlier  today,  there 
mio-ht  be  occasions  when 'we  would  want  to  do  it,  especially  if  it  was 
graded  in  and  especiallv  if  it  were  accompanied  by  some  benefit  in- 
creases or  liberalizations  of  the  program  and  it  would  be  more 

acceptable.  •  i  .j.       j; 

The  second  place  where  we  are  in  full  agreement  is  on  the  matter  ot 
taking  care  of  the  problem  of  what  is  called  decoupling  and  keeping 
the  benefits  geared  to  changes  in  wage  levels.  We  think  that  the  posi- 
tion taken  bv  this  administration  and  the  Ford  administration  and 
the  last  Adv'isorv  Council  on  Social  Security  is  a  correct  one  and  the 
benefits  should  not  depend  on  the  happenstance  of  what  happens  to 
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price  and  wage  relationships.  That  is  which  goes  up  faster — I  mean, 
the  -extent  to  which  they  go  up. 

As  has  been  said,  under  the  present  situation  the  benefits  can  keep 
up  with  wages.  They  may  go  higher  than  wages,  and  it  looks  now  like 
they  probably  will  and  they  can  also  not  keep  up  with  wages.  They 
could  go  up  less  than  wages.  We  think  that  in  a  system  which  is  in- 
tended to  be  a  replacement  of  lost  earnings  that  the  benefits  should  be 
geared  specifically  and  indefinitely  to  wage  level  changes. 

To  do  anything  less  than  tliat  is  to  gear  the  increases  in  the  future  to 
a  price  index  would  be  to  underestimate  the  cost  of  the  system  because 
it  is  almost  a  certainty,  as  has  happened  all  through  the  history  of  the 
program,  that  when  wage  levels  go  up,  the  income  to  the  system  goes 
up  with  them  and  the  benefits  will  be  raised  more  or  less  in  proportion 
to  the  increases  in  wage  levels.  That  has  been  the  case  all  the  way  along. 

The  system  is  financed  and  the  cost  estimates  are  based  on  the  as- 
sumption that  when  wage  levels  rise,  benefits  will  rise  accordingly.  So 
it  would  be  to  underestimate  the  costs  if  you  wrote  into  the  law  that 
the  benefits  would  do  less  than  keep  up  with  wage  levels. 

Also  to  do  that  at  the  same  time  would  appear  to  the  young  worker 
to  be  a  serious  deliberalization  of  the  program,  because  instead  of  get- 
ting the,  say,  45  percent  for  the  average  worker  that  is  now  paid,  he 
would  be  getting  a  great  deal  less  than  that,  and  this  woidd  be  not  only 
a  serious  inequity  to  him,  but  would  undermine  confidence  in  the  sys- 
tem and  it  would  reduce  very  greatly  the  sense  of  security  that  the 
system  offers. 

Beyond  those  two,  the  other  things  that  we  have  taken  positions  on, 
I  think,  are  consistent  with  what  is  in  the  proposal,  especially  if  you 
look  at  the  proposal  of  the  Carter  administration  as  a  package.  There 
are  slight  differences. 

For  one  thing,  our  proposal  would  be  to  make  more  full  use  of  the 
social  security  wage  replacement  mechanism  than  is  now  made.  As  we 
make  use  of  it  to  the  extent  that  we  cover  the  full  wages  of  85  percent 
of  the  work  force,  our  proposal  would  cover  the  full  wages  of  a  higher 
percentage  than  the  85  percent,  and  the  reason  for  that  is  that  we  feel 
that  this  system  is  the  best  way,  that  is,  there  is  no  other  way  that  is  as 
good  to  make  sure  that  the  benefits  are  provided  with  safety,  that  they 
are  not  going  to  be  reduced  safely.  This  is  the  only  way  to  offer  these 
benefits  on  a  universal  basis  that  applies  to  everybody  whether  they 
work  in  the  local  dime  store  or  for  the  big  corporation. 

This  way  is  the  only  way  that  you  can  have  complete  portability  of 
the  credits  as  one  moves  from  one  employer  to  another  and  this  is  the 
only  way  that  there  can  be  complete  vesting  of  the  benefit  rights. 

Beyond  all  of  those  and  most  important,  and  the  thing  that  gives 
this  system  its  unique  character  and  the  most  major  thing  about  it  is 
the  way  to  do  this  insurance  against  loss  of  wages  is  that  with  financing 
based  on  the  compulsory  ongoing  system,  backed  up  by  the  taxing- 
power  of  the  Federal  Government.  It  is  possible  to  pay  benefits  in  any 
given  year,  the  year  2010  or  whatever,  on  the  basis  of  the  income  of 
that  year. 

You  don't  have  to  depend  on  builtup  reserves.  In  that  way  it  is 
possible  to  finance  benefits  that  are  up  to  date  with  wages  without  an 
increase  in  the  cost  of  the  system  as  a  percentage  of  payroll.  So  we 
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would  raise  the  earnings  base  ceiling  considerably  higher  than  the 
Carter  administration  would. 

Our  proposal  was  to  go  to  $24,000  this  year.  That  would  increase  the 
benefits  for  the  people  who  pay  additional  taxes.  It  would  also 
strengthen  the  system  and  make  more  etl'ective  use  of  it. 

Related  to  that  is  the  removal  of  the  ceiling  on  the  employer  tax, 
which  is  something  we  have  not  considered  as  a  board.  My  opinion  is 
that  some  members  of  our  board  oppose  that,  but  I  think  also  that  after 
they  considered  what  the  alternatives  were,  that  they  would  very 
likely  come  around  and  say  that  this  was  a  reasonable  proposal.  There 
is  no  reason  that  the  tax  paid  by  the  employer  on  his  payroll  needs 
to  equal  or  be  set  at  the  same  level  as  the  tax  paid  by  the  employee. 
That  tax  paid  by  the  employee  determmes  the  amount  of  benefits  that 
he  is  going  to  get. 

The  employer  tax  is  a  tax  for  the  support  of  the  system  as  a  whole, 
does  not  go  to  the  credit  of  the  individual  employee.  It  is,  therefore, 
th  purpose,  in  general,  of  taking  care  of  the  cost  of  replacing  wornout 
labor  in  the  same  way  as  the  employer  has  to  set  aside  money  to  meet 
the  cost  of  wornout  and  out-of-date  equipment.  So  it  is  reasonable  for 
this  tax  to  be  geared  to  the  entire  payroll  and  that  whole  payroll  be 
subiect  to  the  cost  of  helping  finance  this  whole  system.  ^ 

The  last  thing  is  that  we  would  also  be  in  accordance  with  the  Carter 
administration  proposals  for  the  very,  very  limited  use  they  malvP  of 
general  revenue.  It  is  very  limited  in  amount  and  time,  but  since  we 
are  proposing  a  very  much  greater  use  of  general  revenues,  we  would 
naturally  go  along  with  the  very  modest  and  limited  use  of  the  general 
revenue. 

I  should  say  one  bit  about  why  we  are  in  favor  of  the  use  of  oeneral 
revenues.  This  is,  as  has  been  mentioned  a  little  earlier,  tliis  system  hiT? 
what  some  people  call  welfare  elements  in  it.  I  don't  think  I  would  call 
it  welfare  elements.  They  are  eleuients  that  are  of  a  social  nature  that 
make  a  social  insurance  system  what  it  is. 

If  you  didn't  have  these  social  elements,  you  miirht  as  well  have  a 
private  voluntary  system  where  even'body  received  a  return  thnf  is 
actuarially  of  about  the  same  value  as  what  he  put  ip.  The  thing  that 
makes  this  system  what  it  is  is  that  it  has  these  social  elements.  Tke, 
for  instance,  the  higher  benefits  that  are  paid  to  x:)eople  with  low 
earnings. 

Now  that  social  element  is  something  that  this  svstem  ought  not  to 
have  financed  solely  bv  taxes  paid  by  employers  and  employees.  Those 
social  elements  are  of  benefit  to  the  whole  community,  to  the  whole 
society.  Those  social  elements  make  this  a  better  country  in  which 
to  live. 

We  have  more  security  and  it  is  a  better  place  for  people  to  live  if 
those  elements  also  make  it  possible  for  the  geueral  taxpayer  to  pay 
much  less  than  he  otherwise  would  for  various  kinds  of  welfare  pro- 
grams. Therefore,  it  is  reasonable,  we  think,  and  fair  for  income  other 
than  wages  and  salaries  and  employer  contributions  to  cover  part  of 
the  cost  of  this  system. 

We  are  not  fearful  that  having  part  of  that  cost  come  from  general 
revenues  will  result  in  nmawav  benefit  increases  so  long  as  the  major 
part,  that  is,  at  least  two-thirds  of  the  cost,  is  from  the  employer  and 
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employee  contributions.  We  do  not  feel  there  is  any  serious  danger  that 
this  would  result  in  anj'thing  runaway. 

In  the  experience  in  other  countries  that  have  general  revenue  con- 
tributions, it  has  not  been  indicated  that  there  is  any  such  danger. 

Mr.  Chairman,  I  think  that  will  cover  the  main  points,  and  I  should 
like  to  add,  however,  that  in  my  opinion  no  matter  what  you  do  about 
this  situation,  you  are  going  to  have  to  raise  more  money  and  you  are 
not  ever  going  to  be  able  to  satisfy  everyone,  and  as  a  matter  of  fact, 
you  probabl}'  won't  even  satisfy  anj'One,  so  you  do  have  a  not  very 
enviable  position.  All  that  I  can  say  is  that  I  wish  you  "Godspeed  and 
happy  landings." 

5lr.  Waggonxer  [presiding].  Thank  you,  Mr.  David. 

With  a  sendoff  like  that,  I  guess  we  had  better  be  nice  to  everybody 
on  the  way  up,  because  we  will  see  some  of  them  on  the  way  back 
down. 

[The  prepared  statement  follows:] 

Statement  of  the  National  Council  on  the  Aging 

I\Ir.  Chairman  and  distinguished  members  of  the  Subcommittee  on  Social 
Security,  I  am  Alvin  David,  a  member  of  the  Board  of  Directors  of  the  National 
Council  on  the  Aging  (NCOA),  a  private  non-profit  organization  whose  members 
are  drawn  from  individuals  and  organizations  worlcing  to  assist  the  elderly  across 
the  nation.  For  27  years  the  Council  has  provided  leadership,  training  and  tech- 
nical assistance  to  the  field  of  aging.  It  is  my  pleasure  to  appear  before  you 
today,  on  behalf  of  our  members  and  the  older  citizens  whom  they  serve,  to  dis- 
cuss issues  in  Social  Security. 

As  you  may  recall.  NCOA  presented  views  on  Scx^ial  Security  financing  last 
year  as  this  sulx?ommittee  reviewed  the  Ford  Administration's  recommendations. 
Unfortunately,  we  found  ourselves  in  almost  total  disagreement  with  those  sug- 
gestions despite  our  desire  to  have  Congress  act  quiclily  to  restore  confidence 
in  the  Social  Security  system.  Thus,  it  is  rewarding  for  the  Council  to  lie  able 
to  appear  before  you  again ;  this  time  to  offer  support  for  the  recommendations 
offered  by  the  new  Administration. 

My  remarks  will  focus  on  the  Administration's  proposals  to  comliat  the  shnrt- 
and  long-tei-m  financing  crises  facing  the  Old  Age,  Survivors  and  Disability 
Insurance  trust  funds.  But.  in  addition.  I  would  like  to  share  NCOA's  \news  on 
the  need  for  other  changes  in  the  Social  Security  program,  such  as  the  need  for 
increases  in  the  earnings  limit.  These  topics  are  in  keeping  with  our  concern 
today,  which  is  the  need  to  protect  our  older  population  from  poverty  in 
retirement. 

Though  Social  Security  may  have  been  conceived  as  a  supplementary  source 
of  income  for  the  retired  population,  it  has  become  the  major  and  most  common 
source  of  income  for  retired  Americans.  In  1975,  20.4  million  of  the  total  22.4 
million  persons  aged  65  and  older  received  Social  Security  payments.  Those 
payments  represented  over  half  the  incomes  of  every  other  elderly  couple  and 
evei-y  seven  out  of  10  individual  recipients.  And,  more  important.  Social  Security 
was  almost  the  sole  source  of  income  for  one  out  of  four  older  individuals  and  one 
out  of  12  older  couples.  Clearly,  the  significance  of  immediately  assuring  the  sys- 
tem's .short-teiTu  financial  integrity  cannot  he  overestimated. 

Just  as  clear  is  the  need  for  bolstering  the  system's  long-term  stability.  Future 
estimates  project  a  growing  population  over  age  65 — to  30.6  million  or  almost  12 
percent  of  the  total  population  in  the  year  2000.  The  ratio  of  workers  paying  into 
Social  Security  to  tlie  retired  population  is  expected  to  drop  from  three  to  one 
at  present  to  fewer  than  two  to  one  within  50  years.  This  demographic  pattern, 
combined  with  a  technical  error  in  the  automatic  cost  of  living  adjustment 
formula  adopted  in  recent  years,  creates  the  projected  8.2  percent  of  taxable 
payroll  deficit  over  the  25  years.  The  Administration  and  the  Congress  recog- 
nize the  urgent  need  to  correct  these  short-  and  long-term  deficits :  NCOA  hopes 
their  differences  over  the  means  by  which  to  make  corrections  do  not  unneces- 
sarily delay  achievement  of  that  goaL 
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President  Carter  has  offered  a  number  of  commendable  proposals  for  relieving 
the  Social  Security  system's  fiscal  burdens.  Foremost  among  his  ideas  is  the  use 
of  general  revenues  to  compensate  the  Social  Security  trust  funds  for  the  loss  of 
revenues  during  times  of  economic  recession.  Because  of  concerns  that  the  use 
of  general  revenues  would  somehow  alter  the  system's  intent  or  precipitate 
multi-billion  dollar  increases  in  benefits,  the  President  has  taken  a  cautious  ap- 
proach. General  revenues  would  be  used  only  to  replace  payroll  tax  receipts  lost 
because  of  unemployment  in  excess  of  six  percent.  This  counter-cyclical  safeguard 
will  not  be  made  i>ermanent  pending  further  study  by  the  Social  Security 
Advisory  Council. 

NCOA  is  on  record  in  favor  of  the  permanent  use  of  general  revenues  on  a 
phased-in  basis  until  they  cover  approximately  one-third  of  program  costs.  Be- 
cause the  Social  Security  tax  rates  are  regressive,  the  burden  of  higher  tax  rates 
falls  heaviest  on  low  and  middle-income  workers.  No  matter  how  great  the  need, 
we  cannot  increase  these  workers'  tax  liability  much  further  without  tlireaten- 
ing  their  economic  security  or  the  nation's  gradual  economic  recovery.  We  can, 
however,  move  toward  a  permanent  system  of  partial  contributions  from  general 
revenues  as  many  other  nations  have  done,  and  as  the  1934  Committee  on  Eco- 
nomic Security  that  created  the  Social  Security  Act  predicted  the  United  States 
would  have  to  do  by  the  mid-sixties.  If  we  adopted  a  three-way  government, 
employer  and  employee-financed  system,  we  would  retain  the  contributory  in- 
surance nature  of  the  program  while  ensuring  its  economic  stability. 

Furthermore,  we  believe  the  American  public  does  not  oppose  the  use  of  general 
revenues  to  undergird  the  Social  Security  program.  From  the  results  of  a  national 
public  opinion  survey  conducted  by  Louis  Harris  and  Associates  for  NCOA,  we 
learn  that : 

6S  percent  of  the  public  responded  that  the  Federal  government  should  pro- 
vide income  for  older  people  when  they  are  no  longer  working ;  and, 

S.3  percent  of  the  public  agreed  that  the  Federal  government  has  the  respon- 
sibility to  use  general  tax  revenues  to  help  support  older  people. 
NCOA  urges  your  support  as  well  for  this  important  concept. 
The  President  also  recommends  increasing  the  payroll  tax  base  for  employers 
to  full  payroll  by  1981.  We  find  this  approach  an  acceptable  alternative  to  in- 
creases in  tax  rates  for  employers  and   employees,  for  the  reasons  we  have 
previously  mentioned.  Solutions  that  combine  tax  rate  and  wage  base  increases 
would  end  up  costing  employers  more  than  the  simple  payroll  base  increase  now 
proposed  by  the  Administration. 

Employees  would  also  see  increases  in  their  taxable  wage  bases  according  to  tlie 
Administration's  proposal.  Two  years  ago.  NCOA's  Board  of  Directors  recom- 
mended that  the  wage  base  be  increa.sed  to  .$24,000  in  1977  to  strengthen  Social 
Securitv  financing  and,  al.so,  to  assure  higher  future  benefits  for  middle  and 
upper  income  employees.  While  the  President's  proposal  represents  a  more 
gradual  increase  (until  the  base  in  1985  is  .$30,300.  including  already  scheduled 
increases),  it  accomplishes' the  same  goal.  The  additional  revenues  that  tlie  wage 
base  increases  will  bring  to  the  Medicare  part  of  the  program  would  allow  trans- 
fers to  the  cash  benefit  program,  further  assuring  the  system's  financial  sound- 
ness in  the  coming  years. 

Tlie  President's  plan  would  also  modify  the  Social  Security  benefit  formula 
to  eliminate  the  inflation  over-adjustment  in  the  present  law.  We  agree  that  re- 
placement rates— benefits  as  a  percent  of  the  worker's  earnings  before  retire- 
ment—sliould  be  stabilized  in  relation  to  wage  levels.  Thus,  starting  l>enefits 
for  retirees  at  any  given  earnings  level  would  replace  a  constant  percentage  of 
recent  pre-retirement  earnings  regardless  of  the  year  in  which  retirement  oc- 
curred. Not  only  would  this  alleviate  the  long-term  financing  deficit  that  Social 
Security  may  face,  but  it  would  provide  greater  consistency  and  predictability 
in  the  Social  Security  benefit  structure. 

The  Administration's  proposals  for  restoring  the  economic  stability  of  the 
Old  Age,  Survivors  and  Disability  Insurance  program  deserve  Congressionnl 
support.  We  hope  our  Subcommittee  will  res]>ond  favorably  to  those  proposals. 
But.  in  addtiion  to  the  short  and  long-term  financing  problems,  there  are  other 
deficiencies  in  the  Social  Security  program  and  its  administration  which  we 
hope  your  Sulicommittee  will  ndtiress.  First  among  the  lu-oblems  is  the  earnings 
limitation,  which  we  believe  discourages  unnecessarily  the  retiree's  incentive  to 
supiilement  his  retirement  income  through  gainful  employment. 

We  recommend  the  earnings  limit  be  raised  from  the  current  ^2,760  to  .$."(.000. 
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As  we  have  said,  Social  Security  benefits  account  for  major  proportion  of 
retirees'  incomes ;  yet  tlie  average  benefit  for  a  retired  couple  in  1975  was  barely 
over  $4,000.  At  tlie  same  time,  tlie  Department  of  Labor's  hypotlietical  lower 
budget  for  a  retired  couple  was  $4,501.  This  lower  budget  did  not  represent  an 
extravagant  standard  of  living,  yet  average  benefits  could  not  even  match  it. 
Of  course,  we  realize  that  Social  Security  is  still  not  intended  to  provide  a 
retii-ee's  full  income,  but  to  supplement  pensions,  savings  and  other  financial 
assets.  Nevertheless,  for  the  elderly  without  substantial  outside  resources,  par- 
ticularly for  the  poorest  retirees  who  may  never  have  earned  enough  to  deposit 
adquate  savings  or  who  may  have  worked  without  pension  benefits,  the  only  way 
to  make  ends  meet  is  to  continue  working.  We  feel  a  liberalization  of  the  earn- 
ings limit  would  not  undermine  the  essential  nature  of  Social  Security  as  an 
income  replacement  program,  but  would  provide  important  flexibility  to  retiree.s 
who  found  themselves  aide  and  compelled  to  work. 

Another  important  aspect  of  the  Social  Security  program  that  deserves  atten- 
tion is  the  present  system  of  adjusting  retirement  benehts  according  to  rises 
in  the  cost  of  living.  There  is  little  disagreement  that  some  benefit  adjustment 
must  be  made  to  compensate  for  the  ravages  of  inflation.  Ninety-seven  percent 
of  the  American  i>eople  i-esponding  to  the  NCOA/tlarris  survey  said  they  l)elieved 
Social  Security  payments  should  increase  if  the  cost  of  living  increa.ses.  Seventy- 
six  percent  of  the  respondents  agreed  that  "no  matter  how  much  a  person  earned 
during  his  working  years,  he  should  be  able  to  have  enough  money  to  live  on 
comfortably  when  older  and  retired."  But  the  question  of  whether  or  not  cost- 
of-living  adjustments  really  ensure  a  comfortable  standard  of  living  is  important. 

NOCA  believes  that  as  standards  of  living  and  levels  of  living  increase  for  the 
working  population,  the  retired  should  have  a  share  in  those  increases.  To  ac- 
compUsh  this,  benefits  for  those  on  the  Social  Security  rolls  should  be  kept  up  to 
date  with  changes  in  average  wage  levels  rather  than  with  changes  in  the  cost 
of  living.  However,  if  this  cannot  be  accomplished,  we  believe  that  cost-of-living 
adjustments  should  be  made  twice  a  year  and  based  on  an  index  reflecting  the 
spending  pattern  of  older  per.sons.  A  twice-yearly  adjustment  resp(Mids  to  the 
fact  that  Social  Security  adjustments  lag  behind  the  actual  reporting  of  changes 
in  the  Consumer  Price  Index.  (CPI).  Because  the  elderly,  compared  to  the 
population  as  a  whole,  spend  proportionately  more  of  their  incomes  on  fond, 
shelter  and  medical  care — those  items  with  most  drastic  price  increases  during 
inflationary  periods,  the  older  person's  income  needs  are  not  accurately  reflected 
by  the  present  CPI.  A  more  accurate  index  based  on  actual  consumption  pat- 
terns must  be  developed  and  used  if  the  present  cost-of-living  adjustment  system 
is  continued. 

Finally,  some  thought  must  be  given  to  the  establishment  of  a  Social  Security 
Administration  (SSA)  independent  of  the  Department  of  Health.  Education  and 
Welfare  (DHEW)  and  to  the  concurrent  sepai-ation  of  the  Social  Security  trust 
funds  from  the  unified  budget.  The  scope  of  SSA's  responsibilities  alone,  par- 
ticularly with  the  recent  addition  of  the  Aid  to  Families  with  Dependent  Chil- 
dren program,  recommends  establishment  of  an  independent  agency.  In  addition, 
the  importance  of  the  Social  Security  program  to  the  economic  security  of  the  33 
million  Americans  who  receive  benefits  calls  for  SSA  to  be  removed  from  a  po- 
liticized DHEW,  where  agency  policies  change  as  often  as  Administrations,  with 
a  resulting  loss  of  continuity  and  eflSciency.  But,  most  important,  an  independent 
agency  would  highlight  the  significant  difference  between  social  insurance  pro- 
grams, such  as  Social  Security,  and  public  welfare  programs  operated  by  DHJ]W. 
That  important  distinction  must  be  preserved  and  we  urge  consideration  of  this 
point  during  future  government  reorganization  plans. 

Thank  you  for  the  opportunity  to  present  our  concerns.  We  urge  your  most 
serious  attention  to  them  and  look  forward  to  this  Subcommittee's  actions. 

Mr.  Waggoxner.  Next,  we  will  hear  from  the  Council  of  the  State 
Chambers  of  Commerce. 

STATEMENT  OF  EDWARD  H.  KAY,  JR.,  AND  PAUL  P.  HENKEL 

INIr.  Kay.  My  name  is  Ed  Kay,  manager  of  payroll  taxes  for  Soars, 
Roebuck  &  Co.  I  am  chainnan  of  the  social  leoislation  committee  of  the 
Council  of  State  Chambers  of  Commerce  and  I  am  appearing  on  be- 
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half  of  the  member  State  organizations  of  the  council  which  are  listed 
at  the  end  of  this  statement  as  having  endorsed  our  statement. 

We  would  like  to  request  that  our  entire  statements  be  included  in 
the  record. 

Mr.  Waggonner.  Your  entire  statements  will  be  included  in  the 
record. 

Mr.  Kay.  The  section  of  our  statement  dealing  with  financing  pro- 
posals will  be  presented  by  Paul  P.  Henkel,  manager  of  payroll  taxes, 
Union  Carbide  Corp.  Mr.  Henkel  is  chairman  of  the  social  security 
subcommittee  of  the  council's  social  legislation  committee.  Accom- 
panying us  is  William  R.  Brown,  associate  research  director  of  the 
council. 

We  would  like  to  use  this  opportunity  to  present  a  program  that  we 
believe  would  make  social  security  financially  sound,  restore  the  pub- 
lic's confidence  and  establish  greater  equity  for  future  retirees.  Our 
proposals,  like  all  other  recommendations  will  require  sacrifices,  but 
we  believe  the  sacrifices  required  under  our  plan  would  be  more  fairly 
distributed  throughout  our  economy. 

Following  is  a  summation  of  our  suggestions : 

First.  Increase  the  tax  rate  on  both  employees  and  employers.  This 
coupled  with  our  other  benefit  and  financing  suggestions  would  elim- 
inate the  need  for  general  revenues  or  increasing  the  wage  base. 

Mr.  Pickle.  How  much  of  an  additional  tax  rate  would  you 
recommend  ? 

Mr.  Henkel.  We  are  prepared  to  suggest  a  three-tenths-percent  in- 
crease on  both  employer  and  employee,  and  if  necessary,  in  1979  or  1980 
another  two-tenths  percent  making  a  total  of  five-tenths  percent. 

Mr.  Kay.  The  other  two-tenths  we  don't  think  will  be  needed  if  our 
other  proposals  are  accepted. 

Second.  A  tax  rate  increase  on  the  self-employed  to  at  least  1.5  times 
the  rate  on  employees. 

Third.  Transfer  revenues  from  health  insurance  to  disability 
insurance. 

Fourth.  Decouple  but  establish  an  initial  replacement  rate  that  is 
lower  than  the  current  rate  and  in  addition  have  such  rates  compared 
to  disposable  income  rather  than  gross.  We  will  also  recommend  that 
you  determine  if  subsequently  declining  replacement  rates  would  be 
appropriate. 

Fifth.  An  annual  earnings  test  for  reducing  a  retiree's  benefits. 

Sixth.  IModify  the  minimum  amount. 

Seventh.  Extend  coverage  to  governmental  employees. 

Eighth.  Eliminate  the  financing  of  students'  benefits  from  the  social 
security  tax. 

As  can  be  seen  from  the  above,  we  do  not  think  that  the  enactment 
of  extensive  and  drastic  tax  increases  is  the  only  or  best  way  to  meet 
the  financial  problems  of  the  social  security  program.  Rather,  this 
crisis  can  be  resolved  through  a  modest  increase  in  taxes  and  a  modest 
reduction  in  benefits. 

Before  we  go  into  detail  on  these  items,  Mr.  Henkel  will  dis- 
cuss a  subject  which  affects  employers  and  the  Social  Security 
Administration. 

Mr.  Henkel.  Thank  you.  Mr.  Chairman  and  m^embers  of  the  com- 
mittee, I  woidd  like  to  talk  about  annual  wage  reporting  which  Con- 
gressman Horton  spoke  about  earlier. 
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The  Council  of  State  Chambers  of  Commerce  has  worked  with  the 
Social  Security  Administration  and  the  Internal  Revenue  Service  for 
a  number  of  years  to  obtain  annual  FICA  wage  reporting. 

Last  year,  Congress  authorized  such  reporting  to  begin  in  1978.  The 
administration  has  proposed  to  modify  but  retain  the  historical  con- 
cept of  the  '"quarters  of  coverage"  requirement  for  social  security 
eligibility.  The  modification  is  the  last  step  needed  to  reduce  the  re- 
porting workload  for  employers  and  the  Social  Security  Administra- 
tion. Without  the  proposed  change,  some  employer  reporting  problems 
pointed  out  in  our  prepared  statement  could  remain.  For  instance, 
some  type  of  request  reporting  of  earnings  in  tlie  year  of  retirement 
may  be  necessary  to  make  the  automatic  recalculation  of  the  primary 
insurance  amount  early  in  the  year  after  retirement. 

Employers  are  heartened  by  the  Government  interagency  consensus 
and  efforts  in  this  endeavor.  The  "quarters  of  coverage"  modification 
is  so  important  that  we  urge  it  be  a  matter  of  special  and  separate 
legislation  if  a  congressional  consensus  cannot  be  achieved  on  the  sub- 
stantive social  security  issues  facing  us. 

Congress  is  well  aware  that  historically  there  has  been  a  continuing, 
consistent  consensus  among  employers  on  three  aspects  of  financing 
social  security: 

First.  Preference  for  increasing  the  FICA  tax  rate  rather  than  the 
FICA  taxable  wage  limit. 

Second.  Equal  employer-employee  sharing  of  the  FICA  tax  burden. 

Third.  Opposition  to  general  revenue  financing. 

It  should  not  be  a  surprise,  therefore,  that  the  administration's 
social  security  financing  proposals  are  anathema  to  employers. 

We  support  a  three-tenth-percent  increase  in  the  employer  and  em- 
ployee FICA  tax  rate  in  1978,  and  if  need  be,  a  further  two-tenth-per- 
cent increase  in  1979  or  1980.  This,  alone,  could  cure  the  short-term 
deficit  problem.  We  urge  that  it  be  borne  in  mind  that  any  increase  in 
the  taxable  wage  base  will  cause  an  increase  in  the  future  levels  of 
benefits — the  very  problem  with  which  this  Congress  must  be  con- 
cerned. 

We  oppose — strenuously  and  indeed  bitterly — the  proposal  to  vary 
the  well-established  equal  employer-employee  tax  sharing  principle. 
We  disagree  with  the  administration's  suggestion  that  levying  the 
aimual  FICA  tax  on  the  total  payrolls  would  not  hurt  small  businesses. 
We  believe,  as  do  many  economists,  that  taxing  total  payrolls  either 
will  be  inflationary — if  the  increased  cost  is  passed  on  the  consuming 
public,  or  will  reduce  private  funds  available  for  capital  formation  and 
resulting  job  opportunities — if  the  increased  cost  reduces  profits.  Al- 
ternatively, the  inability  to  pass  tlie  increased  cost  to  the  consumers 
will  either  depress  employees'  wages  and  fringe  benefits  or  reduce 
business  profits  and  Federal  income  tax  revenue  from  the  business 
sector. 

Similarly,  we  deplore  the  reemergence  of  the  proposal  to  use  gen- 
eral revenues  for  social  security  financing — even  if  only  in  periods  of 
higli  unemployment.  Using  general  revenues  will  only  lead  to  open- 
ended  appropriations  to  liberalize  benefits  further.  (This  has  been  the 
acbnitted  purpose  of  the  proponents  who  advanced  similar  proposals  in 
the  past.)  It  will  increase  the  amount  of  deficit  spending  during  an 
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economic  downturn — a  charade  which  finances  one  deficit  by  relying 
on  anotlier,  and  tlie  latter  deficit  being  passed  on  the  future  genera- 
tions. 

If  general  revenue  financing  requires  new  taxes,  this,  too,  will  be 
inflationary,  will  reduce  the  real  income  of  consumers  and  the  capital 
formation  ability  and  profitability  of  the  business  sector.  The  de- 
creased profitability  will  in  turn  reduce  the  future  potential  Federal 
income  tax  revenues. 

Using  general  revenues  will  mask  the  true  cost  of  social  security 
from  the  public,  and  most  certainly  Avould  destroy  the  confidence 
Americans  have  that  the  system  is  based  on  earned  rights  and  not 
welfare. 

Before  closing.  ]Mr.  Chairman,  may  I  ask — I  have  some  figures  to  in- 
dicate the  impact  of  the  Carter  administration  proposal  on  Union 
Carbide  that  I  w^ould  be  happy  to  submit.  These  are  my  own  private 
estimates  and  I  think  they  are  material  to  the  situation. 

Mr.  Waggoxxer.  Without  objection,  they  will  be  entered  in  the 
record  along  with  your  entire  statement. 

[The  informiation  follows :] 

TTivioN  Carbide  Corp.. 
New  York,  N.Y.,  July  25, 1977. 
Hon.  Joe  D.  Waggoxxer,  .Tr., 

Chairman  Pt^o  Tern.  Suhcnmmittcr  on  Siocial  Security, 
Commiitce  on  Ways  and  Means,  Washinf/ton,  D.C. 

Sir  :  While  you  were  presiding  at  the  July  IS.  1977  public  hearing  on  Social 
Secnrity  during  my  presentation  of  testimony  on  behalf  of  the  Council  of  State 
Chambers  of  Commerce,  you  indicated  that  the  Subcommittee  would  be  pleased 
to  receive  data  with  respect  to  the  cost  effect  on  Union  Carbide  Corporation 
of  the  Administration's  proposal  to  levy  the  social  security  (FICA)  employer 
tax  on  total  payrolls.  The  following  information  is  transmitted  in  response 
thereto. 

Our  estimates  are  based  on  assumptions  of  a  stable  labor  force,  a  forecast 
of  a  ."  percent  per  year  increase  in  total  wages,  and  FICA  taxable  wages  remain- 
ing at  the  current  level  of  SI  percent  of  total  wages. 

The  1976  net  sales  and  cost  of  sales  of  T'nion  Carbide  Corporation  were  $n..S 
billion  and  $4.3  billion  respectively.  The  1976  employer  FICA  tax  was  $57.9 
million.  That  cost  was  about  1  percent  of  sales  or  l.?>  percent  of  cost  of  sales;  but 
the  past  and  future  velocity  of  increase  in  that  cost — as  well  as  the  total  cost — 
is  a  matter  of  concern  to  our  Management. 

UNION  CARBIDE  CORP.-EMPLOYER  FICA  TAX  (ANNUAL  COSTS) 

[Dollar  amounts  in  mlllionsi 


Carter 

Current  law  proposal  Amount  Percent 


1979                                           $68.5  J80.9  |12.4  +18.2 

1980                            - 72.0  88.9  16.9  +23.5 

1981                                       78.7  97.1  18.4  +23.3 

1932.".'"l-l-"-".IlII^ 82.5  101.1  18.6  +22.5 

On  the  basis  of  the  present  ninnber  of  shares  of  stock  outstanding,  the  in- 
creased employer  FICA  tax  cost  could  reduce  net  earnings  after  tax  by  10  cents 
per  share  in  1979:  1.5  cents  per  share  in  19S2.  This  is  indeed  a  significant  and 
alarming  effect.  The  Management  is  impelled  to  register  objections  to  this  on 
behalf  of  the  Shareholders  of  the  Corporation. 

The  1976  Union  Carbide  Corporation  Retirement  Program  cost  was  $106  mil- 
lion. The  1976  employer-employee  combined  FICA  tax  cost  was  $115.8  million. 
The  Carter  proposal  could  escalate  this  cost  to  $1S3.6  million  in  1982.  The  diffi- 
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culty  of  maintaining  and  improving  our  own  Retirement  Program  under  tliese 
circiunstances  is  self-evident. 

We  submit,  tlierefore,  that  the  Carter  proposal  to  levy  the  FICA  employer  tax 
on  total  payrolls  can  only  impair  private  industrial  pension  programs  and  result 
in  either  higher  prices  to  the  public  or  reduced  earnings  in  the  business  sector. 

Very  truly  yours, 

Paul  P.  Henkel, 

Manager,  Payroll  Taxes. 

Mr.  Kay.  In  addition  to  the  social  security  financino:  proposals  we 
have  certain  other  suggestions  ^Yhich,  if  enacted,  will  develop  a  com- 
prehensive program. 

We  support  decoupling.  We  do  not.  though,  have  a  recommendation 
as  to  a  specific  decoupling  formula ;  however,  we  believe  that  the  ini- 
tial replacement  ratio  slioukl  be  lower  than  the  administration's  pro- 
posal and  include  a  grandfather  provision.  Let  us  look  at  chart  1 
Avhich  is  attached  to  our  prepared  statement.  This  indicates  that  to- 
day's replacement  rates  foi-  a  worker  with  average  earnings  is  higher 
tlian  the  rates  in  1972  and  considerably  higher  than  the  rates  from 
1955  to  1970.  The  increase  since  1972  is  a  result  in  the  defect  in  the 
benefit  formula.  Therefore,  it  would  be  appropriate  to  reestablish  the 
benefit  level  that  was  established  by  Congress  in  1972. 

It  should  be  noted  that  in  computing  replacement  rates,  gross  earn- 
ings are  used.  This  results  in  a  deceptive  relationship  as  gross  earnings 
do  not  reflect  the  disposable  earnings  available  to  the  employee.  Dis- 
posable earnings  are,  of  course,  affected  by  the  graduated  income  tax. 
A  more  appropriate  comparison  therefore  is  benefits  to  preretirement 
disposable  earnings.  This  approach  has  not  been  a  matter  of  public 
discussion  or  attention.  We  feel  this  is  of  such  vital  importance  that 
it  merits  close  scruting  by  this  committee  and  its  staff. 

Chart  No.  2  reflects  these  ratios  for  single  and  married  retirees  at 
average  and  high  earnings  levels  based  on  one  method  of  computing 
disposal  earnings.  As  you  can  see,  a  single  individual  with  average 
earnings  received  GO  percent  of  disposable  income  whereas  a  inarried 
individual  receives  85  percent.  It  can  be  seen  that  this  is  considerably 
jiigher  than  the  ratio  to  gross  earnings  which  was  46  percent  as  shown 
on^hart  1.  This  same  relationship  exists  for  the  high  wage  earner. 
We  believe  this  indicates  tliat  benefits  are  currently  too  high  for  a  pro- 
gram designed  to  be  a  floor  of  protection.  This  is  particularly  true 
when  one  remembers  that  social  security  was  designed  to  be  coupled 
witli  personal  savings  and  private  pension  plans. 

Wo  previouslv  suggested  that  this  committee  consider  adopting  a 
decoupling  forihulalhat  results  in  replacement  rates  that  gradually 
decline  over  the  years.  The  reason  is  that  otherwise,  individuals  retir- 
ing in  the  future  could  receive  higher  replacement  rates  compared  to 
disposable  income  than  current  retirees. 

Chart  No.  8  compares  tiiese  different  ratios  for  an  average  wage 
earner  for  1977, 1985,  and  1990  under  the  administration's  proposal.  In 
1977,  the  rate  to  gross  earnings  for  a  single  person  is  46  percent  and  to 
disposable  income  is  60  percent.  By  1990,  the  replacement  rate  to  gross 
would  drop  to  44  percent  but  the  rate  to  disposable  income  would 
have  gone  up  7  percentage  points  to  67  percent. 

The  effect  for  a  married  individual  is  even  more  pronounced  in 
that  the  rate  for  gross  earnings  drops  more  and  the  rate  to  disposable 
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earnings  goes  up  more,  reaching  93  percent  in  1990.  This  means  that 
today  this  individual  would  onty  lose  15  percent  of  his  hearings  that 
he  normally  has  available  to  spend  and  only  7  percent  by  1990.  We 
question  if  it  is  appropriate  to  ask  those  that  are  still  working  to 
have  to  pay  for  this  sizable  benefit  particularly  when  social  security 
is  to  be  coupled  with  private  savings  and  pensions  to  form  a  retiree's 
replacement  package. 

Chart  No.  4  reflects  the  same  information  for  a  high  wage  earner  and 
as  can  be  seen,  there  is  the  same  type  of  increase  in  the  disposable  earn- 
ing rate. 

It  becomes  obvious  from  this  that  to  retain  a  constant  replacement 
rate  to  disposable  earnings,  the  benefit  formula  must  have  declining 
rates  as  a  percent  of  gross  earnings. 

We  would  like  to  i-eemphasize  that  by  adopting  a  formula  with  1972 
replacement  rates  wliich  subsequently  declines  as  a  percent  to  gross 
earnings  social  securitv  would  be  reestablished  as  a  financially  sound 
program  while  providing  benefits  that  are  equitable  and  meet  the  pri- 
mary goals  of  the  system.  Also,  this  would  provide  additional  latitude 
in  the  future  for  Congress  to  increase  benefits  if  it  is  deemed  necessary. 

There  are  certain  other  areas  which  warrant  legislative  action  at 
this  time.  First  is  to  adopt  an  annual  earnhigs  test  for  retirees  rather 
than  the  current  monthlv  test  which  is  u^ed  for  reducing  benefits.  This 
will  eliminate  the  inequity  that  exists  between  the  individual  who  has 
earnings  in  everv  month  during  i^etirement  and  therefore  may  have 
all  of  his  benefits  cancelled  and  the  individual,  such  as  a  consultant, 
who  is  able  to  have  all  of  his  earnings  hnnped  into  1  month  and  there- 
by have  1  month's  benefits  canceled. 

'  Second  is  a  modification  of  the  minimum  benefit  amount.  We  sug- 
gest a  freeze  or  reduction  in  benefits  being  paid  to  individuals  who 
have  had  a  minimum  number  of  years  of  earnings  in  covered  em- 
ployment. This  would  be  for  otlier  than  those  who  have  worked  for 
many  years  in  covered  employment. 

Third  is  to  extend  coverage  to  governmental  employees.  This  could 
either  be  done  by  covering  "all  such  workers  at  once  or  one  step  at  a 
time,  such  as  covering  all  new  hirees  beginning  January  1,  1978. 

Fourth  is  to  eliminate  the  financing  of  benefits  to  students  from  the 
social  security  tax.  One  such  proposal  that  has  merit  is  to  create  a  pro- 
gram financed  from  general  revenues  that  would  furnish  special  assist- 
ance to  such  students. 

This  concludes  our  presentation. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows :] 

Statement  of  Edwakd  H.  Kay.  .Tr.,  and  Paitl  P.  IIenkel.  on  Behalf  of  Member 
State  Organizations  of  the  Council  of  State  Chambers  of  Commerce 

SUMMARY 

1.  Support  Administrafinn  propomi  for  aiuiual  Social  Secnrify  tvanr  reporf- 
infj. — Action  on  this  prr.jjosal  i>^  essential  this  jear  because  the  present  law 
changes  reporting  requirements  effective  in  1978  which  if  not  revised  before  then 
will  result  in  great  difficulties  for  both  employers  and  the  Social  Security 
Administration. 

2.  Support  of  0.3  percent  tax  rate  increas.e  on  both  the  employee  and  the  em- 
ployer, effective  in  1978.  This  will  spread  the  tax  increase  over  a  broad  base  thus 
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minimizing  any  adverse  impact  on  the  economy  and  it  is  greatly  to  be  preferred 
to  use  of  general  revenues  or  a  base  increase,  especially  application  of  the  tax 
to  total  payroll. 

3.  The  Basic  American  Social  Security  system  of  equal  employer-employee  con- 
tributions should  be  preserved. — The  Administration  proposal  to  tax  the  total 
employer  payroll  with  no  directly  connected  benefit  increase  for  the  employer's 
employees  would  undermine  the  wage  related  and  earned  rights  principles  that 
have  made  Social  Security  so  popular  with  the  public.  Taxing  total  payroll  will 
spread  the  burden  inequitably  betwen  employers  and  has  the  potential  for  the 
most  adverse  impact  on  the  economy  of  any  of  the  major  alternatives. 

4.  Support  continued  reliance  on.  payroll  tax  financing  without  resort  to  general 
revenue  as  proposed  by  the  Administration.— ynyroll  tax  financing  directly  re- 
lates difficult  tax  decisions  to  benefits  thus  making  it  easier  for  Congress  to  act 
in  a  responsible  manner.  Resort  to  general  revenues  will  destroy  basic  wage- 
related  and  earned  rights  principles  of  the  American  Social  Security  system. 

5.  Support  for  Decoupling  tcith  Replacement  ratios  based  on  disposable  in- 
come.— The  initial  replacement  ratio  should  be  lower  than  the  Administration's 
proposal,  but  should  include  a  phase-in  so  that  no  one  would  get  less  than  they 
would  under  the  present  benefit  schedule.  This  would  contribute  greatly  to  re- 
establishing the  financial  soundness  of  Social  Security  program  and  with  equit- 
able benefits. 

6.  Support  of  other  potential  means  of  reducing  expenditures. — The  following 
should  l)e  examined  by  the  Committee:  An  annual  earnings  test  for  reducing 
benefits  of  the  retiree  rather  than  the  current  monthly  test ;  modification  of  the 
minimum  benefit  to  cut  back  on  unwarranted  benefits;  extension  of  mandatory 
coverage  to  governmental  employees  ;  and  elimination  of  the  financing  of  students 
benefits  by  the  Social  Security  tax. 

STATEMENT 

My  name  is  Ed  Kay  and  I  am  Manager  of  Payroll  Taxes  for  Sears,  Roebuck  & 
Company.  I  am  Chairman  of  the  Social  Legislation  Committee  of  the  Council  of 
State  Chambers  of  Commerce  and  I  am  appearing  on  behalf  of  the  member  State 
organizations  of  the  Council  which  are  listed  at  the  end  of  this  statement  as 
having  endorsed  our  statement.  The  section  of  our  statement  dealing  with  financ- 
ing proposals  will  be  presented  by  Paul  P.  Henkel,  Manager  of  Payroll  Taxes, 
Union  Carbide  Corporation.  Mr.  Henkel  is  chairman  of  the  Social  Security  Sub- 
committee of  the  Council's  Social  Legislation  Committee.  Accompanying  us  is 
William  R.  Brown,  Associate  Research  Director  of  the  Council. 

Previous  witnesses,  including  Mr.  Califano,  Secretary  of  Health,  Education 
and  Welfare,  have  explained  the  many  problems  facing  Social  Security  and  have 
presented  certain  proixjsals  to  remedy  the  problems.  We  do  not  believe  it  is 
necessary  to  reiterate  all  of  these  points  nor  would  it  be  appropriate  to  merely 
voice  opposition  to  certain  of  these  prosposals.  Instead  we  would  like  to  use  this 
opi>ortunity  to  present  a  program  that  we  believe  would  once  again  make  our 
Social  Security  system  financially  sound,  restore  public  confidence  in  the  system 
and  establish  greater  equity  for  retirees  in  the  future.  Our  proposals,  like  all 
other  recommendations,  will  require  sacrifices,  but  we  believe  the  sacrifices  re- 
quired under  our  recommendations  would  be  more  fairly  distributed  throughout 
our  economy. 

Following  is  a  summation  of  our  suggestions  which  we  believe  Congress  should 
act  on  this  year  : 

1.  An  additional  tax  rate  increase  on  both  employees  and  employers.  (This 
coupled  with  our  other  benefit  and  financing  suggestions  would  eliminate  the  need 
for  using  general  revenues,  increasing  the  wage  base  on  employees  and  employers 
or  increasing  the  base  on  employers  only.) 

2.  A  tax  rate  increase  on  the  self-employed  to  at  least  1%  times  the  rate  on 
employees. 

.3.  The  Administration's  proposal  to  transfer  revenues  from  the  Health  Insur- 
ance Trust  Fund  to  Disability  Insurance. 

4.  A  decoupling  provision  that  will  establish  an  initial  replacement  rate  that 
is  lower  than  the  current  rate.  (We  will  recommend  to  this  committee  that  it 
determine  if  declining  replacement  rates  for  subsequent  years  would  be 
appropriate.) 

fi.  An  annual  earnings  test  for  reducing  benefits  of  the  retiree  rather  than  the 
current  monthly  test. 
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0.  Modification  of  tlie  minimum  benefit  amount  to  cut  back  on  vmwarranted 
benefits. 

7.  Extension  of  mandatory  coverage  to  governmental  employees. 

8.  Elimination  of  the  financing  of  students  benefits  from  the  Social  Security 

Tix 

As  can  be  seen  from  the  above,  we  do  not  thinli  that  the  enactment  of  extensive 
and  drastic  tax  increases  is  the  only  or  best  way  to  meet  the  financial  problems 
of  the  Social  Security  program.  Rather,  this  crisis  can  be  resolved  through  a 
modest  increase  in  taxes  and  a  modest  reduction  in  benefits.  This,  we  believe,  is  a 
loirical  and  sensible  approach. 

We  will  go  into  detail  on  these  items  in  a  few  minutes.  First,  though,  we  would 
nice  to  discuss  a  subject  which  affects  employers  and  the  Social  Security 
Administration. 

Reporting  of  Annual  Earnings 

In  1976  Congress  enacted  legislation  which  changed  the  requirement  for 
reporting  FICA  wage  information  on  a  quarterly  basis  to  reporting  the  infor- 
mation on  an  annual  basis  beginning  in  1978.  The  reason  for  the  legislation  was 
to  simplify  the  reporting  of  wage  information  for  employers  and  to  reduce  some 
of  the  vast  quantities  of  paper  work  currently  developed  by  employers  and 
processed  bv  the  Social  Security  Administration. 

The  legislation,  however,  merely  changed  the  reporting  of  quarterly  informa- 
tion four  times  a  year  to  once  a  year.  This  means  that  employers  will  still  have 
to  maintain  and  report  FICA  taxable  wage  information  for  each  quarter  for 
each  employee  and  the  Social  Security  Administration  will  have  to  post  all  of 
this  information  to  each  individual's  earnings  record.  This  information  will  be 
furnished  to  the  Social  Security  Administration  on  the  W-2  form  which  will 
require  four  additional  blocks  on  the  W-2  to  indicate  earnings  information  for 
each  quarter.  If  the  employer  reports  W-2  information  on  magnetic  tape  he  will 
be  required  to  make  extensive  program  changes  as  the  necessary  information  is 
not  currently  contained  on  the  AV-2  computer  tape.  Furthermore,  this  procedure 
will  compoiind  problems  of  making  any  corrections  of  FICA  taxable  wages 
involving  a  prior  year.  As  we  see  this,  it  may  be  necessary  to  issue  a  corrected 
W-2  for  that  prior  year.  As  you  can  imagine,  many  employees  receiving  a  copy 
of  a  corrected  W-2,  will  be  confused  even  though  the  only  change  may  involve 
the  reporting  of  wage  information  between  quarters. 

In  discussing  this  matter  with  other  companies  the  reaction  we  received  is 
that  initially  there  will  be  a  substantial  additional  cost  because  of  computer 
program  changes.  Also,  there  will  be  little  or  no  reduction  in  cost,  time  or  paper 
work  in  the  future.  Furthermore,  we  do  not  believe  that  the  Social  Security 
Administration  will  derive  any  substantial  benefits  from  the  current  require- 
ment. Health,  Education  and  Welfare  Secretary  Califano  recently  presented  a 
bill  to  Congress  that  would  credit  an  individual  with  a  quarter  of  coverage  up 
to  a  maximum  of  four  quarters  for  each  $2.50  of  earnings  during  the  year.  In 
other  words,  if  an  individual  earned  $300  during  the  year  he  would  receive  one 
quarter  of  coverage  and  if  he  earned  more  than  $1,000  he  would  receive  four 
<iuarters  of  coverage.  This  approach  retains  the  historical  concept  of  quarters 
of  coverage  and  at  the  same  time  increases  the  current  $50  earnings  require- 
ment for  coverage.  This  increase  is  appropriate  as  the  $.50  amount  has  not  l>een 
increased  to  reflect  the  huge  increases  in  wage  levels  since  1930.  Furthermore, 
if  the  minimum  amount  to  obtain  four  quarters  of  coverage  was  $200  a  year, 
there  would  be  many  individuals  receiving  four  quarters  of  coverage  even  though 
they  earned  all  of  the  money  in  one  quarter.  This  would  compound  the  problem 
of  individuals  with  nominal  attachment  in  covered  employment  qualifying  for 
benefits. 

Secretary  Califano's  letter  which  accompanied  the  bill  states  that  the  Depart- 
ment of  Health,  Education  and  Welfare  is  joined  by  the  Department  of  the 
Treasury  in  urging  prompt  and  favorable  consideration  of  the  annual  earnings 
reporting  bill  and  that  the  Office  of  Management  and  Budget  has  indicated  that 
enactment  of  the  prosposal  would  be  in  accord  with  the  program  of  the  President. 

AVe  also  urge  prompt  and  favorable  consideration  and  if  necessary,  separate 
action  on  this  bill  so  that  it  can  be  promptly  passed.  Otherwise,  employers 
would  have  to  make  all  the  necessary  program  changes  as  these  must  be  in 
place  by  January  1, 1978. 
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Financing  Proposals 
Support  tax  rate  increase 

The  best  solution  to  the  short  range  financing  deficit  would  be  an  0.3  percent 
tax  1  ate  increase,  on  both  the  employee  and  the  employer  effective  m  19. fe. 
This  i  prSerable  to  wage  base  increases  which  can  contribute  to  short  run 
so  utions  but  add  to  the  long-run  deficit  by  increasing  benefit  obligations.  The 
most  objectionable  approach  is  that  proposed  by  the  Administration-that  is 
SScation  of  the  employer  payroll  tax  to  total  payroll  and  use  of  general 

'""irirrecTgnt^d  that  if  a  tax  rate  increase  is  relied  upon  as  the  sole  means  of 
meeting  the  short  run  deficit,  it  may  be  necessary  to  impose  an  additional  0.2 
percent  tax  rate  increase,  perhaps  in  1980.  However,  ^y  ^acting  a  compr^^^^^^^^ 
sive  program  which  would  include  reducing  future  benefit  costs,  this  additional 
tax  rate  increase  may  not  be  required.  _  i  „f  i„ac<-  +-..  ii'    timpq 

The  tax  rate  on  the  self-employed  should  be  increased  at  least  to  II/2  times 
an  employee's  tax  rate.  The  rate  could  be  increased  above  IVa  times  without  an 
appreciable  total  tax  effect  by  allowing  the  self-employed  ^ /^^^^^ '7,,?.  I"^"!^^^ 
or  itemized  deduction  on  his  Federal  Income  Tax  Return  the  additional  tax 
in  excess  of  the  amount  paid  by  an  employee. 

Support  transfer  of  health  insurance  funds 

We  also  support  the  Administration's  proposal  to  transfer  revenues  from  the 
Health  Insurance  Trust  Fund  to  the  Disability  Trust  Fund.  This  would  alleviate- 
the  immediate  short  term  deficit  in  the  Disability  Trust  Fund. 
Maintenance  of  equal  employer-employee  contrihutions  essential 

Equal  employer-employee  contributions  is  a  basic  part  of  the  American  Social 
Security  svstem.  Rightfully,  the  employee  has  tended  to  equate  the  equal  em- 
ployer contribution  as  a  matching  contribution  to  help  finance  his  own  benefits. 
To  apply  the  employer  FIC^  tax  to  total  payroll  with  no  corresponding  in- 
crease in  the  employee's  benefits— as  proposed  by  the  Administration— would 
demoli.sh  this  concept.  It  thus  would  contribute  to  undermining  the  wage-related 
and  earned  rights  principles  that  have  made  Social  Security  so  popular  with 
the  public. 
Taxing  total  payroll  spreads  Mrden  inequitably 

Among  the  arguments  advanced  by  the  Administration  for  levying  FICA  tax 
on  total  payroll  is  that  this  would  minimize  the  tax  burden  on  small  business. 
There  are  many  small  businesses  that  have  a  relatively  large  number  of  highly 
paid  employees— such  as  the  construction,  service  and  repair  industries.  These- 
small  businesses  would  have  a  heavier  FICA  tax  burden  and  yet  their  em- 
plovees  would  receive  no  corresponding  benefit  increase. 

The  criterion  under  the  Administration's  total  payroll  proposal  is  not  whether 
the  business  is  profitable  or  large  or  small,  but  the  number  of  higher  paid  em- 
ployees. This,  we  believe,  will  produce  very  capricious  and  regrettable  results.. 

Adverse  impact  on  the  economy  of  taxing  total  payroll 

Generally,  business  in  the  long  run  will  not  absorb  the  increased  costs  of 
taxing  total  payroll  out  of  profits— but  to  the  extent  it  does  it  will  reduce  funds 
available  for  capital  investment— thus  having  an  adverse  effect  on  the  creation 
of  jobs.  To  the  extent  that  the  market  permits,  increased  costs  will  be  passed' 
on  to  the  consumers  in  increased  prices  and  that  will  be  inflationary.  Also, 
since  pavroll  taxes  are  viewed  as  wage  related  costs,  applying  the  employer  tax 
to  total  payroll,  to  the  extent  it  is  not  passed  on  to  the  consumer  will  tend  to 
depress  wages  and  fringe  benefits.  A  marginal  company  is  unlikely  to  be  in 
a  position  to  pass  on  the  costs;  therefore,  taxing  total  payroll  would  create  a 
har.sh  and  unfair  situation  for  them. 

Where  a  tax  increase  is  spread  among  a  large  number  of  both  employers  and 
employees,  the  potential  for  damaging  the  economy  is  not  nearly  as  great  as 
placing  a  disproportinate  burden  on  a  relatively  small  number  as  is  done  under 
the  Administration  proposal  for  taxing  total  payroll. 

Also  where  a  disproportionate  burden  is  placed  on  a  relatively  smaller  number 
of  companies  the  potential  for  discouraging  the  growth  of  private  pension  plans 
of  these  particular  companies  is  increased. 

As  surmised  from  the  above,  the  method  of  coping  with  increased  costs 
resulting  from  taxing  total  payroll  depends  on  the  type  of  industry  and  on  the 
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circumstances  of  each  business  witliin  the  industry.  This  means  that  the  actual 
incidence  of  the  tax  falls  on  different  segments  of  our  economy  and  without 
regard  to  subsequent  benefits  which  we  believe  is  not  equitable  Social  Security 
tax  financing. 

Use  of  general  revenues 

The  Administration  also  included  among  its  proposals  the  concept  of  using 
general  revenues  during  periods  of  high  imemployment.  Such  a  plan,  if  enacted, 
would  exert  new  demands  on  general  revenues  during  periods  of  economic  down- 
turns. This  would  be  in  addition  to  the  supply  and  demand  pressures  that  exist 
as  a  result  of  reduced  revenues  and  the  desire  to  pump  additional  Federal  dollars 
into  the  economy  during  such  periods.  Therefore,  this  does  not  seem  appropriate. 
Furthermore,  we  do  not  believe  that  the  use  of  any  general  revenues  is  appropriate. 
One  of  the  most  ol)vious  reasons  for  not  using  general  i-evenues  for  financing 
Social  Security  is  that  there  are  no  general  available  and  may  not  be  for  some 
years  to  come. 

We  are  particularly  concerned  about  the  general  revenue  financing  proposal 
because  it  would  eliminate  the  very  practical  principle  contained  in  our  current 
system  that  basically  requires  Congress  to  generate  specific  and  definite  taxes  to 
finance  Social  Security.  We  feel  this  principle  gives  the  system  the  integrity 
Americans  have  the  right  to  expect  of  their  retirement  plan.  At  the  same  time, 
it  allows  every  American  to  .ludge  for  himself  the  cost  of  Social  Security.  In 
other  words,  the  complete  and  true  financing  of  benefits  is  there  for  all  to  see 
and  experience  and  is  not  hidden  away  in  general  revenues.  This  principle  also 
reduces  the  possibility  of  a  future  Congress  increasing  benefits  without  proi^er 
funding.  Last,  but  not  least,  is  that  the  introduction  of  general  revenues  would 
destroy  the  confidence  Americans  have  that  Social  Security  is  an  earned  right 
and  not  welfare. 

Decoupling— Replacement  ratios  sJwuld  he  'based  on  disposable  earnings 

We  suppoi't  decoupling  as  we  feel  it  is  imperative  to  correct  the  flaw  that 
exists  in  the  present  automatic  ad.iustment  provision  that  is  used  for  determining 
benefits.  This  flaw  results  in  a  continuing  unintended  escalation  of  benefit  levels 
which  can  be  corrected  by  enacting  one  of  the  decoupling  formulas  that  have  been 
proposed.  We  do  not  have  a  formal  recommendation  as  to  which  formula  should 
be  adopted :  however,  we  believe  that  the  initial  replacement  ratio  should  be 
lower  than  the  Administration's  proposal  but  should  include  a  phase-in  provi- 
sion so  that  no  one  would  get  less  than  they  would  under  the  present  schedule. 
We  would  also  like  to  suggest  that  this  committee  give  careful  consideration  to 
adopting  a  formula  that  resiilts  in  gradually  reducing  replacement  ratios  in 
future  years  as  this  would  further  establish  Social  Security  as  a  financially 
sound  system  and  could  result  in  greater  equity  between  individuals  retiring 
in  different  years.  This  would  also  result  in  greatly  reducing  the  tremendous 
financial  strain  Social  Security  would  otherwise  place  on  oiir  economy  and 
would  provide  additional  latitude  in  the  future  for  Congress  to  increase  benefits 
if  it  is  deemed  necessary. 

As  mentioned  above,  replacement  rates  shoiild  initially  be  lower  than  the 
Administration's  proposal  which  would  have  adopted  the  approximate  level 
contained  in  today's  schedule.  Chart  number  1  indicates  that  today's  replace- 
ment rates  for  a  worker  with  average  earnings  is  higher  than  the  rates  in  1972 
and  ponsiderablv  higher  than  the  rates  that  existed  from  lOn.T  to  1970.  The  in- 
crease since  1972  is  a  result  in  the  defect  in  the  benefit  formula.  Therefore,  it 
would  be  appropriate  to  re-establish  the  benefit  level  that  was  established  by 
Congress  in  1972. 

It  should  be  noted  that  in  computing  replacement  rates,  the  rates  are  deter- 
mined by  comparing  the  workers  gross  earnings  in  tlie  year  prior  to  retirement  to 
his  benefit  amonnt.  This  results  in  a  deceptive  relationship  as  gross  earnings 
do  not  reflect  the  disposable  earnings  that  are  available  to  the  employee.  We 
believe  a  more  appropriate  comparison  would  be  to  relate  benefit  amounts  to 
pre-retirement  disposable  earnings. 

Chart  number  2  reflects  the  ratio  of  current  benefits  to  disposable  earnings 
for  single  and  married  retirees  at  average  and  high  eai'nings  levels.  The  method 
we  used  for  computing  disposable  earnings  is  explained  in  our  appendix  relating 
to  chart  No.  2  .As  you  can  see.  the  replacement  rates  for  a  single  individual  with 
average  earnings  is  60  percent  of  disposable  income  whereas  a  married  individual 
receives  85  percent.  Both  of  these  r?  tios  are  considerably  higher  than  the  ratio 
to  gross  earnings.  This  same  relatiou.^hip  also  exists  for  the  high  wage  earner  as 
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can  be  seen  from  the  chart.  We  believe  this  indicates  that  benefits  are  currently 
too  high  for  a  program  designed  to  be  a  floor  of  protection.  This  is  particularly 
true  when  one  remembers  that  Social  Security  was  designed  to  be  only  one 
portion  of  an  individual's  retirement.  The  other  portions  consist  of  personal  sav- 
ings and  private  pension  plans.  ,     .       .1 

We  believe  that  Social  Security  should  be  primarily  geared  to  replacing  the 
noudisoretionary  element  of  a  retiree's  disposable  income.  (Food,  housing,  utili- 
ties, clothing,  etc.).  Typically,  the  retiree  with  average  or  high  earnings  has 
the  highest  level  of  discretionary  spending  just  prior  to  retirement.  This  is  an 
added  reason  why  consideration  should  be  given  to  initially  reducing  the  replace- 
ment rate  from  today's  level. 

We  previously  suggested  that  this  committee  consider  adopting  a  decoupling 
formula  that  results  in  replacement  rates  that  gradually  decline  over  the  years. 
The  reason  is  that  otherwise  individuals  retiring  in  the  future  could  receive  a 
hiuher  replacement  rate  compared  to  disposable  income  than  current  retirees. 
The  reason  for  this  is  that  as  earnings  increase  the  rate  of  Federal  Income  Tax 
also  increases  under  our  graduated  system.  The  result  is  that  gross  wages  grow 
faster  than  disposable  earnings. 

Chart  number  3  reflects  the  ratios  of  lienefits  to  gross  earnings  and  to  diSj- 
posable  earnings  for  a  single  and  married  average  wage  earner  for  1977,  198-5 
and  1990  under  the  Administration's  proposal.  The  top  three  graphs  indicate 
replacement  rates  for  a  single  employee.  In  1977  the  rate  to  gross  earnings  is 
46  percent  and  to  disposable  earnings  60  percent.  Thirteen  years  later,  which  are 
the  1990  figures,  the  replacement  rate  to  gross  would  drop  to  44  percent  but  the 
rate  to  disposalile  income  would  have  gone  up  7  percentage  points  to  67  percent. 

The  effect  for  a  married  individual  is  even  more  pronounced  in  that  the  rate 
for  sross  earnings  drops  more  and  the  rate  to  disposable  earnings  goes  up  more, 
reacdiing  93  percent  in  1990.  This  mearts  that  today  this  individual  would  only 
lose  1.5  percent  of  his  earnings  that  he  normally  has  available  to  spend  and  only 
7  percent  by  1990.  We  question  if  it  is  appropriate  to  ask  those  that  are  still 
working  to  have  to  pay  for  this  sizable  benefit  particularly  when  Social  Security 
is  to  lie  coupled  with  private  savings  and  pensions  to  form  a  retiree's  replacement 

package. 

Chart  number  4  reflects  the  same  information  for  a  high  wage  earner  and  as 
can  be  seen,  there  is  the  same  type  of  inci'ease  in  the  dispo.sable  earning  rate. 

It  becomes  obvious  from  this  that  if  Congress  wants  to  retain  constant  replace- 
ment rates  compared  to  disposable  earnings,  any  formula  that  is  adopted  must 
have  declining  rates  as  a  percent  of  gross  earnings.  Tbi^  will  be  true  as  long  as 
we  have  a  graduated  Federal  Income  Tax  that  is  not  indexed. 

We  would  like  to  re-emphasize  that  by  adopting  a  replacement  formula  with 
a  lower  replacement  rate  than  what  was  proposed  by  the  Administration  and 
by  using  a  formula  with  a  declining  replacement  ratio.  Social  Security  would  be 
re-established  as  a  financially  sound  program  while  providing  benefits  that  are 
equitable  and  at  the  same  time  meet  the  primary  goals  of  the  system. 

Other  potential  areas  for  reducing  expenrlitnres 

There  are  certain  other  areas  of  Social  Security  that  we  believe  this  Commit- 
tee should  examine  and  enact  appropriate  legislation  at  this  time. 

The  first  of  these  would  be  to  adopt  an  annual  earniners  test  for  retirees  rather 
than  the  current  monthly  test  which  is  used  for  reducing  benefits.  This  will 
eliminate  the  inequity  that  exists  lietween  the  individual  who  has  earnings  in 
every  month  during  retirement  and  therefore  may  have  all  of  his  benefits  can- 
celled and  the  individual,  such  as  a  consultant,  who  is  able  to  have  all  of  his 
earnings  lumped  into  one  month  and  tliereby  have  only  one  month's  benefits 
cancelled. 

The  second  area  that  warrants  legislative  action  this  year  is  a  modification  of 
the  minimum  benefit  amount.  We  suggest  a  cutback  on  benefits  being  paid  to 
individuals  who  have  had  a  minimum  number  of  years  of  earnings  in  covered 
emplnvment.  This  can  be  accomplislied  1iy  freezing  the  minimum  benefit  amount 
at  its  current  level  or  at  a  lower  figure.  A  special  provision  could  be  enacted  for 
individuals  who  have  worked  for  many  years  as  we  believe  it  would  be  appro- 
priate to  continue  increasing  their  minimum  amount  based  on  the  increase  in  the 
Consumer  Price  Index. 

The  third  recommendation  is  to  extend  coverage  to  governmental  employees. 
This  could  either  be  done  by  covering  all  such  workers  at  once  or  one  step  at 
a  time,  such  as  covering  all  new  hirees  beginning  .Tanuary  1.  197S.  Coverage 
could  be  subsequently  extended  to  the  other  employees  in  a  logical  sequence. 
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The  fourth  area  would  be  to  eliminate  the  financing  of  benefits  to  students  from 
the  Social  Security  Tax.  This  probably  could  best  be  accomplished  by  creating  a 
program  financed  from  general  revenues  that  would  furnish  special  assistance 
to  such  students  if  it  could  be  shown  there  was  a  financial  need. 

The  following  member  organizations  in  the  Council  of  State  Chambers  of 
Commerce  have  endorsed  the  recommendations  in  this  statement : 

Alabama  Chamber  of  Commerce.  New   Jersey   State   Chamber   of   Corn- 
Arkansas  State  Chamber  of  Commerce.  merce. 
Colorado  Association   of   Commerce  &  Empire  State  Chamber  of  Commerce. 

Industry.  Ohio  Chamber  of  Commerce. 

Connecticut  Business  &  Industry  Asso-  Oklahoma  Chamber  of  Commerce. 

elation.  Pennsylvania  Chamber  of  Commerce. 

Delaware  State  Chamber  of  Commerce.  South  Carolina  Chamber  of  Commerce. 

Florida  Chamber  of  Commerce.  Greater  South  Dakota  Association. 

Georgia  Chamber  of  Commerce.  State     Chamber    Division,     Tennessee 

Indiana  State  Chamber  of  Commerce.  Taxpayers  Association. 

Kansas  Association  of  Commerce  and  East  Texas  Chamber  of  Commerce. 

Industry.  South  Texas  Chamber  of  Commerce. 

Kentucky  Chamber  of  Commerce.  West  Texas  Chamber  of  Commerce. 

Maine  State  Chamber  of  Commerce.  Lower  Eio  Grande  Valley  Chamber  of. 

Maryland  State  Chamber  of  Commerce.  Commerce. 

Minnesota  Association  of  Commerce  &  Virginia  State  Chamber  of  Commerce. 

Industry.  West  Virginia  Chamber  of  Commerce. 
Mississippi  Economic  Council.  Wisconsin    Manufacturers    and    Corn- 
Montana  Chamber  of  Commerce.  merce. 
Michigan  State  Chamber  of  Commerce. 

The  above  list  of  endorsers  includes  all  but  one  of  the  32  member  organizations 
in  the  Council. 

Appendix  :  Souece  of  Information  for  Charts  ;  Council  of  State  Chambers 

OF  Commerce  Testimony 

CHART   no.    1 

Replacement  rates  for  1955  through  1970  and  1975  were  obtained  from  Table 
27  of  "Staff  Data  and  Materials  Relating  to  Social  Security  Financing"  prepared 
by  the  Staff  for  the  Committee  on  Finance  United  States  Senate. 

Replacement  rate  for  1972  was  obtained  from  information  furnished  to  the 
Senate  Finance  Committee  by  the  Social  Security  Administration  in  1972. 

Replacement  rate  for  1977  was  obtained  from  Table  6  "Staff  Data  and  Materials 
Relating  to  Social  Security  Financing",  (supra). 

CHART    NO.    2 

Replacement  rates  derived  by  dividing  benefit  amounts  by  "disposable  earn- 
ings". 

Primary  benefit  amount  for  average  wage  earner  was  obtained  from  Table  6, 
(supra). 

Primary  benefit  amount  for  high  wage  earner  was  computed  from  the  current 
Table  of  Social  Security  Benefits. 

Primary  benefit  amounts  are  for  a  man  retiring  in  1977  at  age  65.  Benefit 
amounts  for  a  married  individual  assumes  the  spouse  to  be  65. 

Disposable  earnings  represent  gross  earnings  (subject  to  FICA)  in  the  year 
before  retirement  less  Federal  Income  Tax.  FICA  Tax  and  an  amount  represent- 
ing other  work  related  expenses.  Federal  Income  Tax  was  computed  under  cur- 
rent laws  as  amended  by  the  Tax  Reduction  and  Simplification  Act  of  1977.  Other 
work  related  expenses  were  computed  at  7  percent  of  gross  earnings  subject  to 
FICA.  This  represents  estimated  transportation  and  clothing  expenses,  state  and 
local  income  taxes,  etc.  It  was  estimated  that  7  percent  would  be  a  conservative 
average  which  considers  the  fact  that  transportation  expenses  may  not  very  at 
different  wage  levels  but  that  the  majority  of  states  have  a  graduated  tax  with 
the  top  bracket  being  5  percent  or  greater. 

CHART   NO.    3 

The  1977  benefit  amount  and  gross  earnings  for  1977,  1985  and  1990  were  ob- 
tained from  Table  6,  (supra) . 
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HISTORICAL  BEHAVIOR  OF  ^EPLAC€!\AENT  RATES 
FDR  INDIVIDUALS  WITH  AVEI^eE  EARNINeS 
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COMPARISON  OF  BENEFIT  RMESTO 
GROSS  EARNIN6S  AND  DISPOSABLE  EARNINGS 
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Chart  3 


Primary  benefit  amounts  for  1985  and  1990  represents  44  percent  of  earnings  in 
the  year  before  retirement.  (44  percent  would  be  replacement  rate  if  the  Admin- 
istration's proposal  for  wage  indexing  is  adopted) . 

Disposable  earnings  were  developed  in  the  same  manner  as  they  were  for  Chart 
No.  2. 

CHART   NO.    4 

The  1977  primary  benefit  amount  was  computed  from  current  Table  of  Social 
Security  Benefits. 

Primary  benefit  amounts  for  1985  and  1990  represents  32  percent  of  maximum 
earnings  subject  to  FICA  in  the  year  before  retirement.  (32  percent  would  be 
replacement  rate  if  the  Administration's  proposal  for  wage  indexing  is  adopted). 

Gross  wages  subject  to  FICA  in  the  year  before  retirement  was  obtained  from 
Page  35  of  Staff  Data  and  Materials  Relating  to  Social  Security  Financing 
( supra ) . 

Disposable  earnings  were  developed  in  the  same  manner  as  they  were  for 
Chart  No.  2. 

Mr.  Waggonnee.  Thank  you,  sir. 

Are  there  any  questions  ? 

Mr.  Henkel,  let  me  ask  you,  this  might  be  in  your  category,  you 
don't  like  the  general  revenue  approach.  You  seem  to  favor  increasing 
the  rate  at  least  one  more  time  to  make  the  fund  solvent.  But  down  the 
road  either  this  year  or  next  year,  what  do  you  think  about  the  pro- 
posal which  is  being  discussed  by  some  now  that  we  consider  some 
kind  of  a  value  added  tax  to  raise  money,  an  earmarked  source  of 
revenue  for  social  security  purposes  ?  Have  you  or  your  organization 
discussed  that  or  do  3"0u  have  a  position  on  this  ? 

Mr.  Henkel.  They  have  no  position  on  it,  but  again,  it  would  mean 
raising  new  Federal  taxes  from  one  source  or  another,  and  I  think 
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historically  the  business  associations  are  strongly  against  that  move. 

Mr.  Pickle.  You  are  going  to  have  to  raise  some  money  somehow. 
It  is  not  going  to  fall  down  from  heaven. 

Mr.  Henkel.  The  incidence  of  tax  as  might  it  be  divided  under  a 
value-added  tax  than  it  might  be  under  a  corporate  tax  or  the  personal 
tax  itself  would  have  to  be  studied.  It  would  require  study  to  find  out 
just  where  this  incidence  would  fall.  But  no  matter  where  it  falls,  I 
think  it  is  going  to  result  in  increased  prices  to  the  public,  and  again  it 
is  constant  push. 

Mr.  Pickle.  If  you  increase  the  tax  on  employer  and  employee,  it 
will  result  in  an  increased  cost  to  the  public. 

Mr.  Henkel.  Anj^thing  you  do  that  will  add  to  taxes  is  going  to 
have  to  be  borne  by  the  consuming  public  in  the  final  analysis. 

Mr.  Pickle.  Would  you  prefer  a  value  added  to  a  general  revenue  ? 

Mr.  Henkel.  Well,  are  you  speaking  of  general  revenue  in  terms 
of  the  income  tax  only  or  the  Federal  estate  tax  or  the  excise  taxes? 
Those  are  all  the  general  revenues  forms  of  taxes.  The  value-added  tax 
would  be  just  another  phase.  It  does  not  matter  what  you  call  it,  it  just 
means  there  will  be  more  taxes.  Trying  to  find  the  delicate  balance 
between  balancing  the  Federal  Government's  total  expenditures  and 
the  costs  of  this  program  is  the  monumental  task  this  committee  ia 
faced  with. 

Mr.  Pickle.  A  value-added  tax  may  require  a  great  deal  of  stud;v 
and  perhaps  even  a  demonstration.  It  may  be  an  approach  that  we 
should  seriously  consider.  I  submit  that  the  labor  and  the  business 
community  should  start  thinking  about  it. 
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;Mr.  Henkel.  There  are  other  alternatives,  too,  that  should  be 
studied  as  well.  Certainly  in  the  future  there  will  have  to  be  some 
additional  taxation  raised  to  finance  even  a  modified  level  of  benefits 
that  this  committee  may  structure  for  the  future.  If  the  system  con- 
tinues as  it  is,  it  will  be  completely  unworkable.  It  has  to  be  changed 
somehow.  There  has  to  be  consideration  given  to  increased  taxation  as 
Avell  as  a  modification  of  the  benefits  that  are  being  promised,  unfor- 
tunately, to  our  youngsters  and  to  the  succeeding  generations. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

Mr.  Waggonner. Mr. Tucker.  ,-.     .-         jt  ^i 

Mr.  Tucker.  Do  you  mean  existing  benefits,  a  modification  ot  the 
benefits  that  are  already  a  part  of  the  law  ?       _ 

Mi:  Henkel.  Decoupling  will  me^n  a  lowering  of  the  benefits. 

]Mr.  Tucker.  Aside  from  decoupling? 

Mv  Henkel.  I  am  thinking  that  decoupling  will  achieve  this. 

Mr.  Tucker.  Is  that  the  only  benefit  you  are  talking  about  modify- 

ing  ? 

]Mr.  Henkel.  At  this  point  now,  yes.  It  has  been  mentioned  also  that 
there  are  certain  benefits  paid  through  the  social  security  system  that 
might  more  readily  fall  under  the  category  of  benefits  supportable  by 
general  revenues,  that  have  the  welfare  aspects. 

Mv.  Tucker.  What  are  you  referring  to  ?  -,  .  ,   . 

Mr.  Henkel.  We  had  mentioned  one,  the  students'  benefits,  which  is 
not  di rectly  related  to  an  employment  situation. 

The  way  we  view  the  program,  the  benefits  should  be  derived  from 
work  and  should  ]3e  related  to  the  employment  situation. 

Mr.  Tucker.  Are  there  other  benefits  that  you  are  referring  to,  medi- 
cal benefits? 

Mr.  Kay.  One  other  thought  we  have  had  is  to  possibly  split  up  the 
administrative  costs  and  finance  these  through  general  revenues. 

This  would  allow  additional  money  for  benefits  or  for  less  financing 
and  at  the  same  time  could  possibly  give  Congress  the  latitude  of  sup- 
plyino;  additional  moneys  when  needed  to  the  Social  Security  Admin- 
istratfon  to  better  service  for  the  retirees,  the  disabled,  those  people 
drawing  benefits. 

Mr.  Tucker.  You  suggested  earlier  that  you  disagreed  with  the 
Carter  administration  assertion  that  their  proposal  would  not  place  a 
burden  on  small  business. 

What  burden  is  it  you  see  being  placed  on  small  business  as  a  result 
of  tliis  loroposal  ? 

Mr.  Henkel.  There  are  many  small  service  industries  that  hnve  tech- 
nical and  hidily  paid  employees  and  the  burden  would  fall  on  them  and 
on  the  small  business  just  as  much  as  it  would  on  a  large  business. 

;Mr.  Tucker.  It  would  fall  on  small  business  with  high  paid  em- 
ployees but  what  percentage  of  the  small  business  community  in  the 
Np ti  on  would  th  at  represent  ? 

Mr.  Henkel.  We  had  some  preliminary  information  that  would  seem 
to  he  contrary  to  what  the  administration  proposed. 

Mr.  Tucker.  I  am  just  thinking,  hardware  stores,  grocery  stores,  the 
lumberyards  in  my  district  don't  generally  pay  more  than  $20,000  or 
$25,000  a  year  to  their  employees.  I  know  the  computer  companies  and 
the  law  firms  and  the  medical  firms  do,  but  I  am  wondering.  I  know 
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chambers  of  commerce  in  my  state  are  made  up  primarily  of  very  small 
businesses  indeed  and  businesses  with  very  few  em])loyees  with  salaries 
over  $25,000.  There  are  certainly  some  out  there  but  relative  to  some  of 
the  businesses  in  the  State,  not  very  manj-.  Do  you  have  any  statistics 
on  that  ? 

Mr.  Henkel.  Not  readily,  no,  sir. 

Mr.  Tucker.  Is  there  a  proper  role,  if  I  had  been  workino-  in  1950 
or  1952,  and  paying  in  a  certain  amount  of  money  and  now  it  is  time 
for  me  to  retire  and  I  need  a  higher  level  of  benefit  than  I  would  have 
received  in  1950  or  1952,  certainly,  because  of  inflation,  is  there  a  role 
that  general  revenues  has  to  play  in  recognizing  the  difference  between 
what  was  paid  in  and  what  should  be  paid  out  in  view  of  the  fact  that 
the  decrease  in  the  value  of  what  I  would  receive  today  at  retirement 
is  not  a  result  of  my  failure  or  my  employer's  failure  to  pay  in  at  the 
time  but  is  a  result  of  inflation,  general  changes  in  standards  of  living, 
and  so  forth,  unrelated  to  our  work  contributions,  does  general  revenue 
have  a  role  to  play  in  that  area  ? 

Mr.  Jsj^Y.  Let  me  take  a  shot  at  it  first  and  then  we  will  pass  the 
mike  on  down.  I  don't  think  so.  The  reason  our  social  security  system 
is  a  pay  as  you  go  concept  where  today's  worker  is  paying  for  the 
individual  receiving  benefits  today,  and  the  wage  level  today  and  the 
taxes  generated  from  that  wage  level  should  be  adequate,  should  be 
geared  to  pay  for  those  benefits,  the  fact  that  subsequently  down  the 
road  the  progi'am  will  receive  more  than  what  he  paid  in  himself,  I 
think,  is  a  separate  question  that  the  taxing  and  the  benefits  issue  can 
be  split  in  that  way.  The  benefits  are  derived  from  the  earnings  of  the 
individual  over  his  lifetime  and  the  tax  that  he  pays  in  any  given  year 
is  used  to  pay  benefits  for  that  year  and,  of  course,  maintain  the  fund 
itself. 

]\Ir.  BoRSODi.  We  feel  very  strongly  at  the  Associations  that  work- 
men, the  employees,  should  not  be  held  responsible  for  unknown 
amounts  of  inflation  they  face  in  their  future. 

They  cannot  be  held  responsible  for  some  unknown  amount  of  infla- 
tion that  they  are  going  to  suffer  during  their  retirement  period. 

So,  this  is  why  we  feel  that  general  revenues  of  the  country  should 
be  used  to  defray  the  cost  of  at  least  a  portion  of  the  automatic  adjust- 
ments that  are  made  to  offset  the  impact  of  inflation  on  benefit  pur- 
chasing power. 

We  have  suggested  that  a  o-percent  rate  is  normal  for  inflation; 
the  cost  of  adjustments  above  that  ought  to  come  from  general  reve- 
nues. 

We  don't  feel  that  payroll  tax  contributors  should  be  held  responsi- 
ble. There  is  no  way  to  deduct  currently  from  their  earnings  some 
amount  to  defray  future  inflation  simply  because  future  inflation  levels 
a  re  unknown. 

Mr.  David.  Mr.  Tucker,  I  think,  no,  that  general  revenues  should 
not  be  used  for  that  purpose  because  they  are  not  needed  for  that 
purpose. 

"\Vlien  there  is  inflation,  when  prices  go  up,  all  through  the  history 
of  the  countiy  it  has  been  this  way,  there  has  been  a  little  bit  of  a 
variation  in  the  last  couple  of  years,  but  for  the  200  years  when  prices 
liave  gone  up,  wages  have  gone  up  more  than  prices,  and  it  has  always 
been  that  way  and  it  really  has  to  be  that  way. 
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Productivity  increases,  real  wages  go  up,  and  they  have  gone  up  all 
along.  It  could  not  be  the  other  way.  You  could  not  have  wages  go  up 
less  than  prices  because  after  a  while  nobody  could  buy  anything. 

So,  prices  don't  go  up  as  fast  as  wages.  Wages  keep  going  up. 

With  the  increase  in  wasres  there  is  more  income  to  the  social  security 
system,  and  it  is  the  fact  that  the  income  to  the  social  security  system 
is  geared  to  wages  that  has  made  it  possible  to  provide  for  the  auto- 
matic cost  of  living  adjustments  without  increasing  the  contribution 

rates  to  pav  for  them.  .  ■,  j.    n 

That  is  the  financing  is  built  in.  The  system  is  geared  to  fanancmg 
on  the  basis  of  the  wage  levels  that  are  then  prevalent  m  the  economy, 
and  as  prices  go  up,  wages  go  up  more,  and  income  to  the  system  goes 
up  and  you  don't  need  to  draw  on  general  revenues  for  that. 
Mr.  BoRSORDi.  The  man  is  retired,  sir. 

:Mr.  David.  The  man  who  is  retired  has  benefits  that  are  paid  by  the 
contributions  of  today's  worker,  not  of  the  workers  back  at  some 

other  date.  .  -,■,     ^         m  i 

Mr.  Hacking.  What  Mr.  David  says  is  generally  true,  ihe  annual 
rate  of  increase  in  covered  wages  generally  exceeds  the  annual  rate  of 
increase  in  the  rate  of  inflation.  However,  we  have  had  a  couple  of  re- 
cent exceptions  to  the  general  rule— 1974  was  such  a  year,  as  was  1975. 

Now,  ias  these  things  suggest,  the  economy  has  certainly  changed 
around  a  ffreat  deal  since  the  beginning  of  this  decade.  In  1974  we 
experienced  a  conjunction  of  worldwide  commodity  shortages,  the 
quadrupling  of  foreign  energv  prices  and  the  doubling  of  domestic 
eneroy  prices,  plus  there  were  the  pre-existing  rigidities  that  had  been 
builtTinto  the  economy  over  time  with  respect  to  wages  and  prices. 
These  things  have  changed  the  entire  economic  situation ;  and  these 
thin^rs  have  impacted  upon  the  social  security  system  to  its  detriment. 

Why  is  it  that  having  experienced  and  still  recovering  from  the 
worst  depression  since  the  1930's,  prices  didn't  fall,  they  rose? 

If  you  are  going  to  come  in  at  the  end  of  this  year  or  early  next 
year  and  impose  a  2-percent  increase  in  payroll  tax  rates  to  carry  the 
system  over  the  next  25-year  period,  I  would  suggest  that,  since  tax 
increases  are  deflationarv  in  the  short  term,  a  rate  increase  of  that 
ma^itude  is  going  to  take  a  lot  of  consumer  spending  out  of  the 

economy.  .  ...        -.t      j 

Suppose  the  imposition  of  such  a  rate  increase  coincides  with  a  down- 
turn in  the  business  cycle  and  we  get  not  just  a  mild  recession  but 
ao-ain  we  dip  way  down  into  the  trough  and  it  pumps  up  unemploy- 
mmt  and  your  tax  revenues  flowing  into  the  system  fall  off  and  more 
people  come  onto  the  social  security  DI  rolls  and  more  people  take 
early  retirement  because  they  are  being  pushed  out  of  employnient, 
maybe  you  will  find  that  the  system  you  thought  you  had  placed  back 
into  balance  is,  once  again  in  an  imbalance  situation. 

Will  the  Chamber  come  back  again  next  year  and  say.  'Well,  we 
need  another  tax  rate  increase"  ? 

I  think  they  will  because  they  don't  seem  to  see  that  the  system  does 
not  exist  in  isolation ;  it  exists  within  the  economy,  and  it's  very  vul- 
nerable to  what  happens  in  the  economy  in  the  short  term,  the  mid 
term,  and  the  long  term.  Until  you  reduce  those  areas  of  uncertainty 
about  which  I  have  spoken,  you  will  always  be  faced  with  this  prob- 
lem—shoring up  the  system  in  the  short  run— because  you  cannot 
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anticipate  what  will  happen  tomorrow  with  respect  to  the  domestic 
economy  or  plan  the  social  security  system's  payroll  tax  financing  in 
such  a  way  as  to  accommodate  those  unforeseen  economic  developments. 

I  again  urge  the  use  of  general  revenue  to  decrease  those  uncer- 
tainties with  respect  to  the  cost  of  automatic  benefit  increases  to  the 
extent  they  exceed  3  percent  and  the  administration's  countercyclical 
general  revenue  proposal. 

You  ask  where  are  the  "general  revenues"  for  social  security  to  come 
from — from  the  printing  presses,  from  a  value-added  tax?  Let  me 
say  that  they  would  come  from  present  or  additional  tax  structures, 
shifts  in  budget  priorities  or  debt  financing.  A  value-added  tax,  which 
was  mentioned  earlier  jDroduces  general  revenues  unless  its  revenue  is 
earmarked.  A  VAT  is  somewhat  of  a  hidden  tax,  and  most  economists 
would  probably  agree  that  its  incidence  falls  on  the  final  purchaser 
at  the  retail  level. 

I  would  like  you  to  understood  that  what  our  associations  want  is 
to  set  the  system  apart,  to  insulate  it,  from  what  is  going  on  in  the 
economy.  When  considering  the  merits  or  the  demerits  of  VAT  or 
other  additional  revenue  source,  it's  better  to  put  the  issue  in  the  con- 
text of  the  Federal  budget  and  the  economy.  When  the  economy  is  on 
the  upturn,  by  all  means  increase  the  taxes,  even  put  a  VAT  in  place 
if  it's  appropriate,  so  as  to  avoid  generating  inflationary  increments 
from  too  much  demand. 

On  the  other  hand,  when  the  business  cycle  is  turning  down  and 
the  macroeconomists  come  in  and  say,  "Gentlemen,  we  need  more 
stimulus,"  then  you  have  a  different  situation  to  deal  with.  You  can't 
put  a  new  or  added  tax  source  in  place  permanently  without  regard 
to  its  impact  on  the  economy  just  to  shore  up  social  security.  If  you 
do,  you  may  have  to  come  back  and  consider  the  same  question  over 
again. 

Mr.  Tucker.  How  do  you  feel  about  the  placing  of  tax  on  the  em- 
IDloyer's  full  payroll  while  capping  it  for  the  employee  ? 

Mr.  Hacking.  Well,  we  have  endorsed  that  idea.  That  is  part  of  the 
administration's  package. 

Mr.  Tucker.  What  is  the  justification  for  that  in  your  mind  ? 

Mr.  Hacking.  Well,  of  course,  by  keeping  a  ceiling  on  the  taxable 
wage  base  for  employees,  the  administration's  proposal  would  hold 
down  increases  in  future  benefits  for  current  workers.  We  recognize 
that,  and  Secretary  Calif  ano  brought  that  point  out. 

Mr.  Waggonxer.  If  you  decouple  and  have  wage  indexing? 
_  Mr.  Hacking.  Yes.  Mr.  Calif  ano  also  indicated  that  the  administra- 
tion's package,  the  package  that  includes  completely  eliminating  the 
ceiling  on  the  wage  base  for  the  employer,  would  save  the  business 
community  something  like  $4  billion  over  what  it  would  have  other- 
wise cost  them  under  the  traditional  social  security  financing  prin- 
ciples of  wage-base  and  rate  increases,  but  he  didn't  sort  out  who  wins 
and  who  loses. 

Mr.  Tucker.  It's  easy  to  figure  out  who  loses  on  tlie  thing,  anyone 
who  pays  above  the  employee's  cap;  but  let's  say  that  Congressmen 
had  to  pay  social  security  taxes,  what  is  the  justification  for  someone 
who  is  making  $30,000  or  $-iO,000  or  $50,000  or  $60,000  a  year,  on  his 
employer  having  to  pay  on  his  full  wage  scale  ?  Wliat  theoretically  is 
your  justification  for  it  ? 


250 

Mr.  Hacking.  At  the  moment  it  simply  makes  better  economic  sense. 
It  puts  more  money  in  tlie  system.  Certainly  some  money  has  to  be 
raised ;  there  is  no  doubt  about  that. 

Mr.  Tucker.  Is  that  the  only  justification  ? 

Mr.  Hacking.  It's  the  only  justification  the  administration  offered. 
Compared  to  the  other  alternatives,  it's  just  somewhat  more  palatable. 
None  of  these  options  are  good. 

]\Ir.  Tucker.  Is  that  better  in  your  mind  than  gomg  to  keeping  the 
percentage  equal  between  the  employer  and  employee  and  picking  up 
the  difference  out  of  general  revenue?  n       . 

Mr.  Hacking.  "We  would  have  to  look  at  that  closely.  I  would  not 
want  to  give  you  an  off-the-cuff  remark  on  a  question  like  that. 

Mr.  Tucker.  Thank  vou  for  your  indulgence,  Mr.  Chairman. 

]Mr.  David.  Could  I  make  one  quick  remark  on  that,  Mr.  Chairman? 

The  employer  tax,  there  is  no  reason  that  there  is  anything  sacred 
about  the  50-50  division  between  employer  and  employee  on  those 
taxes.  There  are  at  least  eight  or  nine  countries  that  do  not  have  that 
50-50  division,  and  the  employer  tax  is  for  the  system  as  a  whole ;  it's 
a  cost  of  doing  business:  it's  a  cost  of  taking  care  of  the  obsolescence 
of  the  labor  force :  and  there  is  no  reason  why  the  benefit  level  which 
is  the  maximum  for  the  employee  should  be  controlling  for  the  em- 
plover.  _         ,  ^    , 

Mr  Tucker.  If  I  were  an  employer,  I  would  stop  giving  wage  m- 
creas.2S,  and  I  would  start  adding  on  all  sorts  of  fringe  benefits  m 
order  to  avoid  the  increased  tax.  . 

I  could  imagine  a  whole  lot  of  fringe  benefits  to  give  my  employees 
that  would  leave  me  free  from  the  tax  burden  and,  m  turn,  not  produce 
the  kind  of  increased  revenues  in  the  trust  funds  we  might  want.  Fins, 
our  system  does  have  a  history  of  equal  contributions. 

I  am  not  sure  that  it  has  to  be  50-50  as  regards  the  whole  system, 
but  at  least  with  regard  to  one  another,  I  think  there  is  probably  some 

"'Mr  WAcil^NNER.  Except  for  the  fact  that  the  cost  of  fringe  benefits 
is  rather  large  itself  right  now.  I  think  industry  is  paying  about  a  third 
of  their  profits  out  in  fringe  benefits  today,  and  when  they  pay  out 
that  much  money,  they  are  rather  reluctant  to  hire  additional  em- 
plovees,  and  this 'is  one  of  the  reasons  the  rate  of  unemployment  is  as 
hio-h  as  it  is  because  they  are  trying  to  find  ways  to  keep  from  addmjr 
new  employees  to  keep' from  having  to  pick  up  that  additional  tab 
which  fringe  benefits  cost.  .       ,    ,        ,, 

This  is  one  of  the  real  depressing  factors  there. 

ATr  DwTD  Yes.  Air.  Chairman,  but  there  are  a  lot  of  reasons  employ- 
ers hire  higli-paid  employees,  and  the  facts  of  the  social  security  tax- 
may  make  a  difference  in  some  marginal  case  but  T  think  m  general 
when  the  employer  wants  to  hire  somebodv  he  has  a  lot  more  considera- 
tions involved  than  the  amount  of  the  additional  social  security  tax 

that  would  be  paid.  ■,  -,  c  ^       i.^fo^.f^ 

Air.  Waggonner.  Do  any  of  you  gentlemen  have  a  fiffure  to  sub«<^^nnti- 
ate  that,  and  I  recognize  how  accurate  anv  of  these  estima  es  miR'ht  be 
as  to  the  cost  in  dollars  of  the  additional  payroll  being  taxed  to  the 

^'^Mv^^-DAvm.  The  administration  gave  as  a  figure  for  the  amount  that 
would  be  brought  into  the  system,  over,  I  think,  the  next  5  years,  ot  ^oU 
billion. 
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Mr.  Waggonner.  You  don't  quarrel  with  that  figure  ? 
Mr.  David.  I  don't  have  any  basis. 

Mr.  Waggonner.  Suppose  that  figure  is  valid  and  suppose  we  raise 
that  $30  billion,  and  that  we  raise  that  tax  on  the  employee  as  well. 
That  is  $60  billion  we  put  into  the  trust  fund,  and  we  consider  the  pro- 
gram to  be  what  some  people  view  it  to  be,  a  social  security  insurance 
program,  and  we  relate  employee  benefits  to  their  contributions.  How 
would  you  feel  about  that,  these  people  who  pay  more  get  it  ? 

Mr.  David.  Yes,  I  think  that  is  a  good  principle,  but  within  limits, 
and  I  would  not  be  prepared  to  say  that  the  employee  who  had  earnings 
of  $50,000  would  get  a  benefit  that  was  geared  to  and  related  to  the 
$50,000,  nor  would  I  want  to  say  that  he  paid  taxes  on  $50,000  and  did 
not  get  a  benefit  that  was  reasonably  related  to  those. 

Mr.  Waggonner.  Is  that  any  more  wrong  than  an  employee  having 
benefits  which  produce  by  computation  $100  and  him  getting  $200  ? 

Mr.  David.  No,  I  think  this  is  quite  in  a  different  area,  because  what 
you  would  have  there  is  you  would  not  want  to  pay  benefits  that  were 
as  high  as  the  $50,000  would  call  for,  nor  would  you  want  to  have  the 
employee  feel  that  he  was  treated  that  inequitably  that  he  paid  taxes  on 
$50,000  and  got  so  much  less  in  benefits  than  other  people  got. 

^h\  Waggonxer.  Mr.  Hacking  took  a  strong  position  against  reallo- 
cation of  trust  fund  dollars  to  try  to  correct  imbalance  in  one  place 
where  a  surplus  might  appear  in  others.  Do  the  rest  of  you  gentlemen 
feel  the  same  way  ? 

]\Ir.  PIacking.'  Mr.  Chairman,  I  said  that  we  would  object  to  just  a 
reallocation  between  OASDI  and  DI  trust  funds.  We  support  the  ad- 
ministration's reallocation  of  a  portion  of  the  rate  increases  scheduled 
for  HI  in  the  next  few  years. 

Mr.  Waggonxer.  How  can  you  justify  robbing  Peter  to  pay  Paid  ? 
j\[r.  HACKi>rG.  For  a  numlier  of  reasons. 
J\lr.  Waggonner.  Paul  doesn't  have  it  and  Peter  does  ? 
Mr.  Hacking.  We  are  looking  at  the  total  administration  package. 
If  you  increase  the  tax  wage  base  with  respect  to  which  employers  and 
employees  pay  their  taxes,  that  is  going  to  result  in  more  funds  for 
the  HI  program  than  are  presently  anticipated.  In  addition,  it  occurs 
to  us  that  the  hospital  cost  containment  initiative,  which  should  clear 
Congress — certainly  we  are  doing  everything  we  can  to  assure  that — ■ 
should  hold  down  ]n-ojected  costs  for  HI  as  opposed  to  what  they 
would  otherwise  be.  In  addition  there  is  the  countercyclical  use  of  gen- 
eral revenues  which,  in  turn,  would  also  have  a  favorable  impact  on 
the  HI  fund. 

So  we  see  no  danger  then  in  a  modest  allocation  of  scheduled  HI 
rate  increases.  However,  that  reallocation  wasn't  the  one  to  which  my 
comments  in  my  summary  were  addressed. 

I  heard  recentlv  in  a  visit  to  a  congressional  office  that  there  may 
be  an  attempt  made  to  reallocate  existing  funds  between  DI  and  OASI. 
OASI  is  slightly  better  off.  as  you  know.  Apparently  the  idea  is  that 
the  trust  funds^  while  they  will  continue  to  drain  down,  will  drain 
down  simultaneously  and  would  be  scheduled  to  run  dry  in  the  frame- 
work of  the  1980's!  By  that  time  we  might  be  over  our  economic 
troubles  and  be  able  to'look  at  the  system  and  deal  with  its  financing 
at  that  time. 

jNIr.  Waggonner.  Could  you  tell  me  why  it  is  that  the  Hospital 
Insurance  Trust  Fund  is  iii  surplus  and  OASDI  is  in  defixcit?  How 
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does  it  hai>pen  tliat  one  is  well  financed  and  not  running  a  deficit  and 
the  other  is  ?  What  is  the  difference  in  the  approach  to  the  two  pro- 
grams ?  .  T  J.  T 

Mr.  PIackixg.  HI  is  in  surplus  only  for  the  immediate  luture.  i 

l)elieve  the  HI  trustees  have  indicated  that  the  system  can  afford  a 

modest  reallocation  because  it's  well  funded  for  the  next  5  years,  but 

under  the  assumptions  they  used  in  making  their  projections  over  the 

^5-year  period,  they  find  that  there  is  an  actuarial  imbalance  m  HI 

•equivalent  at  1.16  percent  of  taxable  payroll.  •        .      ^i    ^ 

Mr  W'^GGONNEK.  How  does  it  happen  that  a  surplus  exists  tor  that 

period  of  time  and  the  fund  would  only  be  in  deficit  in  a  very  limited 

way  in  25  vears?  What  I  am  trying  to  get  you  to  tell  me  is  ^^fjjre 

we'doing  right  in  HI  as  compared  to  what  we  are  doing  m  UAfeDi 

that  is  wrong? 

Mr   Hacking.  Taking  into  account  the  scheduled  rate  increases? 

Mr.  Waggoxxer.  In  other  words,  we  are  paying  for  it  as  we  go? 

Mr.  Hacking.  Well  HI  increases  are  scheduled,  yes.       ,      .  ^, 

Mr  DwiD.  Mr.  Chairman,  could  I  add  one  little  bit  to  that^  ihe 
hospital  insurance  program  is  a  flat  benefit  program.  It  is  not  wage 
related  When  you  increase  the  amount  of  earnings  that  are  subject 
to  social  security  tax  by  increasing  the  whole  for  both  employers  and 
emplovees.  as  isproposed  by  the  Carter  administration,  and  also  when 
you  take  off  the  ceiling  on  the  employer  tax,  you  pour  large  amounts 
of  money  into  the  Hospital  Insurance  Fund  and  you  don  _t  incur  any 
increase'in  the  benefits  as  a  result.  So,  by  reason  of  bringing  that 
increase  in  the  earnings  base  and  in  taking  off  of  the  employer  ceiling, 
you  put  a  lot  of  money  in  the  hospital  fund,  and  you  add  nothing  to 

the  costs 

Mr.  Waggoxner.  Mr.  Hacking,  is  the  magic  of  paying  from  the  gen- 
eral treasury  the  cost  of  automatic  increases  to  the  extent  they  exceed 

3  percent  a  year  ? 

How  did  you  arrive  at  that  3  percent? 

:Mr.  Hackixg.  We  first  proposed  this  idea  in  1975  and  we  advanced 
it  again  in  1976  in  hearings  before  the  subcommittee. 

At  that  time  the  social  security  actuaries,  using  what  appeared  to 
be  reasonable  sets  of  economic  assumptions,  projected  that  the  rate  ot 
inflation,  which  was  excessive,  woidd  gradually  decline  along  with  tne 
rate  of  unemployment.  As  the  differential  between  the  rate  of  increase 
in  wao-es  and  the  rate  of  increase  in  the  CPI  grew,  then  eventually, 
as  was  originally  assumed  when  the  system  was  indexed  m  19^2  the 
ao-o-regat©  revenue  flowing  into  social  security  as  a  result  of  all  the 
automatic  wa.o-e  base  increases  that  had  taken  place,  woukhbe  sufficient 
to  pay  the  aggregate  cost  of  all  the  automatic  benefits  increases  m 

effect  "at  that,  time.  „  -,  ij 

So,  what  we  were  saying  was  that  the  use  of  general  revenues  would 
have  been  temporary,  "it  would  have  been  phased  out  as  mcome  and 
outtro  came  back  into  balance  but  it  would  have  served  the  purpose  ot 
stabilizing  the  OASDI  trust  funds  in  the  short  term  and,  therefore, 
avoided  all  the  scare  storias  and  anxiety  on  the  part-  of  our  own  mem- 
bers who  feared  their  benefit  payments  might  be  in  jeopardy. 
That  was  the  purpose. 

I^Ir  Waggoxxer.  That  was  in  1972  when  we  indexed  and  when  in- 
dexing was  made  a  part  of  the  law,  it  was  made  with  the  assumption 
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that  we  knew  all  the  answers,  we  could  estimate  wages,  demographic 
patterns,  and  we  knew  what  the  rate  of  inflation  was  gonig  to  be. 

There  were  just  no  unknowns,  and,  therefore,  we  need  not  worry 
about  having  more  than  a  year's  benefits  in  the  trust  fund. 

Then  we  come  to  realize  that  we  didn't  loiow  all  of  the  answers.  \\  e 
were  usmg  the  wrong  statistics  to  determine  our  demographic  patterns 
as  to  who  would  fall  into  what  group  and  when,  so  that  we  could  not 
estimate  employment,  we  could  not  estimate  inflation,  and  we  wound 
up  with  stagflation.  i      i  i   ?v- 

This  is  the  big  idea  and  you  come  today  and  say  that  we  shouldn  t 
have--the  administration  has  said  that  we  ought  to  have  a  reserve 
fund  which  is  equal  to  one-half  the  pay-out  for  the  year's  benefits. 

Now,  just  suppose  you  are  just  a  fraction  wrong  and  that  we  have 
stagflation  coming  again  because  of  Government  activities,  not  the 
average  citizens,  not  the  averge  businessman's ;  where  are  we  then  ? 

Wliat  is  sacrosanct  about  one-half  of  a  year's  pay-out  as  a  level  for 

the  trust  fund  ? 

Is  that  another  figure  you  pulled  out  of  the  air  or  have  you  made 
some  computations  that  lead  you  to  believe  they  might  be  accurate? 

Mr.  Hacking.  I  guess  it  is  a  political  judgment  that  has  to  be  made 
for  the  purpose  of  reassuring  the  public  that  there  is  enough  in  re- 
serves so  that,  in  case  some  kind  of  unforeseen  combination  of  eco- 
nomic circmnstances  comes  along  that  seriously  erodes  revenue  flomng 
into  the  system,  and  seriously  increases  expenditures  flowing  out  of  the 
system,  the  Congress  will  have  ample  time  to  deal  with  the  situation. 

The  situation  that  we  are  facing  right  now  is  not  new.  It  was  recog- 
nized as  early  as  1975  in  the  advisory  council's  report  and  was  echoed 
by  the  trustees  in  their  follow-up  report . 

'  We  saw  the  situation  deteriorating  then.  It  has  been  deterioratmg 
ever  since,  and  still  no  action  has  been  taken. 

That  is  why  we  are  asking  for  action.  Wlien  we  talk  about  usmg 
general  revenues  to  provide  some  kind  of  an  automatic  stabilizing  effect 
for  the  programs,  we  are  talking  about  it  because  it  is  needed  to  decrease 
those  areas  of  economic  uncertainty  that  have  combined  to  produce  the 
present  situation. 

We  don't  know  what  the  movements  of  the  CPI  are  going  to  be  2 
vears  from  now  or  3  years  from  now. 

We  don't  even  loiow  what  they  are  going  to  be  6  months  from  now. 

Mr.  BoRSODi.  We  do  not  know  what  the  optimum  level  for  trust  fund 
reserves  should  be,  sir,  but  they  have  been  at  about  6  months  recently. 
We  thinli  that  if  the  public  is  told  they  are  going  to  remain  at  6  months 
or  some  reasonable  level,  you  would  think  it  would  give  them  some 
confidence.  Tliat  is  the  whole  point. 

Mr.  Waggonner.  Do  you  think  it  will  satisfy  people  if  you  say  to 
them,  "Quit  worrying  about  the  social  security  trust  fund  and  the  dis- 
ability insurance  program,  because  we  have  enough  money  to  pay  for 
G  months"  ? 

Mr.  BoRSODi.  This  is  a  matter  of  judgment.  You  can  answer  your  own 

question. 

Will  they  be  happy  with  that?  If  it  runs  down,  we  think  they  will 
not  be  happy.  They  will  be  disturbed  and  then  the  newspapers  will  pick 
up  on  it  and  say,  "it  is  going  bankrupt." 


254 

Mr.  Waggonner.  You  discussed  the  need  for  more  miif omiity  in  the 
administration  of  the  disability  program  and  more  objectivity  in  the 
definition  of  disability. 

How  would  you  redefine  disability  ? 

I  ask  that  question  because  as  Mr.  Pickle  focused  attention  on  it 
earlier,  obviously  our  disability  trust  fund  is  in  worse  shape  than  any- 
thing else  at  the  moment. 

How  would  you  redefine  the  definition  ? 

Mr.  Hacking.  What  you  have  now  is  a  highly  rigid  definition.  On 
its  face,  it  appears  to  be  a  very  restrictive  definition,  and  yet  as  one  of 
the  GAO  reports  on  disability  claims  processing  from  last  year  dem- 
onstrates, it  is  applied  in  a  most  subjective  manner. 

You  get  all  kinds  of  different  results  when  ;^ou  give  out  the  same 
case  in  different  jurisdictions.  Obviously  something  is  wrong  there. 

Now  Mr.  Burke  introduced  a  bill  at  the  end  of  the  last  Congress  that 
incorporated  certain  proposals  to  introduce  some  additional  measure 
of  objectivity  with  respect  to  the  application  of  the  definition  so  you 
could  get  some  kind  of  uniform  results  around  the  country  when  a 
claim  is  being  processed. 

Mr.  Waggonner.  What  you  have  said  to  me  now  is  we  ought  to 
change  it.  How  ought  we  to  change  it  ? 

Mr.  Hacking.  I  am  saying  you  should  look  at  those  recommenda- 
tions that  were  made  by  "the  experts  in  this  area.  The  evidence  from 
the  GAO  report  is  very  damaging. 

Apparently  what  you  have  at  the  moment  is  a  rigid  definition  that  is 
subjectively  applied.  I  know  that  Mr.  Burke  has  come  back  this  year 
with  a  new  bill  that  uses  a  different  approach  to  the  definition  prob- 
lem. 

Mr.  Waggonner.  Would  you  define  it  so  that  in  an  arbitrary  way 
everybody  who  makes  a  determination  about  a  disability  and  every 
administrative  law  judge  could  make  a  different  decision. 

Mr.  Hacking.  We  would  want  it  defined  so  that  those  who  inake 
the  decisions,  the  vocational  rehabilitation  agencies,  the  administra- 
tive law  judges,  even  the  courts  themselves  if  it  gets  that  far,  would 
generally  come  up  with  pretty  much  the  same  conclusion. 

We  recognize  that  we  will  probably  never  get  absolute,  universal 
uniformity. 

Mr.  Waggonner.  Shouldn't  we  strive  for  it? 

Mr.  Hacking.  We  should  strive  for  it. 

;Mr.  Waggonner.  Aren't  you  talking  in  a  different  direction  now  ?  _ 

Aren't  you  saying  that  'we  should  try  for  it  and  then  advocating 
something  else  ? 

]Mr.  Hacking.  No  ;  we  want  to  see  the  definition  made  more  uniform 
in  application, 

ISIr.  Waggonner.  Eelaxed  or  made  more  straight  ? 

Mr.  Hacking.  We  want  it  more  objective.  It  is  applied  subjectively 
now. 

Mr.  Waggonner.  To  qualify  more  people  for  disability  or  fewer? 

Mr.  Hacking.  We  would  hope  that  an  additional  measure  of  ob- 
jectiveness  would  have  the  impact  of  applying  it  as  it  is  intended,  how- 
ever the  Congress  wants  to  intend  it. 

If  you  want  to  predicate  the  availability  of  benefits  on  a  given  level 
of  disability,  what  we  are  asking  for  is  a  definition  that  makes  a  de- 
termination with  respect  to  that  level  objectively  possible. 
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IMr.  Waggoxner.  Are  yon  saying  the  disability  should  not  be  total? 

Is  that  the  type  of  definition  you  are  talking  about  ? 

]Mr.  Hackixg.  Well,  see,  now,  we  are  going  to  get  into  the  defini- 
tional problems  of  what  is  total. 

]Mr.  Waggoxner.  Do  you  believe  that  social  security  disability  bene- 
fits should  be  paid  in  the  instance  of  partial  disability  on  a  percent- 
age basis  as  is  the  case  with  service-connected  Veterans  Administra- 
t ion  benefits? 

^h\  Hacking.  This  approach  is  the  approach  that  is  taken  with 
respect  to,  I  believe,  individuals  over  the  age  of  50  under  Congress- 
man Burke's  new  bill. 

Mr.  Waggox'x^er.  Is  that  what  you  are  advertising  ? 

jNIr.  Hackix'G.  It  is  something  to  be  considered. 

What  we  have  asked  for  in  our  present  statement  at  this  point  in 
time  is  that  you  should,  after  finishing  the  financing  issues,  proceed  to 
look  at  disability. 

jNIr.  Waggonx'er.  What  you  are  really  saying  is  you  think  the  dis- 
ability definition  should  be  changed  but  you  don't  know  how  ? 

JNIr.  Hacking.  Yes ;  we  will  say  that  for  the  moment.  When  the  sub- 
connnittee  gets  around  to  looking  at  disability  insurance,  and  we  tliink 
that  should  be  the  next  order  of  business,  we  will  come  in  and  comment 
specifically  on  the  bill  before  you. 

Mr.  Tucker.  Would  you  agree  that  an  adversarial  process  in  making 
disability  determinations  would  be  desirable  ? 

Mr.  Hackix^g.  Pi'obably  not. 

But,  I  Avould  not  swear  by  my  response  to  that  question,  at  least 
not  now. 

Mr.  Waggonner.  My  point  is  that  we  have  enough  trouble  with  a 
definition  that  is  pretty  uniform  and  if  we  relax  that  uniformity  and 
we  let  every  administrative  law  judge  determine  for  himself  what  it  is, 
it  is  going  to  be  pretty  tough  and  it  is  pretty  tough  as  it  is. 

I  ran  into  a  situation  a  few  weeks  ago  where,  in  a  social  security 
office,  they  took  a  man  who  was  out  doing  physical  work  and  they  gave 
him  an  IQ  test  and  all  his  life  he  had  nothing  wrong  with  him  physi- 
cally and  they  just  concluded  he  had  a  mental  disability  by  comparison 
with  the  others  and  qualified  him  for  disability  insurance. 

Mr.  Hacking.  This  is  what  we  are  complaining  about,  the  subjective 
application  of  a  veiy  stringent  definition  of  disability. 

Mr.  Tucker.  Are  you  saying  that  if  you  go  before  an  administrative 
law  judge  and  know  what  questions  to  ask  there  is  no  way  the  ALJ 
can  say  you  are  not  disabled  ? 

Mr.  Hackixg.  There  seems  to  be  a  trend  in  that  direction. 

In  any  event,  it  depends  on  which 

Mr.  Waggonner.  And  what  you  advocate  would  accelerate  that 
trend? 

Mr.  Hacking.  It  depends  on  which  vocational  rehabilitation  agency 
3'ou  go  to  at  the  outset. 

The  GAO  report  seems  to  make  that  clear. 

Mr.  David.  May  I  make  a  response  to  one  of  the  things  you  said 
earlier  about  how  much  we  laiow  and  how  much  we  didn't  know  in 
1972?  ^ 

We  just  did  not  know  then  and  we  don't  know  now  what  is  going  to 
happen  on  almost  everything  that  goes  into  the  cost  estimates. 
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Mr.  Waggonnee.  Except  we  knew  then  and  we  know  now  we  don't 
have  the  capability  to  project  ad  infinitum  inflation,  unemployment, 
and  all  the  other  factors  which  go  into  this. 

Mr  David.  We  do  not  know  how  much  unemployment,  how  much 
inflation,  what  the  fertility  rates  are  going  to  be.  We  don't  know  how 
many  married  women  are  going  to  work  and  when  people  will  retire 
and  what  wage  levels  are  going  to  be.  ..-,,■, 

The  thing  IS  just  full  of  things  we  don't  know  and  we  didn't  know 
then  and  nobody  ever  thought  they  knew  them. 

We  can  only  make  the  best  estimates  that  are  possible  on  the  basis 
of  all  the  data  and  the  trends  that  we  can  se^  and  sometimes  thing-s 
happen  like  this  unprecedented  mixture  of  unemployment  and  inflation 
that  we  never  had  the  likes  of  before,  and  your  estimates  are  wrong. 
Fertility  conditions  do  change.  That  is  not  to  say  we  didn't  do  as 
well  as  we  could  do  then  and  it  isn't  to  say  that  we  won't  be  making 
similar  mistakes  in  the  future. 

Mr.  Waggonnee.  That  is  the  point  I  am  making.  There  are  38  or  39 
of  us  at  this  point  in  time  who  voted  against  that  conference  report. 
We  did  that  without  1  minute's  hearings  in  this  committee.  This 
came  as  a  result  of  the  Senate's  amendment  as  part  of  an  advisory  com- 
mittee recommendation  incorporated  into  a  conference  report,  and 
some  of  us  said  that  we  didn't  have  that  capability,  that  it  vrould  not 
work  because  we  didn't  liave  tliat  capability  and  we  would  wind  up  in 
this  condition  and  we  are  in  this  condition. 

If  we  subscribe  to  the  proposal  that  now  we  don't  need  just  a  year  s 
benefit  in  reserve,  we  need  just  a  half  year  or  a  third,  as  the  adminis- 
tration says,  where  are  we  going  to  be  ? 

This  is"l977.  That  was  in  1072.  In  2  or  3  more  years  we  are  going  to 
be  in  even  worse  shape  and  we  would  be  there  tomorrow  if  we  had 
stagflation  all  over  again  like  we  had  last  year. 

Mr.  David.  The  one  thing  we  do  know  is  that  when  wage  levels  go 
up  the  income  to  the  system  goes  up  and  its  capacity  to  pay  higher 
benefits  goes  up  accordingly. 

That  is  one  thing  we  don't  need  to  estimate. 
Mr.  Waggonnee.  Let  me  just  ask  a  couple  of  questions. 
You  have  been  patient  and  we  are  looking  for  answers.  I  am  glad 
you  people  admit  you  don't  have  the  answer  because  I  sure  don't. 
You  gentlemen  from  the  chamber,  Mr.  Henkel  or  Mr.  Kay.  I  am  not 
sure  which,  but  Mr.  Kay,  I  believe,  commented  that  a  modest  increase 
in  taxes,  coupled  with  a  modest  reduction  in  benefits  would  be  a  logical 
and  sensible  approach. 

Politically  speaking,  the  reason  this  committee  has  not  bitten  the 
bullet  is  it  is  not  willing  to  face  up  to  the  politics  of  the  situation  as 
much  as  anything  else. 

I  think  any  three  members  of  the  committee  could  sit  down  if  thev 
really  would  be  objective  and  ignore  the  politics  and  come  up  with 
something  that  would  probably  work. 

We  could  take  the  four  gentlemen  who  preceded  you  thei-e  who  have 
years  and  years  of  experience.  You  could  just  take  labor  and  manasre- 
ment  and  lock  them  up  and  they  could  come  up  with  something  that 
would  probably  be  as  good  or  better  than  this  committee  could  do. 
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You  could  take  Bob  Myers  and  you  could  take  Bob  Ball  or  you  could 
take  Wilbur  Cohen  and  just  put  those  three  people  down  and  they 
could  develop  a  program. 

But,  would  it  be  politically  palatable  ? 

You  said  a  modest  reduction  in  benefits  might  be  in  order.  "VVliat 
benefits  do  you  have  in  mind  ? 

JNIr.  Kay.  We  talked  about  two,  one  was  the  students'  benefits,  to 
take  those  out  of  the  social  security  system. 

Mr.  Waggonner.  And  finance  them  how  ? 

Mr.  Kay.  One  recommendation  that  looks  like  it  has  merit  to  it  is 
to  finance  it  from  general  revenues,  put  it  in  general  revenues,  have 
it  considered  along  with  the  other  college-type  benefits  that  are  already 
financed  under  general  revenues. 

Mr.  Waggonner.  You  are  saying  something  to  the  effect  that  we 
ought  to  do  away  with  our  basic  opportunity  grants  programs  and 
student  loan  programs  and  just  establish,  because  you  would  have 
some  criteria,  a  financing  program  from  the  Treasury  for  students 
who  want  to  go  to  college  ? 

How  would  they  qualify  ? 

Would  it  still  be  on  the  basis  of  being  a  social  security  survivor? 

Mr.  Kay.  My  own  feeling  is  to  make  it  a  needs  test  to  get  it  out  of 
social  security,  put  it  in  general  revenues,  add  additional  funding 
for  it. 

But,  I  don't  think  it  is  appropriate  to  have  the  students'  benefits  in 
social  security.  It  is  a  benefit  that  is  given  to  an  unusual  group  of 
people  or  a  different  group  of  people. 

It  is  a  benefit  that  is  elective  for  many  of  them.  Those  that  can  go 
on  to  college  or  do  go  on  to  college  receive  it  electively,  whereas  social 
security  itself  is  primarily  geared  for  the  retiree,  the  disabled,  and  the 
dependent  children  up  through  age  18. 

I  think  this  is  where  it  should  be  maintained. 

Mr.  Waggonner.  Don't  continue  it  on  from  18  to  22  if  they  are  a 
full-time  student  pursuing  an  education  ? 

Mr.  Kay.  No,  sir,  put  it  in  the  general  revenues  and  have  additional 
funding  in  general  revenues  to  take  over  this  influx  from  the  social 
security. 

Mr.  Waggonner.  "\^^iat  other  reductions  ? 

Mr.  Kay.  The  other  reduction  is  coupled  into  the  decoupling  with 
a  grandfather  clause  so  that  anyone  retiring  in  the  future  would  still 
receive  at  least  what  he  would  have  received  under  today's  formula, 
under  their  benefit  schedule  that  is  in  the  law  today  but  the  decoupling 
would 

Mr.  Waggonner.  Anyone  presently  receiving  or  anyone  paying  the 
social  security  taxes  who  in  the  future  becomes  eligible  ? 

Mr.  Kay.  Anyone  paying  the  social  security  taxes  in  the  future 
who  becomes  eligible  would  receive  at  least  as  much  as  he  would  today 
under  today's  benefit  schedule. 

That  is  locking  the  schedule  in  as  it  is  today. 

Mr.  Waggonner.  That  nullifies  the  effects  of  decoupling ;  doesn't  it  ? 

Mr.  Kay.  No.  Actually,  in  essence,  that  would  boil  down  to  simple 
decoupling  if  you  didn't  have  a  wage  indexing.  That  is  the  equivalent 
of  simple  decoupling. 
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]\Ir.  Waggonxer.  "Would  you  agree  that  decoupling  should  be  ac- 
complished by  wage  indexing  ? 

Mr.  K!ay.  No.  We  did  not  make  a  specific  recommendation  and  the 
reason  is  that  we  have  reservations  on  the  different  methods. 

"Wage  indexing  results  in  a  constant  replacement  rate  to  gross 
earnings,  and  as  long  as  we  have  an  unindexed  Federal  income  tax, 
we  think  that  is  inappropriate,  that  the  benefits  in  the  future  should  be 
tied  in  closer  to  expendable  earnings,  and,  of  course,  as  earnings  go 
up  the  income  tax  goes  up  with  disposable  earnings  not  growing  as 
fast  as  gross  earnings. 

So,  we  believe  that  a  declining  replacement  rate  would  be  more  ap- 
propriate, declining  in  relation  to  gross,  maintained  in  relation  to  dis- 
posable. 

We  also  suggested  the  inital  replacement  rate  be  lowered  slightly 
back  to  the  1972  level. 

One  of  the  advantages  of  having  the  replacement  rate  lowered  and 
also  going  on  a  declining  inflation  rate  is  that  it  does  give  some  legis- 
lative flexibility  in  the  future. 

You  are  not  backed  into  the  wall  where  every  single  dollar  is  s]")ent, 
or  at  least  the  taxes  have  not  gone  to  such  a  high  extent  that  you  have 
no  latitude. 

The  CPI  indexing  has  drawbacks.  Simply  decoupling  drops  the  re- 
placement rate  very  quickly.  Of  course,  it  is  probably  the  one  that  is 
the  most  understandable  by  the  public. 

Another  alternative  would  be  to  have  a  combined  wage  indexing  CPI 
indexing  where  the  individual's  wage  would  be  indexed  by  the  wage 
amount  but  the  benefit  formula  would  be  indexed  by  the  CPI. 

Doesthat^-OK. 

Mr.  Waggonner.  You  talk  about  a  modest  reduction  of  benefits.  You 
have  listed  two  specific  areas  coupled  with  a  modest  increase  in  taxes, 
and  you,  recommend  three-tenths  of  1  percent,  that  is,  for  each,  the 
employer  and  the  employee,  I  assume. 

From  the  information  available  to  you,  is  that  three-tenths  of  1 
percent  sufficient  even  in  the  short  term  and  if  so,  how  long. 

INIr.  IvAT.  I  put  the  pencil,  based  on  the  information  continued  in  the 
Finance  Committee  booklet  and  over  the  5-vear  period  the  recom- 
mendations that  we  have  would  in  essence  offset  the  additional  costs 
to  the  svstem  with  the  exception  that  we  had  no  way  of  figuring  what 
deoouplinc:  would  do  in  terms  of  savings  over  5  years. 

"We  could  not  estimate  the  elimination  of  the  locking  in  of  the  mini- 
mum benefit  amount,  which  I  failed  to  mention  just  a  minute  ago,  or 
the  inclusion  of  frovemment  employees  in  the  system. 

In  other  words,  using  the  health  insurance,  transferring  the  hoalth 
insurance,  the  three-tenths  tax  ratp.  raisincr  the  tax  on  the  self-em- 
ployed above  7.5  to  8  percent  or  a  figure  higher  than  that  but  allowing 
them  either  an  itemized  deduction  or  a  business  deduction  or  another 
possible  alternative,  as  Paul  mentioned,  would  be  a  tax  credit,  that 
these  proposals  would  offset  the  short-term  debt  over  the  next  5  years 
that  it  would  equal  it  out. 

As  I  mentioned,  there  are  three  areas  that  we  have  no  way  to  esti- 
mate, so  I  didn't  even  try  to  put  those  figures  in. 
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That  would  be  a  plus. 

Mr.  Waggonner.  Then  we  have  this  problem  all  over  again. 
Mr.  I\J^Y.  After  that,  if  it  is  indexed  at  a  lower  level  you  would  be 
in  a  position  where  you  would  be  positive. 

[The  following  was  subsequently  received  for  the  record :] 

Union  Carbide  Corp., 
New  York,  N.Y.,  July  25,  J977. 
Hon.  Joe  D.  Waggonner,  Jr.  M.C., 

Vhalnnan  Pro  Tern,  Suhcommittee  on  Social  Security,  Comnnttce  on  Ways  and 
Means,  Wasliincjton,  B.C. 

Sir  •  While  you  were  presiding  at  tlie  July  18,  1977  public  hearing  on  social 
security  during  my  presentation  of  testimony  on  behalf  of  the  Council  of  State 
Chambers  of  Cominerce,  you  indicated  that  the  subcommittee  would  be  pleased 
to  receive  data  with  respect  to  the  cost  effect  on  Union  Carbide  Corporation  of 
the  administration's  proposal  to  levy  the  social  security  (FICA)  employer  tax 
on  total  payrolls.  The  following  information  is  transmitted  in  response  thereto. 

Our  estimates  are  based  on  assumptions  of  a  stable  labor  force,  a  forcast  of 
a  5  percent  year  increase  in  total  wages,  and  FICA  taxable  wages  remaining  at 
the  current  level  of  81  percent  of  total  wages.  ^     ,  .  ,     ^  ^^  „  ,  .,..„ 

The  1976  net  sales  and  cost  of  sales  of  Union  Carbide  Corp..  were  $6.3  bilhon 
and  $4  .3  billion  respectivelv.  The  1976  employer  FICA  tax  was  $57.9  million.  That 
cost  was  about  1  percent  of  sales  or  1.3  perceut  of  cost  of  sales ;  but  the  past  and 
future  velocity  of  increase  in  that  cost— as  well  as  the  total  cost— is  a  matter  of 
concern  to  our  Management. 

UNION  CARBIDE  CORPORATION-EMPLOYER  FICA  TAX  (ANNUAL  COSTS) 
IDollar  amounts,  in  millions] 


Current  law 

Carter     - 
proposal 

Increase 

Amount 

Percent 

1Q79 

$68.5 

$80.9 
88.9 
97.1 

101.1 

$12.4 
16.9 
18.4 
18.6 

+18.2 

+23.5 
+23.3 
+22.5 

1980                                        -  _  — 

.                72.0 

IQRl 

78.7 

1982 

82.5 

On  the  basis  of  the  present  number  of  shares  of  stock  outstanding,  the  increased 
employer  FICA  tax  cost  could  reduce  net  earnings  after  tax  by  10  cents  per 
share  in  1979 ;  15  cents  per  share  in  1982.  This  is  indeed  a  significant  and  alarm- 
ing effect.  The  Management  is  impelled  to  register  objections  to  tins  on  behalt  ot 
the  Shareholders  of  the  Corporation.  ,.      „„    cmr 

The  1976  Ihiion  Carbide  Corporation  Retirement  Program  cost  was  $10b 
million  The  1976  emplover-employee  combined  FICA  tax  cost  was  $115.8  million. 
The  Carter  proposal  could  escalate  this  cost  to  $183.6  million  in  1982.  The  diflSculty 
of  maintaining  and  improving  our  own  Retirement  Program  under  these  circum- 

stcincGS  is  SGlf-GviclGiit. 

We  submit,  therefore,  that  the  Carter  proposal  to  levy  the  FICA  employer 
tax  on  total  payrolls  can  only  impair  private  industrial  pension  programs  and 
result  in  either  higher  prices  to  the  public  or  reduced  earnings  in  the  business 
sector. 

Very  truly  yours, 

Paul  P.  Henkel, 

Manager — Payroll  Taxes. 
Mr.  Waggoxner.  Thank  you,  gentlemen. 

You  have  been  patient  to  sit  around  here  all  day  and  be  with  us. 
We  are  not  adversaries,  none  of  us.  We  are  looking  for  some  answers, 
too. 
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I  really  don^t  know  what  the  answer  is,  but  if  there  is  one  thing  to 

come  out  of  this  first  day,  we  have  to  do  something  this  year.  I  just 

.don't  think  we  can  keep  waiting  and  keep  waiting  and  keep  waiting. 

We  are  not  doing  anything  except  insuring  a  higher  cost  when  we 
do  get  around  to  acting. 

Thank  you  very  much. 

The  committee  stands  in  adjournment  until  10  o'clock  tomorrow 
morning  in  room  2226  of  this  building. 

[Whereupon,  at  6  :30  p.m.  the  subcoimnittee  adjourned,  to  reconvene 
at  10  a.m.,  Tuesday,  July  19, 1977.] 


PRESIDENT  CARTER'S  SOCIAL  SECURITY  PROPOSALS 


TUESDAY,  JULY  19,  1977 

House  of  Representatives, 
Subcommittee  on  Social  Security, 

Committee  on  Wats  and  Means, 

Washington^  D.O. 

The  suDcommittee  met  at  10  a.m.,  pursuant  to  notice,  in  room  2226, 
Eayburn  House  Office  Building,  Hon.  Andy  Jacobs,  Jr.,  presiding. 

Mr.  Jacobs.  This  is  a  continuation  of  the  hearings  on  President 
Carter's  social  security  proposals. 

Our  first  witness  is  Senator  Barry  Goldwater. 

Senator,  welcome  to  the  subcommittee. 

STATEMENT  OE  HON.  BARRY  GOLDWATER,  A  U.S.  SENATOR  EROM 

THE  STATE  OF  ARIZONA 

Senator  Goldwater.  Thank  you. 

Mr.  Chairman,  I  thank  you  very  much  for  your  allowing  me  to 

testify  before  you.  .        ,    ^     o       •  ^  -x 

I  propose  the  complete  repeal  of  the  earnings  test  of  social  security 
at  age  65.  I  am  joined  in  this  proposal  by  33  other  Senators  who  are 
cosponsoring  a  Senate  bill  I  have  introduced  to  do  ]ust  that. 

Mr  Chairman,  the  law  openly  sanctions  discrimination  against  more 
than  11  million  citizens  age  65  to  72.  If  persons  in  this  age  category 
wish  to  continue  working,  they  must  pay  a  discriminatory  tax  ot  50 
percent.  They  lose  $1  of  benefits  for  every  $2  of  earnings  on  all  income 
over  $3,000,  until  their  benefits  are  withheld  entirely. 

This  penalty  is  in  addition  to  any  Federal,  State,  county  or  city 
income  taxes  workers  65  and  under  72  must  pay  on  their  earnings 
and  it  is  on  top  of  social  security  taxes  that  will  be  collected  from  the 
same  workers  regardless  of  age.  •     ^  ^t  x      i  j-i.^^ 

Older  workers  are  doubly  discriminated  against.  Not  only  are  they 
the  target  of  a  steep  tax  levy,  but  our  social  security  law  discriminates 
betweeS  those  individuals  who  have  earned  income  and  those  with 
nonwage  income.  It  is  only  the  worker  who  must  continue  working 
becaus?he  can't  afford  to  retire  who  bears  the  brunt  of  the  earning 
cefling  Workers  who  are  well  off  and  have  been  able  to  bmld  up  a 
nestelg  of  stocks,  bonds  or  other  savings  can  get  unlimited  income 
from  these  investments  and  still  draw  their  full  social  security  checks. 

There  are  many  reasons  yhy  the  retirement  test  should  be  eliminated. 
One  is  the  great  physical  audi  mental  harm  older  persons  suffer  when 
they  are  forced  t^o  retire  sooner  than  they,  are  f-^y.  The  Amen^^^^ 
Medical  Association  has  confirmed  this  in]ury  to  the  health  ot  older 

persons. 

(261) 
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Another  reason  for  ending  the  earnings  ceiling  is  the  drain  it  puts 
on  the  national  economy  due  to  the  loss  of  skills  and  output  of  older 
persons  who  retire  in  order  to  collect  their  social  security  checks. 

Then  there  is  the  obvious  financial  need  that  many  older  persons 
have  to  receive  their  social  security  income,  while  still  continuing  to 
work. 

To  these  arguments,  we  can  add  one  that  is  made  by  older  persons 
who  say  these  benefits  belong  to  them  at  age  65  since  they  have  been 
paying  social  security  taxes  all  of  their  working  lives.  These  workers 
also  know  they  have  been  receiving  lower  wages  on  account  of  the 
matching  social  security  contributions  made  by  their  employer. 

Our  former  colleague  in  Congress,  the  late  Paul  H.  Douglas, 
stripped  the  earnings  limitation  of  its  false  pretenses  in  1939,  when 
he  was  a  noted  college  professor  and  economist.  He  wrote,  in  an  au- 
thoritative book  on  social  security,  that  by  requiring  workers  to  give 
up  gainful  employment,  the  earnings  limitation  "is  in  reality  attach- 
ing a  condition  upon  insurance  which  they  have  themselves  bought." 

Xow,  I  know  we  hear  the  objection  that  repeal  would  cost  too  much. 
For  example,  the  Social  Security  Administration  puts  the  cost  of  my 
proposal  at  $2.9  billion. 

But  the  Social  Security  Administration  has  never  told  me,  even 
though  I  have  requested  it,  the  amount  of  additional  social  security 
taxes  that  will  be  collected  as  a  result  of  the  higher  earnings  produced 
from  eliminating  the  earnings  test. 

Nor  do  any  of  the  cost  estimates  include  the  additional  income  taxes 
that  will  be  paid  by  individuals  who  rejoin  the  labor  force  or  increase 
their  earnings,  once  the  income  test  is  eliminated. 

Also,  no  Government  analysis  has  ever  considered  the  value  of  the 
increased  output  of  goods  and  services  that  would  be  injected  into 
the  Nation's  economy  by  repeal  of  the  test. 

Based  on  studies  made  by  independent  economists,  I  am  convinced 
the  first  two  tax  offsets  alone  will  exceed  $1  billion  in  revenues  to  the 
United  States. 

Let  me  explain  where  these  offsets  will  come  from.  The  answer  is 
quite  simple  if  we  will  just  keep  in  mind  three  basic  categories  of  per- 
sons who  are  covered  by  social  security. 

According  to  the  Social  Security  Aclministration.  there  were  2  mil- 
lion persons,  age  65  to  72,  who  were  employed  in  1975  but  had  no 
benefits  withheld  because  of  the  eai^nings  test.  Second,  there  were  an- 
other 1,4  million  persons  who  received  reduced  or  no  benefits  in  1975 
due  to  the  retirement  test.  Third,  there  were  7,9  million  persons  age  65 
to  72  who  were  not  employed  at  all. 

Now,  I  am  convinced  that  a  substantial  number  of  the  2  million 
older  persons,  who  were  employed  but  had  no  benefits  withheld,  de- 
liberately limited  their  earnings  so  that  they  could  receive  the  full 
amount  of  their  social  security  checks.  It  is  no  coincidence  that  about 
one- fourth  of  these  workers  are  clustered  at  or  a  few  hundred  dollars 
below  the  ceiling. 

In  fact,  the  Government's  own  studies  prove  "that  a  substantial 
number  of  beneficiaries  subject  to  the  test  limited  their  earnings  to  the 
annual  exempt  amount  and  thus  got  their  full  benefits  for  the  year," 
This  finding  appears  in  an  official  1968  report  by  the  Secretary  of 
HEW. 

"Wliat  we  must  recognize  about  this  group — about  half  a  million 
persons — is  that  their  working  for  higher  wages  would  not  result  in 
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any  added  cost  to  the  system.  They  are  already  receiving  the  full 
amount  of  their  benefits. 

Tliey  would,  however,  pay  additional  payroll  and  income  taxes  and 
boost  the  gross  national  product. 

Next  there  is  the  large  group  of  almost  R  million  persons  with  no 
earnings.  Professors  Kaplan  and  Weber,  two  economists,  believe  Gov- 
ernment studies  of  the  earnings  test  completely  overlook  millions  of 
persons  in  this  retired  group  who  do  not  have  a  choice  of  working  part 
time.  They  are  people  who  can  either  work  full  time  or  not  at  all. 

Under  current  law,  Professors  Kaplan  and  Weber  argue  their  extra 
income  is  so  heavily  taxed  by  the  reduction  in  their  social  security 
benefits  that  they  sttiy  out  of  the  labor  force  entirely.  But,  if  the  retire- 
ment test  is  eliiiiinated,  they  will  return  to  work  with  no  additional 
cost  to  the  system.  They  are  already  receiving  tlie  maximum  benefits. 

How  many  of  this  group  would  return  ?  Hard  evidence  suggests  that 
from  a  quarter  to  one-half  of  them  would  return  to  work  if  the  earn- 
ings limitation  were  repealed.  This  would  produce  tremendous  new 
revenues  for  the  svstem. 

The  HEW  report  mentioned  above  admits  "that  tlie  annual  exempt 
amount  has  a  significant  effect  on  incentives  to  work."  Just  how  great 
is  this  impact?  According  to  a  recent  study  by  Professor  Boskin  of 
Stanford  University,  the  earnings  test  is  the  major  reason  persons  re- 
tire at  age  65.  In  fact,  he  writes^:  "A  reduction  of  the  implicit  tax  on 
earnings  from  one-half  to  one-third  cuts  the  annual  probability  of  re- 
tirement in  half  for  typical  workers." 

Professor  Boskin  s  study  uses  data  from  a  5-year  national  survey  of 
thousands  of  persons  aged  61  through  70,  and  his  conclusions  appear 
to  have  great  validity.  But  even  if  we  take  the  Government's  own  sta- 
tistics, they  will  prove  my  case. 

For  example,  a  1968  Social  Securitv  Administration  survey  of  men 
who  stopped  working  altogether  concluded  that  only  16  percent  of  re- 
tired men  aged  65  actually  wanted  to  retire.  Specific  illness  or  disabil- 
ity caused  but  14  percent"of  men  this  age  to  retire.  Even  counting  the 
answers  of  men  who  said  work  had  become  too  tiring  or  that  they 
couldn't  keep  up  any  more,  only  23  percent  of  all  men  age  65  left  their 
jobs  due  to  health. 

Compulsory  retirement  policies  were  another  reason,  being  men- 
tioned by  36  percent  of  men  age  65  as  the  reason  thev  left  work.  But  a 
worker  who  is  retired  by  one  employer  can  often  shift  to  another  or 
become  self-cmploved. 

However,  accepting  these  statistics  at  face  value,  there  still  remains 
at  least  a  quarter  of  the  8  million  retired  persons  age  65  to  72  who  had 
no  health  problems,  no  compulsory  retirement  problems  and  did  not 

studies,  such  as  the  one  by  Professor  Boskin,  provide  strong  evi- 
dence that  most  of  these  persons  gave  up  their  jobs  because  of  the 
earnings  test.  . 

In  conclusion,  Mr.  Chairman,  I  believe  that  the  earnings  limitation 
is  holdincr  down  the  economic  condition  of  at  least  4  million  older 
persons.  The  majority  of  these  persons  could  return  to  the  labor  force 
with  no  additional  cost  to  the  system  since  they  are  already  drawing 
the  maximum  benefits. 

They  would  pay  additional  social  security  and  income  taxes,  and 
their  employers  would  provide  matching  payroll  taxes.  These  reve- 

94-325—77 18 


264 

nues  would  offset  most  of  the,  cost  of  repealins:  the  eaminsrs  limitation 
for  the  smallest  group  of  affected  workers,  those  who  now  lose  all  or 
part  of  their  benefits  due  to  the  income  ceiling. 

I  uro-e  you  to  invite  some  of  the  independent  economists  doing 
research  in  this  field  to  testify  at  your  hearings.  Their  studies  are  m 
direct  conflict  with  what  the  Social  Security  Administration  has  been 
saying  about  the  earnings  test. 

Mr.  Chairman,  I  ask  unanimous  consent  that  a  coT)y  of  my  bill  to- 
gether with  a  list  of  33  Senators  who  are  cosponsoring  it  may  be  in- 
serted in  the  record  at  this  point. 

Mr.  Jacobs.  Without  objection,  so  ordered. 

[The  document  follows :] 

[S.  146,  aSth  Con?:..  1st  sess.] 

A  BILL  To   repeal  the  earnings  limitation   of   the   Social    Security   Act   for   all   workers 

age  sixty-five  and  over 

Be  it  enacted  T)V  fhe  Senate  and  Hon.^e  of  Reprefientatives  of  the^  ^fjf^^^^^j^^ 
of  America  in  Congress  assemlled.  That  (a)  subsections  (c)(1),  ((1)(1),  (t) 
(1)  and  (.i)  of  section  203  of  the  Social  Security  Act  are  each  amended  by 
striidns  out  "seventy-two"  an  inserting  in  lieu  thereof  "sixty-five".      _ 

(b)  Subsection  (f)(3)  of  section  203  of  such  Act  is  amended  by  striking  out 
"age  72"  and  inserting  in  lieu  thereof  "age  65".  _ 

■^(c)  Subsection  (h)  (1)  (A)  of  section  203  of  such  Act  is  amended  by  striking 
out  "the  age  of  72"  and  "age  72"  and  inserting  in  lieu  thereof  in  each  instance 

"age  65" 

(d)  The  heading  of  subsection  (j)  of  section  203  of  such  Act  Js  amended  by 
striking  out  "Seventv-two"  and  inserting  in  lieu  thereof  "Sixty-fivp". 

Sec  2  The  amendments  made  by  the  first  section  of  this  Act  shall  apply  only 
with  respect  to  taxable  years  ending  after  the  date  of  enactment  of  this  Act. 

Senator  Golt>water.  I  thank  you  for  your  courtesy. 
Mr.  Jacobs.  Thank  you  for  your  testimony. 

Mr.Schulze?  ^  ^.        ^, 

Mr.  ScHTTLZE,  Tliat  is  one  of  the  most  cogent  presentpt^oins  I  have 
heard  on  the  elimination  of  the  earnings  test.  I  agree  with  wi^at  you 

said. 

You  said  we  are  wasting  valuable  natural  resource.  _        _   , 

Senator  Goldwater.  I  was  particularly  strengthened  p^  this  onmion 
by  reading  the  other  day  that  with  the  areas  in  this  country  where  we 
are  having  a  large  building  boom  we  are  having  a  very  l^ard  time 
findinp-  skilled  craftsmen  and  yet  in  my  Stat«,  which  is  one  of  ^^p  larg- 
est retired  States,  we  have  a  great  many  men  over  65  who  are  highly 
skilled  who  want  to  go  back  to  work  but  they  can't  or  won  t  because 
of  this  limitation. 

Mr.  ScHULZE.  I  thank  you  again. 

Mr.  Jacx)B8.  Mr.  Waggonner?  ^      o       x      i         ^i  -. 

Mr.  Waggonner.  I  just  want  to  welcome  the  Senator  liere  tins 

morning.  ,    _  .  -     J_^  t 

I  have  read  your  statement,  although  I  was  not  m  the  room  when 

you  began.  ,  .         ■,'•..•       j.i,„f 

I  think  the  only  nrguraent  concerning  the  earnings  limitation  tnat 

has  ever  really  influenced  the  committee  in  years  gone  by  has  been  the 

'''' You  say  the  Social  Security  Administration  tells  you  the  cost  would 
be  $2.9  billion  for  your  proposal,  but  you  quickly  point  out  that  nobociy 
has  ever  equated  that  with  the  additional  social  security  taxes  which 
would  be  paid. 
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I  think  we  are  moving  in  that  direction.  Senator,  and  we  are  moving 
there  a  little  faster  than  we  think,  because  the  day  is  a  lot  closer  at 
hand,  tlie  day  is,  when  we  are  going  to  be  begging  these  older  people 
to  work. 

Senator  Goldwater.  I  agree  with  you. 

I  would  repeat  what  I  said  at  the  outset,  that  this  committee  bring 
some  of  these  economists  in.  One  I  tnlked  with  is  Milton  Friedman, 
lilaybe  he  is  a  little  bit  too  much  on  the  conservative  side,  but  he  can 
give  vou  a  pretty  good  argument  that  this  might  not  cost  anything. 

I  have  had  a  difficult  time  getting  any  figures  out  of  the  social  secu- 
rity system  on  this  while  outside  sources  vary  from  no  costs  to  costs 
in  excess  of  $2.9  billion. 

I  think  in  a  hearing  to  establish  what  the  truth  is  would  be  very  good. 

I  can  also  leave  with  you,  and  I  will,  a  list  of  economists  who  would 
be  qualified  to  testify  before  you. 

[Attachment  to  the  statement  follows :] 

What  Economists  Would  You  Invite? 

There  is  a  long  list  of  private  economists  who  have  studied  the  earnings  limi- 
tation and  its  effects  upon  older  persons.  From  this  group,  I  would  suggest  that 
you  invite  at  least  the  followdng : 

The  Nobel-Prize  winning  economist,  Milton  Friedman,  is  a  leading  economist 
who  has  endorsed  repeal  of  the  means  test.  I'm  sure  he  would  make  a  contribution 
to  your  Committee. 

Then  there  are  Professors  Robert  S.  Kaplan  and  Arnold  Weber  of  Carnegie- 
Mellon  University,  who  have  written  a  paper  urging  repeal  of  the  earnings  test. 

Next,  there  is  an  outstanding  Professor  of  Economics  at  Wellesley  College, 
Carolyn  Shaw  Bell,  who  has  condemned  what  she  calls  the  "systematic  discrimi- 
nation" against  older  persons  caused  by  the  earnings  limitation. 

Then  there  is  Professor  Michael  J.  Boskin  of  Stanford  University  who  has  done 
an  enormous  amount  of  original  research  based  on  interviews  with  thousands  of 
older  persons  across  the  nation  and  who  has  just  published  a  paper  this  year 
proving  that  the  earnings  limitation  is  the  major  reason  persons  retire  at  age  65. 

Also,  Professors  William  G.  Bowen  and  T.  Aldrich  Finegan  have  written  an 
authoritative  work  on  labor  force  participation  by  older  persons  in  which  they 
conclude  that  the  earnings  test  could  be  the  cause  of  up  to  half  of  the  decline  in 
work  participation  by  older  i)ersons. 

Mr.  Waggonner.  Thank  you,  Mr.  Chairman. 

Mr.  Jacobs.  Mr.  Lederer? 

Mr.  Lederer.  I  thank  Senator  Goldwater  for  being  with  us  this 
morninir  and  I  agree  with  much  of  your  paper. 

I  think  we  are  losing  a  lot  of  talent  in  this  country  psychologically 
in  many  ways,  by  getting  many  of  our  older  people  with  their  skills 
to  retire. 

Senator  Goldwater.  I  couldn't  agree  with  you  more. 

We  have  large  retirement  communities  in  my  State  where  a  family 
retired,  say,  15  or  20  years  ago  on  retirement  funds  agreed  to  by  unions 
or  by  companies  and  lived  very  comfortably  and  yet  today  this  same 
income  is  not  allowing  them  to  live  well  at  all  and  they  would  like  to 
iro  out  and  get  a  job  to  use  their  skills  but  they  can't  do  it  with  this 
limitation. 

Mr.  Jacobs.  Mr.  Tucker? 

Mr.  Tucker.  Senator,  I  want  to  thank  you  for  your  statement. 

I  can't  believe  that  it  is  essential  that  we  have  to  have  a  system  in 
our  country  that  tells  people  they  can't  work.  That  is  hard  to  believe. 

I  hone  that  your  testimony  and  your  effoi-ts  in  this  regard  will  be  a 
part  of  turning  this  around  in  the  very  near  future. 

Thank  you  for  your  testimony. 
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Mr.  Jacobs.  Senator,  I  would  Imte  for  you  to  leave  without  mv  say- 
ing- how  much  I  admire  your  son,  one  of  our  colleagues  in  the  House 
of '^Representatives,  who  for  several  years  now  has  made  some  very 
sio-nificant  contributions  to  the  workings  of  the  House  of  Represent- 

Senator  Goldwater.  Thank  you  very  much. 
Mr.  Jacobs.  May  I  ask  one  question? 

Have  you  any  estimate  at  all  about  just  who  would  do  what  kmd 
of  work  and  what  these  payroll  taxes  might  be? 

Senator  Goldwater.  We  can  provide  that  for  the  record  and  we  will. 

It  is  over  $1  billion.  ...^     -,  .     -,  ^^r 

Here,  again,  you  are  in  a  field  that  it  very  difficult  to  pm  down.  AVe 
really  don't  Imow  how  many  of  these  people  would  go  to  work  at  wages 
that  'would  produce  additional  income  tax  and  also  additional  social 
security,  but  we  have  estimates. 

We  will  send  that  over  for  the  record  for  you,  Mr.  Chairman. 

Mr.  Jacobs.  Thank  you,  Senator. 

[The  information  follows:] 

INCREASED  REVENUES  RESULTING  FROiVl  REPEAL  OF  EARNINGS  LIIVIIT  AT  AGE  65 


Total  persons 

returning 

to  work 

(thousands)  1 

Reveni 

jes  (millions) 

Mean 
earnings^ 

OASDI 3 

Income 
tax* 

Total 

A.  Revenues   from    beneficiaries 
ently    nonworking    who    al 
receive  all  their  benefits  am 
will  decide  to  return  to  work: 
High  estimate: 

Total 

Males 

Females 

Low  estimate: 

Total 

IVlales 

Females 

p  res- 
ready 
i  who 

2  000 

$1,014.8 
736.0 
278.8 

784.4 
575.3 
209.1 

$207. 0 

180.0 

27.0 

155.0 

135.0 

20.0 

$1,221.8 

1,200 
800 

1,500  _. 
900 
600 

$6,  070 
3,040 

&,m 

3,040 

916.0 
305.8 

939.4 
710.3 
229.1 

Total  persons 

increasing 

earnin?s 

(thousands)  1 

Mean 

Reven 

ues  (millions) 

earnings  — 

over 
$3,0002 

OASDI  3 

Income 
taxi 

Total 

B.  Revenues  from  beneficiaries  presently 

employed  who  already  receive  all 
their  benefits  and  who  will  increase 
their     earnings     above     exempt 
amount: 
High  estimate:  7  ^92.1 

'°*'Maies;::::::::::::::::         3So~"i§:67o        ^6.7         12.0  88.7 

Females 200  40  .7  2.7  3.4 

•-"^lofr*'-  300    58.0  11.0  69.0 

"""MaiesV.:::::::::::::::         iso        3,070         57.5  9.0  e. 

Females 120  40  .5  2.0  Z.b 

C.  Total  revenues  gained  by  repeal  of 

earnings  limit  at  age  65: 
High  estimate:  $1,300,000,000. 
Low  estimate:  $1,000,000,000. 

1  The  analysis  takes  account  of  the  fact  that  the  labor  force  participation  rate  of  men  is  greater  than  that  of  women  in 
the  age  group  65  to  71  See  U.S.  Department  of  Commerce,  Bureau  of  Census,  "Current  Population  Reports-Consumer 
Income,"  series  P-60,  No.  105,  June  1977,  table  49,  at  pp.  216-219.  ,  r  „  „    /,„„,  ^Qns   rrr  niirnn<!Ps 

2  Source-  Unoublished  working  paper,  U.S.  Department  of  Commerce,  Bureau  of  Census  (June  1977).  For  purposes 
of  crmputing  OASDI  nnd  Tcome  taxes,  this  analysis  assumes  the  potential  earnings  of  workers  will  fall  within  te  same 
range  as  the  actual  range  of  earnings,  from  wages  or  salaries  only,  of  persons  65  or  older  who  were  employed  in  1975,  as 

''?Thl^naly"sis  i^ludel  ?he'combined  amount  of  OASDI  taxes  imposed  both  on  employees  and  employers  (5.85  pet 
plus  5.85  pet)  and  takes  account  of  the  fact  that  such  taxes  apply  only  to  income  up  to  116  000  i„.„n..tp,  ,  flat 

^  4  Beginning  with  the  1977  tax  year,  taxpayers  must  use  a  new  "tax  table  '"com^featue  which  incorpor^^^^^^ 
"standard"  deduction  and  other  new  concepts,  in  order  to  determine  their  tax  liability.  Although  the  IRS  has  not  yet 
published  thrnew  tax  tables  the  analysis  projects  a  conservative  estimate  of  the  likely  tax  revenues  based  upon  the 
provisions  of  H.R.  3477,  Public  Law  95-30. 
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Mr.  Jacobs.  The  disparity,  the  difference  between  the  social  security 
and  the  income  tax  is  vast,  and  I  assume  there  would  be  a  large  number 
of  these  people  who  would  not  be  liable  for  the  so-called  net  income  tax 
who  would  be  liable  for  the  payroll  tax  for  socialy  securit:y,  and  the 
thought  occurs  to  me  that  logically  that  which  would  be  paid  in  social 
security  taxes  would  not  quite  equal  the  benefits  that  were  received 
concurrently.  Would  that  be  a  fair  assessment  ? 

Senator  Goldwater.  We  can't  pin  that  down. 

My  own  feeling  is  that  it  would  be  a  prevailing  wage.  I  have  never 
known  why  a  man  or  woman  should  have  to  retire  at  age  65.  When  I 
was  in  the  retail  business,  frankly,  my  best  workers  were  in  the  age 
groups  over  60. 

They  really  produced.  Retailing  is  an  unusual  business  in  that  way, 
but  I  have  niany  friends  who  can  take  a  hammer  and  a  saw  and  are 
j  vist  as  good  with  them  as  they  were  when  they  were  25. 

]\Ir.  Jacobs.  Maybe  even  a  little  better  with  less  distractions. 

Senator  Goldwater.  Well,  they  hit  the  nail  more  often. 

^h:  SciiULZE.  If  the  gentleman  would  yield,  having  been  a  small 
businessman  in  the  retailing  field,  I  have  had  many  senior  citizens 
come  to  me  to  ask  for  jobs  and  say,  "Can  you  pay  me  cash?"  Can  you 
keep  me  off  the  payroll  ?" 

What  we  are  doing  is  insidiously  forcing  some  of  our  senior  citi- 
zens into  this  kind  of  activity.  I  think  it  basically  goes  against  their 
grain.  But  Federal  law  is  forcing  our  senior  citizens  to  act  in  an  im- 
moral way  or  an  illegal  vray,  I  think  there  is  something  basically 
wrong  with  the  law.  I  presume  you  would  agree  with  that. 

Senator  Goldwater.  Wc  ha^'c  groups  of  senior  citizens  in  my  State, 
I  won't  tell  you  the  location  or  their  names,  but  who  advertise  in  the 
newspaper  as  follows:  "Do  you  have  problems  with  your  home? 
Plumbing,  carpentry."  and  so  forth  and  so  on,  "Call  this  number." 

The  first  thing  you  know  these  older  fellows  show  u])  then  with  their 
tools  and  sometimes  at  union  scale,  mostly  below  it,  though,  and  they 
will  do  a  much  better  job  than  you  can  get  done  by  normal  practices  of 
hiring- people. 

jSlr.  ScHULZE.  Senator,  we  are  very  honored  to  have  had  you. 

Mr.  Jacobs.  Our  next  witness  is  Senator  Richard  Stone,  of  Florida. 
Senator,  welcome  to  the  committee.  If  you  have  a  prepared  state- 
ment, you  mav  submit  it  for  the  record  or  read  it. 

STATEMENT  OF  HON.  RICHARD  STONE,  A  U.S.  SENATOR  FROM  THE 

STATE  OF  FLORIDA 

Senator  Stoxe.  Thank  you,  Mr.  Chairman.  I  will  submit  the  full 
statement  for  the  record.  Let  me  start  by  reading  a  short  letter  from  a 
constituent : 

Last  ypar  I  earned  .$.S,2f>0  and  now  I  have  to  pay  social  security  .$220  back. 
My  social  security  is  $195  a  month.  My  .ioh  is  only  part-time.  The  social  security 
office  said  I  should  reduce  the  hours  i  work.  That  would  be  stupid  because  if  I 
tried  to  change  my  hours,  I  would  likely  lose  my  job.  If  only  they  would  let  us 
earn  a  more  rea.sonablo  amount  before  being  penalized,  it  would  certainly  help. 

That  is  a  letter  from  a  constituent  in  Deland,  Fla. 

I  am  here  in  support  of  not  only  the  bill  Avhicli  Senator  Goldwater 
introduced,  of  which  I  am  a  cosponsor,  but  my  own  bill  which  I  com- 
mend to  your  attention.  My  bill  starts  with  the  cutoff  point  of  $7,800. 
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As  you  know,  you  lose  $1  for  every  $2  you  earn  over  $3,000,  cutting  you 
otf  completely  at  $7,800.  If  the  committee  feels  that  the  $2  billion 
estimate  is  too  much  to  be  able  to  get  at  initially,  then  I  suggest  the 
midway  approach,  more  or  less  the  figures  in  my  bill  which  the  social 
security  system  estimates  would  cost  us  $2  billion. 

May  I  hasten  to  endorse  every  logical  explanation  by  Senator  Gold- 
water,  who  I  believe  validly  explains  about  the  silence  of  the  social 
security  agency  regarding  offsetting  estimates  which  after  months 
and  years  of  demands  and  requests  by  the  cosponsors  and  sponsors  of 
bills  like  mine  and  like  Senator  Goldwater's,  we  still  have  no  estimate 
at  all.  Yet  it  has  to  be  the  case  that  if  people  who  are  already  taking 
the  maximmn  benefit  from  social  security,  work  and  pay  in  more  in 
contributions  and  take  out  no  more,  then  the  net  impact  cannot  be  the 
full  $2  billion,  as  in  the  case  of  my  $7,800  bill,  or  $2.9  billion  in  the 
case  of  the  Goldwater  bill.  It  cannot  be  true  and  it  is  not  true. 

The  Congress  and  this  committee  are  going  to  have  to  face  in  a  matter 
of  days  or  months  the  approach  by  my  colleague  from  Florida,  Sena- 
tor Claude  Pepper,  Congressman  Claude  Pepper,  against  mandatory 
retirement.  The  economic  impact  of  that  will  be  largely  this  principle 
that  we  are  discussing  this  morning. 

We  might  as  well  face  up  to  it  now  and  do  something  about  this 
ceiling  limitation  or  we  disqualif\^  ourselves  from  even  being  able  to 
consider  the  end  of  mandatory  retirement  or  putting  retirement  on  a 
merit  basis  instead  of  on  an  arbitrary  basis. 

In  addition  to  those  Congressmen  and  Senators  who  have  felt  this 
system  is  unfair,  we  can  now  add  President  Carter  himself  who  was 
asked  this  question  on  June  14  this  year,  as  follows:  "How  can  you 
justify  a  system  under  which  11/4  million  Government  workers  retire, 
take  full-time  jobs  and  draw  full  pensions,  and  30  million  social 
security  retirees  if  they  work  don't  get  nny  pension?" 

President  Carter  responded,  "I  don't  try  to  justify  it.  I  don't  think 
it  is  right.  I  don't  think  it  is  fair.  I  think  the  entire  system  of  retire- 
ment needs  to  be  examined  very  carefully." 

We  must  agree  with  the  President  on  both  of  those  accounts. 

Now,  briefly,  may  I  address  the  question  of  where  we  can  find  the 
money,  and  that  is  your  toughest  question  as  the  originating  committee. 

In  1975,  the  Quadrennial  Advisory  Comicil  on  Social  Security 
recommended  that  the  payroll  tax  contributions  attributable  to  the 
payment  for  medicare  be  devoted,  instead,  to  the  support  of  the  rest  of 
the  social  security  system,  and  that  medicare  be  supported  by  general 
income  and  other  taxes  which  are  more  progressive  in  nature  and 
which  relate  more  thoroughly  and  more  relevantly  to  a  welfare-type 
program  or  a  health  program  such  as  is  medicare. 

I  have  asked  the  Library  of  Congress  for  an  analysis  of  what  that 
would  mean,  and  actually,  the  figures  fit  so  well  that  it  is  as  if  it  were 
a  prescription  for  the  illness  that  ails  the  social  secunty  finances 
between  now  and  the  end  of  the  century. 

As  a  matter  of  fact,  if  we  did  that,  we  would  not  have  to  raise  the 
social  security  tax  one  penny  to  cover  all  the  costs  of  the  rest  of  the 
system,  and  we  would  have  justified  the  confidence  of  people  who  pay 
these  contributions  that  their  system  will  be  actuarily  sound  and  that 
there  will  be  money  there  for  them  to  have  when  the  time  comes  for 
them  to  retire. 
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In  order  to  do  this,  we  would  have  to  generalize  the  medicare  for 
all  people  over  65.  You  could  not  restrict  medicare  generally  paid  for 
to  those  eligible  for  social  security,  and  this  would  give  us  not  only  an 
opportunity  but  a  requirement  to  clear  up  some  of  the  waste,  abuses, 
and  difficulties  in  the  medicaid  system.If  we  did  that,  and  either 
phased  it  in  as  the  advisory  committee  suggested  or  did  it  fiat  out  in 
the  next  year  or  so,  I  believe  we  would  have  justified  and  legitimized 
the  social  security  system  and  we  would  have  put  this  healtli  system 
where  it  ought  to  be. 

I  will  be  glad  to  answer  any  question. 

[The  prepared  statement  follows :] 

Statement  of  Hon.  Richard  Stone,  a  U.S.  Senator  From  the  State  of  Florida 

Thaiik  you  very  much,  Chairman  Burke,  for  the  oyportuuity  to  testify  before 
vour  subcommittee  on  the  issue  of  reforming  and  tinaucing  the  Social  becurity 
System.  I  would  Uke  especially  to  thank  Congressman  Bafahs  tor  his  assistance  in 
arranging  time  for  me  to  offer  this  brief  statement.  .,    .     ,,     c-     •   i  ^^ .  „ ..; t-x. 

Mv  testimony,  Mr.  Chairman,  concerns  a  glaring  inequity  m  the  Social  Security 
Program  which  penalizes  older  Americans  who  either  need,  or  wish    to  con- 
tinue working  after  the  age  of  65.  I  am  talking  about  the  '•earnings  hmitatation 
for  Social  Security  recipients— and  I  urge  the  Committee  to  raise  it  or  eliminate 

'^  ifudS^^present  law,  the  Social  Security  recipient  who  is  between  j55  and  72 
years  of  age  is  denied  $1  for  every  $2  earned  over  the  earnings  limitation,  which 
is  now  $3  000  This  means  that  a  Social  Security  benehciary  who  receives  the 
average  monthly  payment  of  $206.58  loses  it  entirely  as  soon  as  he  or  she  earns 

^^Durinrthese  times  of  inflation,  Social  Security  benefits  alone  are  not  sufficient 
to  provide  a  decent  standard  of  living,  and  many  elderly  persons  must  work  to 
Spiement  their  meager  retirement  income.  And  yet  it  is  these  very  mdiyiduals, 
who  dTnot  have  inde^.endent  sources  of  income,  who  are  penalized  most  under 

^'^S^rSlSS^inS^^St^ect  to  any  limitation  Tl>i..  -individual  may 
receive  any  amount  of  inc.)me  from  private  insurance,  investment  dividends  and 
other  sources  of  nonworking  income  without  experiencing  any  reduction  in  bene- 
fits. But  the  individual  who  continues  to  work  after  age  6o  must  sacriface  all  or 
pfirtof  his  or  her  Social  Security  benefits.  ..  c.     •  i   e„  ,.,.;<-„ 

Therefore,  I  have  introduced  legislation  that  w^ould  permit  Social  Seeuiity 
beneficiaries  to  receive  up  to  $7,800  per  year  from  working  ''^f^re  their  benefits 
are  reduced.  Tliis  would  permit  the  average  beneficiary  to  earn  up  to  $13,000  before 
benefits  are  cut  off  entirely.  I  support  and  have  cosponsored  Senator  Goldwater  s 
bill  to  oompletelv  abolish  the  earnings  limitation.  However,  if  fiscal  considerations 
prevent  us  from'  lifting  the  earnings  test  entirely,  we  can  at  least  take  a  step  to- 
ward making  the  earnings  test  more  realistic  in  terms  of  today's  living  expenses. 

As  an  example  of  the  financial  and  psychological  penalty  caused  I>v  the^earnmgs 
limitation,  I  would  like  to  insert  for  the  Record  portions  of  two  letters  from  con- 
stituents. 

From  Deland,  Florida :  r.     ■  ■,  ^         •*.    oo.-ia  i,„  i-  tvt„ 

Last  year  T  earned  553,200  and  now  T  have  to  pay  Social  Security  $220  back.  My 
Sofial  Security  is  $195  per  month.  My  iob  is  only  part  time.  The  Social  Security 
Office  said  I  should  rednce  the  hours  I  work.  That  would  be  stupid  because  if  I 
try  to  change  mv  hours  T  will  likely  lose  mv  job.  If  only  they  would  let  us  earn 
a  more  reasonable  amount  before  being  penalized,  it  would  certamly  help. 

And  from  Miami,  Florida :  It  seems  that  this  Act  penalizes  any  retired  person 
who  is  able  and  wishes  to  occupy  himself  in  working  to  earn  a  wage  that  may 
enable  him  to  have  a  more  comfortable  way  of  life.  It  would  be  a  great  service 
to  all  retired  persons  who  wish  to  continue  working,  even  at  reduced  wages  or 
reduced  work  schedules,  so  that  they  could  earn  whatever  they  could  at  age  65 

or  over 

This  may  be  a  means  for  a  person  to  better  en.ioy  his  retirement  when  he  is 
still  able  to  be  active  in  travel  or  whatever  may  suit  him.  in  some  cases  to  do 
things  he  may  have  missed  in  his  early  working  years  at  full  employment. 

The  Social  Security  Administration  recognizes  that  monthly  benefits  may  be 
inadequate  to  meet  inflated  living  costs.  It  has  recommended  increasing  the  earn- 
ings limitation  to  $4,000  by  1980.  But  this  is  too  little,  too  late. 
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At  least  15  bills  have  been  introduced  in  the  Senate  to  date  relating  to  the 
Social  Security  earnings  limit  and  over  forty  Senators  have  cospousored  them. 
There  have  been  a  number  of  bills  introduced  to  amend  "the  Age  Discrimination 
in  Employment  Act  of  1965"  by  removing  the  65-year  age  limitation.  Congress- 
man Pepper  of  Florida  has  introduced  one  such  measure  in  the  House.  More  and 
more  emphasis  is  being  placed  on  the  removal  of  a  mandatory  retirement  age. 

President  Carter,  too,  has  acknowledged  the  inequity  of  the  current  retire- 
ment system.  In  a  June  14,  1977  press  conference,  the  President  was  asked  how 
he  could  justify  "a  system  under  which  a  million  and  a  half  government  workers 
retire,  take  full  time  jobs  and  draw  full  pensions,  and  30  million  Social  Security 
retirees,  if  they  work,  don't  get  any  pension."  President  Carter  responded :  "I 
don't  try  to  justify  it.  I  don't  think  it  is  right.  I  don't  think  it  is  fair."  He 
went  on  to  state :  "I  think  the  entire  system  of  i-etirement  needs  to  be  examined 
very  carefully."  I  agree  with  the  President  on  both  accounts. 

The  cost  of  raising  the  earnings  limitation  to  $7,800  as  I  have  suggested,  is 
estimated  at  about  $2  billion  in  its  first  year.  This  figure  does  not  take  into 
account  the  additional  tax  money  coming  back  to  the  federal  government  in 
the  form  of  payroll  deductions  and  income  taxes  from  senior  citizens  rejoining 
the  work  force.  It  does  not  take  into  account  the  boost  to  the  economy  in  terms 
of  retaining  the  skills  and  labor  of  the  elderly  as  a  productive  resource.  Although 
these  factors  will  not  eliminate  the  expense  of  such  a  change  in  the  system,  a 
sense  of  equity  demands  that  it  be  considered. 

I  am  fully  aware  of  the  efforts  of  this  Committee  to  keep  the  cost  of  the  Social 
Security  Program  under  a  tight  rein  and  to  offset  all  increased  spending  with 
increased  revenues.  This  is  vital  if  the  Social  Security  system  is  to  be  saved  from 
bankruptcy.  However,  as  the  Committee  examines  different  alternatives  for  over- 
hauling and  refinancing  the  total  system,  we  should  also  take  the  opi>ortunity  to 
see  whether  the  system  is,  in  fact,  living  up  to  its  goals  or  discriminating  against 
the  vei'y  persons  who  rely  on  it  most. 

There  are  a  number  of  alternatives  for  making  the  Social  Security  System 
fiscally  sound  once  again — and  for  paying  for  a  liberalization  of  the  earnings  limit 
at  the  same  time.  One  of  these  methods,  proposed  by  President  Carter,  would 
raise  the  amount  of  employee  salaries  on  which  employers  are  taxed.  Another 
alternative,  which  was  proposed  by  the  1975  Advisory  Council  on  Social  Security 
and  which  I  support,  would  take  the  jNIedicare  Program  out  of  Social  Security  and 
pay  for  it  from  general  revenue  funds.  This  transfer  would  enable  the  Social 
Security  trust  fund  to  meet  costs  through  the  end  of  the  century  with  only  a 
small  deficit  and  no  increase  in  taxes  other  than  those  already  scheduled. 

American  working  men  and  women  have  been  led  to  believe  that  Social  Secu- 
rity benefits  will  be  paid  to  them  as  a  matter  of  right  when  they  reach  a  certain 
age.  This  right  is  earned  by  years  and  years  of  payroll  deductions  and  matching 
payments  by  employers,  and  there  is  no  reason  to  take  these  benefits  away  from 
senior  citizens  who  continue  to  work. 

Thank  you  for  allowing  me  the  opportunity  to  testify  before  your  subcommittee. 

Mv.  Jacobs.  Thank  you  very  mucli,  Senator. 

Mr.  Schulze  ? 

Mr.  SciiULZE.  I  would  lilvo  to  welcome  the  Senator  and  thank  you 
for  a  veiy  well  organized  presentation  and  the  veiy  interesting  evalua- 
tion. As  Mr.  Waggonner  said,  I  think  it  is  an  idea  whose  time  is  rapidly 
approaching. 

Senator  Stone.  Thank  you,  Mr.  Schulze. 

Mr.  Jacobs.  And  speaking  of  Mr.  Waggonner. 

Mr.  Waggonner.  Senator,  it  seems  you  have  a  cariyover  from  your 
recent  campaign,  because  you  come  here  talking  about  prescriptions 
which  fit  the  need.  My  recollection  seems  to  say  that  you  had  a  drug- 
store man  as  your  opponent  in  that  campaig-n,  and  that  developed 
your  interest  in  prescriptions. 

Senator  Stone,  That  is  so  true  and  he  was  trying  to  prescribe  a 
remedy  for  which  there  w\as  no  illness.  This  is  an  illness  for  which  there 
is  a  remedy.  Congressman. 

]\Ir.  Waggonner.  There  are  some  people  who  have  more  answers  than 
we  do  problems,  but  we  sure  do  have  this  problem.  There  is  no  doubt 
about  that.  We  haven't  stressed,  although  you  did  sufficiently  in  my 
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opinion,  the  differential  treatment  of  earned  and  unearned  income.  The 
only  question  I  would  have,  as  you  talk  about  generalizing  medicare  is 
where  would  we  be  if  we  reached  that  point  in  time  that  we  do  have 
national  health  insurance?  What  would  we  do  then? 

Senator  Stone.  The  point  is  that  this  is  the  perfect  test  for  general- 
ized national  health  care.  We  already  have  a  JNIedicare  requirement. 
We  already  have  a  medicare  commitment,  which  is  almost  generalized, 
but  not  quite.  It  is  only  a  minor  expansion  from  the  social  security 
medicare  recipients  to  the  nonsocial  security  medicare  recipients,  yet 
it  gives  us  a  chance  to  find  out  if  we  can  afford  it,  can  we  handle  it,  is 
it  feasible,  is  it  practical  to  have  national  health  care.  This  gives  us 
that  opportunity.  The  way  it  is  now  medicare  suffers  from  the  con- 
straints of  being  within  the  social  security  system,  many  constramts, 
financial,  social,  manv  constraints.  And  it  is  dragging  down  the  ac- 
tuarial fairness  and  soundness  of  the  social  security  system.  We  are 
kidding  ourselves  patching  up  the  social  security  financial  support 
in  the  way  we  are  doing  it,  creeping  up  on  payroll  deductions,  creep- 
ing up  on  rates.  That  is  not  the  way  to  handle  something  as  severely 
dislocated  as  the  social  security  actuarial  soundness.  The  medicare 
program  has  not  got  that  much  to  do  with  the  retirement  program. 
It  is  a  health  program.  It  ought  to  be  treated  as  a  health  program. 
I  would  like  to  include  both  the  Advisory  CounciFs  recommendations 
and  the  Library  of  Congress'  financial  analysis  of  my  suggestions  m 
your  records  so  that  you  can  take  a  look  at  this  as  one  ot  the  options. 

Mr.  Jacobs.  Without  objection,  it  will  be  included. 

[The  infonnation  follows :] 

Department  of  Health,  Education,  and  Welfare, 

Social  Security  Administration, 

May  19,  1977. 

To  :  Francis  Crowley.  Specialist,  Social  Legislation. 

From  :  Francisco  R.  Bayo.  Deputy  Chief  Actuary.  ^.^„^.^r^ 

Subject :  Comparison  of  tlie  OASDHI  tax  rates  in  present  law  with  the  projecteU 
OASDI  cost  under  the  administration  proposed  decoupling. 
As  YOU  requested  by  telephone  yesterday,  we  have  compared  for  the  medium- 
range^  period  covering  the  next  25  years  (attached  Table  A)  and  for  tlie_  long- 
range  period  covering  the  next  75  years  (attached  Table  B),  the  OASDHI  total 
employer  and  emplovee  combined  tax  rates  in  present  law  with  the  costs  projected 
for  the  OASDI  system  as  it  would  be  modified  under  the  administration  de- 
coupling proposal."  As  requested,  these  projections  do  not  take  into  account  any 
of  the  modifications  proposed  by  the  Administration  that  would  increase  income 
into  the  OASDHI  svstem.  In  addition,  neither  do  these  projections  take  into  ac- 
count the  effect  of  tiie  new  dependency  test  for  living  or  surviving  spouse's  bene- 
fits proposed  bv  the  Administration.  In  summary,  the  cost  as  projected  in  the 
attached  Tables  A  and  B  are  for  the  OASDI  system  as  it  would  be  modified  by  the 
decoupling  proposal  only. 

You  may  observe  from  Table  A,  that  over  the  short-range  and  the  medium- 
ran<^e  the  OASDHI  tax  rate  in  present  law  would  be  more  than  enough  to  cover 
the  projected  cost  of  the  modified  OASDI  system.  You  may  also  observe  from 
Table  B  that  after  the  turn  of  the  century,  the  OASDHI  tax  rate  schedule  in 
present  law  would  not  be  enough  to  cover  the  cost  of  the  modified  OASDI  system. 
Please  note  that  on  the  average  over  the  entire  75  years  of  the  long-range  projec- 
tions the  scheduled  OASDI  tax  rates  will  fall  short  of  the  projected  cost  for 
the  niodified  OASDI  svstem  by  1.18%  of  taxable  payroll  (the  average  tax  rate 
is  estimated  at  13.93%  of  taxable  payroll  while  the  cost  is  estimated  at  15.11% 
of  taxable  payroll). 

These  estimates  are  based  on  the  intermediate  assumptions   (alternative  11) 
u.sed  in  the  1977  Report  of  the  OASDI  Board  of  Trustees  which  include  an  utli- 
mate  total  fertility  rate  assumption  of  21  children  per  woman.  If  this  assumption 
were  modified  to  1.9  children  per  woman,  like  I  prefer,  the  projected  costs  would 
be  about  the  same  for  the  first  25-year  period,  about  2%  relatively  higher  in  the 
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secoiicl  25-year  period,  and  about  8%  relatively  higher  iu  the  third  25-year  pe- 
riod. The  cost  would  be  about  4%  relatively  higher  over  the  entire  75-year  period. 

Francisco  R.  Bayo, 
Deputy  Chief  Actuary. 

Attachments. 

TABLE  A.-COWIPARISON  OF  OASDI  MEDIUM-RANGE  COST  PROJECTION   UNDER  THE  ADMINISTRATION  DECOU- 
PLING PROPOSALi  AND  THE  OASDHI  TAX  RATES  SCHEDULED  IN  PRESENT  LAW 

[Percent  of  taxable  payrollj 


Calendar  year 


OASDI 
cost 


OASDHI 
tax  rate 


Difference 


1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

1985 

1986__ 

1987 

1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

25-yr average,  1977-2001. 


10.90 
10.90 
10.86 
10.82 
10.90 
11.00 
11.  14 
11.30 
11.47 
11.63 
11.74 
11.81 
11.87 
11.92 
11.99 
12.05 
12.12 
12.19 
12.25 
12.30 
12.36 
12.40 
12.46 
12.51 
12.60 


11.70 
12.10 
12.10 
12.10 
12.60 
12.30 
12.60 
12.60 
12.60 
12.  SO 
12.90 
12.90 
12.90 
12.  SO 
12.90 
12.  SO 
12.  SO 
12.30 
12.  SO 
12.90 
12.  SO 
12.  SO 
12.90 
12.90 
12.90 


4-0.80 
4-1.20 
-fl.24 
+  1.28 
-fl.70 
-1-1.60 
+  1.46 
+1.30 
+1.13 
+1.27 
+  1.16 
+1.09 
+1.03 
+.98 

+.91 
+.85 
+.78 
+.71 

+.65 
+.60 
+.54 
+.50 
+.44 
+.39 
+J0 


11.74 


12.70 


+.96 


'The  system  considered  In  here  excludes  any  of  the  administration's  proposals  that  would  increase  income  as  well  as 
the  new  proposed  dependency  last  for  living  or  surviving  spousss.  ,„-,-,  ^.om  t      .        d.,  „  ♦  :nM.,H;n„ 

Note:  The  above  estimates  are  based  on  alternative  II  assumptions  used  in  the  1977  OASDI  Trustees  Report  including 
a  2.1  ultimate  total  fertility  rate. 

TABLE  B.-COMPARISON  OF  OASDI  LONG-RANGE  COST  PROJECTION  UNDER  THE  THE  ADMINISTRATION  DECOU- 
PLING PROPOSAL  1  AND  THE  OASDHI  TAX  RATES  SCHEDULED  IN  PRESENT  LAW 

[Percent  of  taxable  payroll] 


Calendar  year 


OASDI 
cost 


OASDHI 

tax  rate 


Difference 


1977 

1980 

1985 

1990 

1995 

2000 

2005 

2010 

2015 

2020 

2025 

2030 

2035 

2040 

2045 

2050 

25-yr  averages: 

1977-2001 

2002-26 

2027-51 

75-yr average,  1977-2051. 


10.90 
10.82 
11.47 
11.92 
12.25 
12.51 
12.91 
13.75 
15.08 
16.74 
18.23 
19.00 
18.97 
18.45 
18.01 
17.85 


11.70 
12.10 
12.60 
12.90 
12.  SO 
12.  SO 
12.  £0 
12.90 
14.  SO 
14.60 
14.  SO 
14.90 
14.  SO 
14.  SO 
14.  £0 
14.90 


+0.80 

+1.28 

+  1.13 

+.98 

+.65 

+.39 

-.01 

-.85 

-.18 

-1.84 

-3.33 

-4.10 

-4.07 

-3.55 

-3.11 

-2.95 


11.74 
15.12 
18.48 


12.70 

14.18 
14.  SO 


15.11 


13.93 


+.96 

-.94 

-3.58 

-1.1% 


1  Th3  system  considered  in  here  excludes  any  of  the  administration's  proposals  that  would  increase  Income  as  well  as 
the  new  proposed  dependency  tJst  for  living  or  surviving  spouses.  p„n„rt,nrii,Hino 

Note:  The  above  estimatec  are  based  on  alternative  II  assumptions  used  in  the  1977  OASDI  Trustees  Report  including 
2.1  ultimate  total  fertility  rate. 
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The  Library  of  Congress, 
Congressional  Research  Service, 

Washington,  D.G.,  May  SI,  1911. 

To  :  Hon.  Riciiard  Stone. 

From  :  Education  and  Public  Welfare  Division. 

Subject:  Effect  of  transferring  tlie  medicare  tax  to  tlie  social  security  cash 
benefits  programs. 

At  our  meeting  on  May  17,  you  asked  about  the  effect  of  using  the  medicare 
taxes  provided  under  present  law  to  support  the  social  security  cash  benefits 
programs.  At  that  time  I  indicated  my  belief  that  if  the  taxes-now  0  9  percent 
each  for  employers,  employees  and  the  self-employed,  and  rising  to  1.1  percent 
S  1978,  to  1.35  pei'cent  in  1981  and  to  1.5  percent  in  1986-were  used  for  the 
cash  benefits  programs,  the  resulting  income  would  be  adequate  to  finance  the 
programs  for  the!-est  of  this  century  but  that  additional  income  might  be  needed 
e'rlV  in  the  21st  century.  The  Social  Security  Administration's  actuary  has 
confii-med  this  opinion  and  I  am  enclosing  a  copy  of  his  memorandum  to  ^e. 

The  idea  of  using  the  social  security  taxes  now  paid  ^«\^<l«Pjtal  ^nsumnce 
to  finance  the  cash  benefits  programs  was  considered  by  the  1975  Advisory 
Counciron  Social  Security  and  it  recommended  that  the  change  be  adopted  on  a 
2-radual  basis  A  copy  of  their  recommendation  is  enclosed. 

^ If  the  r^editare'^taxes  were  transferred  to  the  cash  benefits  programs  su,> 
stantial  changes,  as  you  suggested,  in  the  medicare  program  might  be  needed 
to  Sfy  paying  for  it  out  of  general  revenues.  For  example,  everyone  over  65 
might  be  made  fligible  regardless  of  whether  he  had  worked  in  covered  employ- 
S^nt  long^nough  to  quaUfy  for  monthly  cash  benefits.  This  ^^uld  have  a  signifi- 
cant effect  on  the  cost  of  the  medicare  program,  increasing  the  cost  by  perhaps 

^  Th?1977  report  of  the  trustees  of  the  medicare  trust  fund  shows  estimates  of 
the  cost  of  the  program  for  1977-1978  as  follows :  Expenditures 

(unions) 

^"^\^,,  $16.  2 

jyM    ^  19.0 

19(8 oQ  o 

1979 --"•  ^ 

You  will  notice  that  the  actuary's  memorandum  gives  the  cost  of  the  program 
in  terms  of  percent  of  taxable  payroll.  And,  while  these  figures  do  not  translate 
in  the  dollar  values  used  for  short-term  estimates  they  indicate  the  magnitude 
of  the  amounts,  and  it  is  the  standard  way  of  showing  the  long-term  cost  of  tlie 
program  In  the  short-run  the  small  percentage  figures  translate  into  substantial 
dollar  values.  For  example,  the  1.2  percent  surplus  estimated  for  1978  would  be 
roughly  $11  billion  and  the  25-year  average  surplus,  in  terms  of  1978  payroll, 
would  "be  $8  8  billion  or  $220  billion  for  the  25-year  period.  The  actual  amounts 
would,  of  course,  be  substantially  higher  because  wage  levels  and  taxable  pay- 
roll will  increase  each  year.  .,  «  -J.     ^  1  1Q 

Over  the  75-year  period  covered  by  the  estimates,  the  average  deficit  of  1.18 
percent  of  taxable  payroll  amounts  to  7.8  percent  of  the  cost  of  the  program.  This 
is  less  than  the  1.9  percent  deficit  projected  under  the  Carter  Administration 
proposal  which  the  President  called  a  "manageable"  deficit. 

In  terms  of  1978  taxable  payroll,  the  1.18  percent  deficit  amounts  to  $10.8  billion 
a  vear  or  $811.5  billion  over  the  75-year  period. 

You  will  note  that  the  actuary  has  stated  his  preference  for  a  lower  fertility 
rate  than  that  used  by  the  trustees  of  the  social  security  trust  funds.  If  the  rate 
he  prefers  were  used,  it  would  increase  the  average  75-year  deficit  to  about  3.78 
percent  of  taxable  pavroll  which  still  would  be  less  than  the  deficit  projected 
under  the  Carter  Administration  proposals.  In  terms  of  1978  taxable  payroll,  a 
1.78  percent  average  deficit  would  be  about  $16.3  billion  a  year  or  $1.2  trilhon 
for  the  75-ypar  period.  ^    u        ^-i. 

The  tables  attached  to  the  memorandum  from  the  actuary  do  not  show  tne 
actual  tax  rates.  What  is  called  "tax  rates"  in  those  tables  is  the  income  resulting 
from  applying  the  tax  rates  to  taxable  earnings.  The  tax  rates  in  present  law 
are  shownin  the  table  below.  Under  the  concept  you  asked  about,  the  total  rates 
would  become  the  cash  benefits  tax  rate  and  medicare  would  be  financed  from 
general  revenues. 
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EMPLOYER  AND  EIVIPLOYEE,  EACH 
[in  percent] 


Cash 
Year  benefits  Medicare  Total 

1977. 

1978-80_ - 

1981-85 

1986-2010 -- 

2011-.. - 


4.95 

0.9 

5.85 

4.95 

1.1 

6.05 

4.95 

1.35 

6.30 

4.95 

1.5 

6.45 

5.95 

1.5 

7.45 

[Excerpt  from  H.  Doc.   94-75,  Reports  of  the  Quadrennial  Advisory  Council  on   Social 

Security] 

4.4  SHIFT  OF  HOSPITAL  INSURANCE  CONTRIBUTION  RATE  TO  OASDI  " 

The  OASDI  program  is  financed  from  taxes  on  covered  earnings,  because  the 
benefits  of  the  program  are  always  related  to  the  earnings  of  a  worker-taxpayer. 
This  is  true  even  when  the  l>eneficiary  is  a  spouse  or  dependent  survivor.  The  same 
principle  does  not  apply  to  benefits  under  part  A  of  the  Medicare  program.  There 
the  amount  of  the  benefits  is  determined  by  the  hospital  and  relatetl  health  care 
costs  of  a  particular  person,  and  bear  no  relationship  whatsoever  to  his  wages 
or  those  of  anyone  else. 

Under  such  circumstances  there  does  not  seem  to  be  any  real  reason  for  funding 
such  costs  by  a  tax  on  wages.  Hospital  insurance  expenditures  would  seem  to  be 
more  properly  funded  from  general  revenues,  and  the  Council  recommends  such 
a  proposal  to  the  Congress."  If  adopted  it  could  make  an  important  contribution 
to  the  solution  of  the  financial  problems  of  the  OASDI  program  without  an  im- 
mediate increase  in  total  social  security  tax  rate. 

The  present  social  security  tax  is  composed  of  two  parts : 

[In  percent] 


Employee 
pays 

Employer 
pays 

Total 
tax 

OASDI 

4.95 

4.95 
.90 

9.9 

Medicare  part  A 

, .90 

1.8 

Total 

5.89 

5.85 

11.7 

If  the  OASDI  tax  rate  is  raised  in  1976  by  1.0  percent,  as  recommended  by  the 
Council,  and  if  an  equivalent  amount  of  the  Medicare  part  A  program  is  funded 
from  general  revenues,  the  total  social  security  tax  would  remain  the  same : 


[In  percent] 

Present 

social 

security  tax 

Proposed 

social 

security  tax 

OASDI 

9.9 

10.9 

Medicare  part  A 

1.8 

.8 

Total 

11.7 

11.7 

For  the  individual  or  the  employer  it  means  that  the  OASDI  tax  would  rise 
from  4.95  percent  to  5.45  percent  but  his  hospital  insurance  (Medicare  part  A) 
tax  would  fall  from  .9  percent  to  .4  percent,  tliereby  leaving  his  overall  tax  the 
same. 

There  would  still  remain  a  Medicare  part  A  tax  of  .8  percent  as  a  part  of  the 
total  social  security  tax.  The  financing  of  this  .8  percent  could  be  shifted  grad- 


i«  See  statement  of  Mr.  Danstedt.  ,  ,,     „    .^, 

11  See  statement  of  Mrs.  Campbell,  Mr.  Faulkner,  Mr.  Scanlon,  and  Mr.  Smith. 
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ually  to  general  revenues  as  the  cost  of  OASDI  rose  in  future  year.s,  thereby 
making  it  possible  to  Iceep  the  total  social  security  payroll  tax  constant  for  some 
time  in  the  future. 

In  actual  fact,  the  hospital  insurance  portion  of  the  tax  is  scheduled  under 
present  law  to  rise  over  the  next  10  years  from  l.b  percent  to  3.0  percent,  as 
follows : 

[In  percent] 


OASDI  tax 

HI  tax 

Total  tax 

1975-77                          - 

9.9 

1.8 
2.2 
2.7 
3.0 

11.7 

1978-80                                            

9.9 

12.1 

1981-85                                 

9.9 

12.6 

1986                          

9.9 

12.9 

The  schedule  above  shows  that,  even  without  any  change  in  the  OASDI  tax, 
the  total  social  security  tax  would  rise  in  the  next  10  years  from  11.7  percent  to 
12.9  percent.  This  means  that  if  the  total  hospital  insurance  burden  is  gradually 
shifted  to  general  revenues,  the  OASDI  tax  can  be  raised  in  the  future  by  an 
aggregate  of  3.0  percent  (instead  of  1.8  percent)  without  raising  the  total  social 
security  tax  beyond  the  rate  that  would  have  been  payable  under  the  present  law. 

It  is  obvious  that  the  shifting  of  the  hospital  insurance  tax  to  general  revenues 
would  create  a  need  for  higher  income  taxes  or  other  levies.  Depending  on  how 
lliis  need  is  met,  it  is  quite  possible  that  for  many  persons  the  proposal  would 
mean  just  a  shift  in  the  type  of  tax  that  is  paid.  In  fact,  some  persons  or  em- 
ployers would  incur  a  higher  aggregate  tax  burden  than  they  would  if  the 
OASDI  tax  were  simply  increased. 

However,  to  the  extent  that  general  revenues  are  derived  from  progressive 
taxes,  those  in  the  lower  economic  groups  would  almost  certainly  benefit  from  the 
shift  of  the  hospital  insurance  tax  to  general  revenues.  These  groups  include  the 
persons  that  would  have  the  gi-eatest  difficulty  in  handling  a  0.5  percent  increase 
in  the  social  security  tax.  For  many  of  them  that  tax  is  already  a  greater  burden 
than  the  income  tax. 

Mr.  Jacobs.  Mr.  Lcderer  ? 

Mr.  Lederer.  I  have  no  questions.  I  just  ^Yant  to  thank  the  Senator 
for  takinr^  time  from  a  busy  day  to  present  this  testimony  this  morning. 

Senator  Stoxe.  I  thank  this  connnittee.  Yon  have  a  tough  job  but  a 
very,  very  important  one. 

Mr.  Jacobs.  Mr.  Tucker  ? 

Mr.  Tucker.  I  thank  the  Senator  for  liis  testimony  and  particularly 
for  i^ointing  out  in  your  testimony  the  distinction  between  the  earned 
and  the  unearned  income  and  the  inequity  that  creates. 

Mr.  Jacobs.  ]\Ir.  Ketchum  ? 

Mr.  Ketchum.  Senator,  I  most  appreciate  your  being  here.  I  am 
sorry  I  came  in  a  little  bit  tardy.  I  think  what  you  are  proposing  is 
something  to  be  really  thought  about.  The  whole  subject  of  social 
security  is  in  my  opinion,  something  that  Congress  has  really  been 
reluctant  to  face  up  to.  Tt  was  always  easier  to  tack  on  a  cost-of-living 
increase  here  or  put  a  little  indexing  in  there  to  take  care  of  the  prob- 
lem and  never  really  face  up  to  how  we  will  pay  for  it  other  then 
continue  to  tax  the  tax.  I  really  applaud  your  idea  as  far  as  medicare  is 
concerned.  I  again  api)reciate  your  being  here  and  I  certainly  hope 
we  can  help  you  bring  your  idea  to  fruition  because  you  certainly  have 
my  support. 

Senator  Stoxk.  Thank  you  very  much,  Congressman. 

^Ir.  Jacobs.  The  committee  thanks  you  very  much  and  particularly 
for  the  material  you  will  supply  to  us. 

We  will  now  hear  from  Senator  Dale  Bumpers. 
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STATEMENT  OF  HON.  DALE  BUMPERS,  A  U.S.  SENATOR  PROM  THE 

STATE  OE  ARKANSAS 

Senator  BuisrPERS.  My  bill  is  S.  87.  T  am  happy  to  say  it  was  intro- 
duced in  the  House  by  my  distinguished  friend  and  colleague,  Jim 
Guy  Tucker,  as  H.R.  2547,  so  I  trust  I  am  not  telling  him  anything 
this  morning  that  he  has  not  heard  before. 

Under  current  law,  for  every  $2  earned  over  $3,000,  $1  is  deducted 
from  a  person's  benefits.  Most  "of  us  recognize  this  fact  for  what  it  is : 
A  50-percent  tax  on  hard-earned  money  on  top  of  Federal  and  State 
income  taxes,  and  social  security  taxes.  Look  at  what  the  present  test 
does  to  the  average  retiree  who  receives  a  monthly  benefit  of  $234  in 
1977.  If  he  goes  out  and  is  hired  at  the  minimum  wage  level,  his  annual 
income  would  be  in  the  neighborhood  of  $4,784.  Since  his  earned  in- 
come exceeds  the  $3,000  limit  by  $1,784,  his  benefits  will  be  reduced  by 
$892.  All  this  happens  before  the  other  taxes  are  deducted.  Translated 
into  tenns  of  working  weeks,  he  will  have  needlessly  worked  almost  2 
months.  Instead  of  a  wage  rate  of  $2,30  per  hour,  his  effective  wage  rate 
will  be  about  $1.87  per  hour. 

Elderly  persons  spend  about  80  percent  of  their  budgets  on  the  most 
inflation-prone  items — food,  shelter,  and  medical  expenses,  and  none 
of  us  needs  to  be  reminded  of  the  energy  problems  which  we  face.  The 
escalating  costs  of  oil  and  gas  work  a  substantial  hardship  on  older 
citizens'  budgets.  Increasing  costs  of  medical  care  are  unique  problems 
for  the  elderly,  simply  because  they  need  more  health  care,  and  opto- 
metric  services  are  not  even  covered  by  medicare.  Food  costs  continue 
to  climb — the  only  question  is  how  high.  These  things  create  an  incon- 
venience in  our  lives,  but  for  those  relying  on  fixed  incomes  they  spell 
disaster. 

I  was  dismayed  to  note  in  the  Special  Committee  on  Aging's  1976 
report  that  about  one  out  of  every  seven  older  persons — 3.3  million — 
lives  in  officiallv  defined  poverty.  Anotlier  500,000  elderly  poor  are 
institutionalized,  and  an  additional  1  million  live  with  others.  The 
near-poor — those  with  incomes  between  100  and  125  percent  of  the 
poverty  level — number  about  2.2  million.  These  estimates  are  based 
on  out-of-date  figures — I  shudder  to  think  of  the  total  today. 

I  wish  to  make  one  final  point.  This  has  nothing  to  do  with  numbers 
or  costs,  though  I  suspect  it  is  worth  far  more.  It  has  to  do  with  a  vital 
ingredient  of  life:  Self-respect.  Yon  and  I  know  that  many  elderly 
people  are  eligible  for  some  other  kind  of  Federal  assistance  and  don't 
receive  it.  They  are  simply  not  in  the  habit  of  relying  on  the  Govern- 
ment for  services.  They  have  contributed  greatly  to  our  society,  they 
have  earned  their  benefits,  and  they  want  to  continue  an  effort  to  assist 
in  their  own  support.  We  should  not  deny  them  that  opportunity. 

I  applaud  the  efforts  of  this  subcommittee,  and  I  appreciate  the 
chance  to  participate  in  these  hearings. 

The  bill  which  I  have  offered  and  which  Mr.  Tucker  has  offered 
could  cost  the  Federal  Treasury  $1.5  billion.  I  know  that  the  members 
of  this  committee,  especially  the  members  of  this  subcommittee,  are 
constantly  aware  of  the  fiscal  restraints  on  taking  the  total  cap  off  of 
the  earned  income  limits  for  social  security  recipients.  I  have  beard 
various  figures,  some  run  as  high  as  $7  billion  and  $8  billion 
that  it  would  cost.  I  suspect  those  figures  really  are  high.  A  $4,800 
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limit  which  I  would  propose  in  this  bill  would  cost  the  Treasuiy  $1.5 
billion. 

I  have  been  an  ardent  opponent  of  the  B-1  bomber.  I  don't  want  to 
open  that  issue  here  this  morning. 

Mr.  Ketchum.  Please  don't. 

Senator  Bumpers.  That  will  save  the  United  States  $3  billion.  I 
would  be  happy  to  see  half  of  the  fruits  of  my  labor  go  for  the  costs 
of  this  bill  which  I  think  is  a  far  more  worthy  cause. 

[The  prepared  statement  follows :] 

Statement   of   Hon.   Dale   Bumpers,   a   U.  S.    Senator   From   the    State  of 

Arkansas 

Mr.  Chairman,  I  appreciate  your  giving  me  the  opportunity  to  testify  this 
morning  on  the  earnings  limitation  issue.  I  know  that  time  is  a  factor,  so  my 
statement  will  be  brief. 

Early  in  this  session  I  introduced  S.  S7.  a  bill  which  would  raise  the  earnings 
limitation  from  $3,000  to  $4,800  in  1978.  I  did  this  knowing  that  a  $240  increase  in 
the  limit  was  already  mandated,  and  with  the  knowledge  that  the  Social  Security 
system  is  in  need  of  reform.  $4,800  is  no  magical  number,  but  at  least  it  signals 
to  those  persons  who  depend  primarily  on  Social  Security  income  that  we  are 
sensitive  to  their  problems  and  needs. 

Under  current  law,  for  every  two  dollars  earned  over  $8,000.  one  dollar  is 
deducted  from  a  person's  benefits.  Most  of  us  recognize  this  for  what  it  is :  a 
50  i)ercent  tax  on  hard-earned  money  on  top  of  federal  and  state  income  taxes, 
and  Social  Security  taxes.  Look  at  what  the  present  test  does  to  the  average 
retiree  who  receives  a  monthly  benefit  of  $234  in  1977.  If  he  goes  out  and  is 
hired  at  the  minimum  wage  level,  his  annual  income  would  be  in  the  neighbor- 
hood of  $4,784.  Since  his  earned  income  exceeds  the  $3,000  limit  by  $1,784,  his 
lienefits  will  be  reduced  by  $892.  All  this  happens  before  the  other  taxes  are 
deducted.  Translated  into  terms  of  working  weeks,  he  will  have  needlessly  worked 
almost  two  months.  Instead  of  a  wage  rate  of  $2.30  per  hour,  his  effective  wage 
rate  will  be  about  $1.87  per  hour. 

Elderly  persons  spend  about  80  percent  of  their  budgets  on  the  most  inflation- 
prone  items — food,  shelter,  and  medical  expenses,  and  none  of  us  needs  to  be 
reminded  of  the  energy  problems  which  we  face.  The  escalating  costs  of  oil  and 
gas  work  a  substantial  hardship  on  older  citizens'  budgets.  Increasing  costs  of 
medical  care  are  unique  problems  for  the  elderly,  simply  because  they  need  more 
health  care,  and  optometric  services  aren't  even  covered  by  Medicare.  Food  costs 
continue  to  climb — the  only  question  is  how  high.  These  things  create  an  in- 
convenience in  our  lives,  but  for  those  relying  on  fixed  incomes,  they  spell  disaster. 

I  was  dismayed  to  note  in  the  Special  Comm.ittee  on  Aging's  197B  report  that 
about  one  out  of  every  seven  older  persons  (3.3  million)  lives  in  officially  defined 
poverty.  Another  500,000  elderly  poor  are  institutionalized,  and  an  additional 
one  million  live  wtih  others.  The  near-poor  (those  with  incomes  between  100  and 
125  percent  of  the  poverty  level)  number  about  2.2  million.  These  estimates 
are  based  on  out-of-date  figures — I  shudder  to  think  of  the  total  today. 

I  wish  to  make  one  final  point.  This  has  nothing  to  do  with  numbers  or  costs, 
though  I  suspect  it  is  worth  far  more.  It  has  to  do  with  a  vital  ingredient  of  life  : 
self-respect.  You  and  I  know  that  many  elderly  people  are  eligible  for  some  kind  of 
assistance  and  don't  receive  it.  They  are  simply  not  in  the  habit  of  relying  on  the 
government  for  services.  They  have  contributed  greatly  to  our  society,  they  have 
earned  their  benefits,  and  they  want  to  continue  an  effort  to  assist  in  their  own 
support.  We  should  not  deny  them  that  opportunity. 

I  applaud  the  efforts  of  this  Subcommittee,  and  I  appreciate  the  chance  to 
participate  in  these  hearings. 

Mr.  Jacobs.  Tliank  you,  Senator. 

Mr.  Tucker? 

Mr.  Tucker.  I  am  pleased  to  have  you  before  the  committee  and  par- 
ticularly testifying  on  this  item  today. 

Senator  Bumpers  spent  two  terms  as  the  Governor  of  our  State  and 
was  unquestionably  the  most  popular  Governor  in  our  State's  history 
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and  probably  passed  more  useful  legislation  than  any  Governor  at  least 
in  this  country.  I  am  very  pleased  that  he  is  now  in  the  Senate. 

Senator,  there  are  a  couple  of  points  you  make  that  are  particularly 
important.  One  is  that  elderly  persons  spend  about  80  percent  of  their 
income  on  those  items  which  are  most  subject  to  inflation,  yet,  the  in- 
flation adjustment  factor  that  we  provided  does  not  weight  those  partic- 
ular items,  it  considers  instead  inflation  in  the  economy  as  a  whole. 

Doesn't  that  mean  that  the  inflation  adjustment  that  we  make  ends 
up  being  substantially  unrelated  to  the  true  costs  that  the  elderly  bear 
as  a  result  of  inflation  ? 

Senator  Bumpers.  It  does  indeed  and  tliis  lends  impetus  to  the  point 
we  are  trying  to  make  here  this  morning. 

Mr.  Tucker.  So,  if  we  even  had  a  realistic  addressing  of  the  true 
inflation  costs  that  elderly  face  in  terms  of  the  percentage  of  their  in- 
come that  they  have  to  spend  on  food,  on  medical  care,  on  energy, 
then  we  would  at  least  be  recognizing  the  kind  of  increase  they  need. 

Second,  at  the  bottom  of  page  2  of  your  statement  you  say  you  want 
to  make  one  final  point  that  has  nothing  to  do  with  numbers  or  costs, 
and  that  is  self-respect  that  is  lost  by  the  elderly.  Isn't  that  a  cost  for 
tlie  Nation  when  we  tell  how  many  millions  of  Americans  that  they 
cannot  work  ? 

Senator  Bumpers.  It  is  indeed.  It  is  a  difficult  cost  to  quantify  but  it 
is  not  difficult  to  qualify  liecause  all  of  us  understand  how  important 
this  is  to  people.  On  that  point,  this  may  bo  a  slight  digression,  but  I 
had  a  group  of  FA  A  youngsters  in  my  office  this  morning  who  just 
returned  from  the  Soviet  Union.  They  were  talking  about  how  they 
were  treated  as  too  young  to  have  useful  ideas  and  the  Soviets  were  not 
terribly  interested  in  what  a  17-  or  18-year-old  kid  had  to  say  and  they 
were  a  little  dismayed  by  this.  I  am  not  a  Soviet  expert.  I  spent  3  weeks 
there  one  time.  I  said  the  other  side  of  that  coin  though  is  that  the 
elderly  in  the  Soviet  Uiiion  are  not  denigrated  nearly  to  the  extent 
thev  are  in  this  country.  They  are  literally  shunted  aside  in  this  country 
and  this  matter  of  self-respect  would  at  least  be  one  small  step  in  re- 
storing an  outward  visible  sign  of  our  concern  for  the  elderly  in  allow- 
ing them  to  earn  at  least  a  part  of  their  living. 

Mr.  Tucker.  Senator,  in  getting  your  cost  figures  together,  were  you 
ever  advised  by  the  Social  Security  Administration  or  anyone  else  as 
to  how  they  arrive  at  the  cost  of  removing  or  increasing  the  earnings 
available  to  social  security  ? 

Senator  Bumpers.  These  figures,  Mr.  Tucker,  came  from  the  Treas- 
ury Department  but  we  questioned  them  because  we  don't  think  they 
accurately  reflect  the  benefits  to  the  Treasury  from  this  additional 
spendino-  power  by  these  people  plus  the  taxes  they  would  pay. 

Mr.  Tucker.  I  agree  with  vou  completely  and  I  hope  we  will  not 
only  get  those  figures  before  these  hearings  are  out  but  also  this  year 
come  to  some  solution. 

Senator  Bumpers.  I  was  trying  to  project  how  much  revenue  we 
would  get  especially  in  the  sales  tax  and  those  of  you  who  sen^e  in  the 
legislature  before  vou  came  here  know  about  that.  We  talk  about  that 
multiplier  effect  about  putting  so  much  money  into  circulation  and  it 
has  that  multiplier  effect.  It  is  always  difficult  to  pinpoint  that,  but 
there  is  a  multiplier  effect,  and  the  Treasury  Department  does  not  con- 
sider that  in  considering  the  additional  amounts  of  spending  power  the 
people  would  have  and  they  would  indeed  spend  it. 
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Mr.  Tucker.  I  thank  you  for  your  testimony  here  this  morning. 

Mr.  Jacobs.  Mr.  Schulze  ? 

Mr.  Schulze.  What  is  the  feeling  of  the  labor  unions  on  this  issue  ? 

Senator  Bumpers.  I  was  just  getting  ready  to  ask  you  that  question, 
Congressman.  I  don't  know.  I  am  curious  about  it  and  my  guess  is  they 
would  be  opposed  to  it.  I  know  the  President  has  a  very  strong  inclina- 
tion to  support  this. 

Mr.  Schulze.  Despite  the  fact  that  we  do  have  relatively  high  un- 
employment ? 

Senator  Bumpers.  Yes.  I  thought  it  was  a  sort  of  curious  thing, 
really,  but  by  the  same  token,  I  am  not  at  all  sure  it  would  be  as  de- 
vastating, for  example,  as  you  would  anticipate  labor  thinking  that  it 
would  be.  To  be  bnitally  frank  with  you,  there  is  a  lot  of  small  fraud 
being  perpetrated  in  this  country  by  employers  who  hire  people  and 
pay  them  cash  once  they  have  reached  the  level  that  they  can  earn.  For 
example,  what  is  the  level  now,  $3,000,  the  level  is  now  $3,000.  People 
do  either  one  of  two  things,  they  work  to  the  $3,000  and  they  quit  or  the 
employer  pays  them  in  cash. 

Mr.  Schulze.  Thank  you,  sir. 

Mr.  Jacobs.  Mr.  Waggonner? 

Mr.  Waggonner.  Thank  you,  Mr.  Chairman. 

I  want  to  welcome  my  neighbor.  My  home  is  only  8  miles  from  your 
State  line,  so  we  are  long-time  friends  and  neighbors. 

Senator  Bumpers.  I  always  clean  up  my  act  when  I  get  down  to  that 
section  of  the  State.  Joe — I  know  you  are  watching. 

Mr.  Waggonner.  You  don't  come  often  enough.  Perhaps  the  real 
difference  between  a  17-year-old  in  the  Soviet  Union  and  a  17-year-old 
here  is  the  17-year-old  there  is  not  just  a  year  away  from  the  voting  age. 
He  gets  a  little  more  attention  here  from  people  like  us  because  of  that. 
There  is  not  any  doubt  about  that  in  my  personal  opinion. 

Senator,  I  think  we  have  reached  the  bottom  as  far  as  lowering  ages 
for  whatever  the  social  security  benefit  might  be.  I  think  we  are  down 
there  even  though  there  is  the  push  on  the  part  of  some  to  continue 
lowering  the  ages  to  become  eligible  for  this  or  that  social  security 
benefit.  I  think  we  are  moving  in  the  direction  of  upping  the  ages  to 
become  eligible  for  benefits.  This  is  a  vital  part.  I  don't  believe  that 
there  is  a  Member  of  the  House  of  Representatives,  and  I  doubt  one  in 
the  U.S.  Senate  who  would  not  like  to  at  least  relax  this  earning  test. 
I  think  we  will  move  in  that  direction. 

Thank  you  for  coming. 

Senator  Bumpers.  Thank  you. 

Mr.  Jacobs.  Mr.  Lederer  ? 

Mr.  Lederer.  I  would  like  to  thank  the  Senator  for  taking  time  from 
a  busy  day.  It  is  an  excellent  paper. 

Senator  Bumpers.  Thank  you  very  much. 

Mr.  Jacobs.  Mr.  Ketchum  ? 

Mr.  Ketchum.  You  know  this  small  fraud  is  taking  place.  I  would 
have  to  agree  with  you  that  it  is,  and  I  will  be  very  distressed  if  labor 
unions  decide  to  fight  this  business  of  relaxino;  the  earned  income  test, 
because  the  very  same  kind  of  fraud  takes  place  every  single  day  all 
over  the  United  States  by  people  who  are  drawing  unemployment 
and  gettmg  payments  in  cash.  If  you  really  want  to  get  into  that  one, 
I  don't  think  it  will  come  off  very  well.  The  earnings  limitation  we 
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all  understand  or  'at  least  attempt  to  understand,  was  placed  in  the 
act  for  a  very  good  reason  and  at  a  particular  point  in  time  when 
we  vere  trying  to  get  people  out  of  the  job  market  and  bring  new 
people  in.  ]Most  of  the  elderly  really  are  not  top  competitors  in  the 
job  market  as  far  as  new  entries  into  the  labor  pool  are  concerned. 
Most  of  these  people  prefer  at  least  to  work  part,  time  or  in  jobs  that 
younger  people  would  not  want,  so  I  certainly  hope  that  we  don't 
see  an  attitude  on  the  part  of  organized  labor  to  fight  this  particular 
proposal  for  a  segment  of  our  society. 

Senator  Bumpers.  I  wish  I  had  anticipated  Mr.  Schulze's  question 
because  it  occurred  to  me  on  the  way  over  here  as  to  what  labor's 
official  position  on  this  is  and  I  have  not  seen  one  or  heard  one.  Quite 
frankly,  I  think  it  is  so  meritorious  that  labor  would  have  a  difficult 
time  opposing  it;  just  looking  at  it  rather  superficially  though  it 
would  look  as  though  you  were  going  to  put  more  people  out  of  work 
by  allowing  retired  persons  to  enter  the  job  market. 

I  don't  think  that  would  be  the  effect  of  it  and  I  would  hope  that 
labor  would  not  oppose  this  relaxation. 

Mr.  Jacobs.  Senator,  I  don't  think  the  suspense  will  be  long-lived. 
One  of  our  next  witnesses  is  a  representative  of  organized  labor. 

Thank  you  very  much  for  your  testimony. 

The  next  witness  is  Representative  Bob  Traxler. 

STATEMENT  OF  HON.  BOB  TRAXLER,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  MICHIGAN 

Mr.  Traxler.  Mr.  Chairman  and  members  of  the  subcominittee,  it 
is  my  pleasure  to  be  before  you.  I  have  a  statement  to  submit  to  you, 
with  some  charts  and  graphs,  and  would  appreciate  it  if  it  could 
appear  in  the  record. 

Let  me  summarize  what  the  statement  says.  There  are  two  pro- 
posals. Let  me  state  that  they  are  not  necessarily  dependent  upon 
one  another.  They  can  be  considered  independently  if  the  committee 
so  chooses. 

I  am  here  to  support  both  of  them. 

One  is  a  special  Consumer  Price  Index  for  the  Elderly  upon  which 
the  cost-of-living  increases  would  be  based,  and  the  other  is  an  auto- 
matic semiannual  cost-of-living  adjustment  in  the  benefits  for  social 
security  recipients.  That  is,  in  my  opinion,  needed  by  our  social  security 
recipients  because  of  the  kind  of  inflation  that  we  have  had  in  the 
past  years  and  unfortunately  that  we  have  even  at  this  time. 

The  present  cost-of-living  increases  are  based  upon  the  CPI  cal- 
culated by  the  Bureau  of  Labor  statistics,  as  you  know.  This  measures 
the  price  changes  of  hypothetical  market  baskets  of  goods  and  services 
purchased  by  the  average  urban  wage  and  clerical  workers  and  their 
families.  The  problem  with  this  is  that  this  market  basket  does  not 
accurately  reflect  the  cost-of-living  changes  that  social  security  recip- 
ients have  had  to  contend  with.  The  usual  social  security  recipient  is 
different  than  the  average  wage  earner  in  the  LTnited  States.  Where 
they  spend  their  money,  how  they  spend  their  money  is  different.  Un- 
fortunately, they  cannot  go  on  vacation,  normally.  They  don't  have 
that  kind  "of  wherewithal.  They  don't  purchase  the  kind  of  clothing 
that  you  and  I  and  other  working  Americans  do.  They  don't  even 
engage  in  the  kind  of  recreation  that  the  average  wage  earner  does. 
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Their  standard  of  living  is  somewhat  reduced.  Most  of  their  money 
goes  for  medical,  housing,  food,  and  utility  expenses.  If  you  look  at 
the  charts  you  will  notice  this. 

So,  it  is  important  that  we  recognize  where  they  spend  their  money 
and  base  their  cost-of-living  adjustments  upon  their  expenditures  and 
not  upon  the  average  citizen's  expenditures. 

Second,  for  obvious  reasons,  we  think,  as  the  charts  will  indicate  to 
you,  that  it  is  important  that  we  have  a  twice-a-year,  cost-of-living 
increase.  The  annual  increase,  I  think  when  the  Congress  proposed 
and  enacted  it,  was  meaningful.  Since  then,  we  have  discovered  that 
inflation  is  going  to  hover  in  the  area  of  5  percent,  6  percent,  or  7  per- 
cent. We  hope  it  does  not  go  any  higher  than  that.  But  a  twice-a-year, 
cost-of-living  increase  to  the  social  security  recipient  is  much  more  in- 
telligent than  once  a  year  because  the  faster  you  run  the  farther  behind 
you  get.  I  would  hope  that  the  committee  would  consider  both  of  these 
recommendations. 

I  think  the  cost  is  important.  I  would  not  come  before  you  and  say 
that  you  ought  to  consider  it  without  any  regard  to  the  additional 
strain  that  they  will  put  upon  the  system  I  know  you  have  to  take  that 
into  consideration  and  I  want  to  address  myself  for  one  moment  to 
that.  As  for  the  semiannual  cost-of-living  increase,  the  administrative 
costs  to  put  it  in  place  would  be  about  $1.5  million.  As  for  the  benefits 
themselves,  if  you  consider  that  over  the  last  2  years,  we  paid  out 
some  $16.3  bill'ion  in  cost-of-living  increases,  the  additional  benefits 
for  those  2  years,  not  1  year,  but  for  the  2  years,  if  we  had  a  semiannual 
increase  in^effect  during  that  period  would  have  been  $1.5  billion  in 
additional  funding. 

Now,  take  the  total  social  security  benefits  which  today  are  running 
in  the  area  of  $100  billion  annually,  as  you  know,  that  is  not  a  sig- 
nificant increase  in  terms  of  the  overall  picture,  but  it  is  important  to 
the  social  security  recipients.  . 

As  far  as  the  Consumer  Price  Index  is  concerned,  that  is  a  $26  mil- 
lion one-shot  startup  cost.  Thereafter  it  would  be  in  the  area  of 
aroimd  $1.5  million  for  that  separate  price  index  for  social  security 

recipients. 

I  strongly  recommend  and  urge  upon  you  the  need  for  these  two 

pieces  of  legislaition. 

I  trust  and  hope  as  you  deliberate,  and  I  recognize  you  have  some 
300  separate  proposals  you  are  considering,  some  are  going  to  go, 
some  aren't  going  to  go,  I  think  you  have  the  sense  and  the  judgment 
and  the  direction  to  appreciate  what  is  necessary  and  what  is  eco- 
nomically feasible  and  what  is  not.  I  believe  on  the  basis  of  the  kinds 
of  information  you  have,  you  could  include  these  in  your  recommenda- 
tions to  the  full  committee  when  you  start  your  markup.  I  would  be 
pleased  to  respond  to  any  questions. 

[The  prepared  statement  follows :] 

Statement  of  Hon.  Bob  Traxler,  a  Representative  in  Congress  From  the 

State  of  Michigan 

Mr.  Chairman  and  Members  of  the  Committee,  1^  would  lilie  to  thanlv  you  for 
this  opportunity  to  discuss  the  well-being  of  our  nation's  Social  Security 
recipients. 

I  am  well  aware  of  the  great  challenge  facing  this  Committee  and  its  awesome 
responsibility  in  assuring  an  adequate  financing  plan  for  our  Social  Security 
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System,  But  I  would  urge  you  not  to  try  to  strengthen  the  financial  integrity  of 
the  Trust  Fund  by  cutting  bacli  or  restricting  the  benefits  paid  to  our  nation's 
elderly.  To  the  contiiary,  I  believe  that  any  reform  in  our  Social  Security  laws 
must  also  include  changes  designed  to  insulate  our  senior  citizens  from  the 
ravages  ol!  inflation. 

I  am  here  today  to  support  two  proposals — a  special  Consumer  Price  Index  for 
the  Elderly  upon  which  cost-of-living  increases  would  he  based,  and  an  auto- 
matic semi-annual  cost-of-living  adjustment  in  benefits.  These  refinements  in  the 
law  are  badly  needed  to  protect  our  elderly  from  the  cruel  tax  of  inflation. 

In  1974,  this  Congress  with  great  foresight  and  compassion  approved  Public 
Law  92-336  which  directly  ties  an  annual  increase  in  Social  Security  benefits  to 
increases  in  the  Consumer  Price  Index  prepared  by  the  Bureau  of  Labor  Statis- 
tics. This  Congress  wisely  realized  that  our  senior  citizens — half  of  whom  de- 
pend entirely  upon  Social  Security  as  their  only  form  of  income — ^needed  to  be 
protected  from  the  ravages  of  inflation. 

We  must  continue  to  increase  benefits  as  the  cost-of-living  rises,  but  I  would 
propose  to  modify  the  present  system  slightly. 

The  Consumer  Price  Index  measures  the  price  changes  of  a  hypothetical 
"market  basket"  of  goods  and  services  purchased  by  urban  wage  and  clerical 
workers  and  their  families.  The  prohlem  is  that  the  "market  basket"  of  our 
nation's  aged  is  significantly  different  from  that  of  the  general  population's.  The 
CPI,  therefore,  does  not  accurately  measure  the  real  cost-of-living  increases  faced 
by  our  elderly. 

Our  nation's  senior  citizens  spend  almost  all  of  their  budgets  on  food,  housing, 
medical  care,  and  energy.  One  estimate  of  a  senior  couple's  budget  shows  that 
87.8  percent  is  devoted  to  these  necessaries,  while  the  urban  wages  earners  pay 
only  65.3  percent  of  their  budgets  for  these  categories. 

But  these  are  the  very  categories  in  which  we  have  seen  prices  rising  faster 
than  the  infiation  as  a  whole  !  While  the  general  CPI  rose  by  37.6  percent  between 
1972  and  1976,  housing  costs  rose  by  37.9  percent,  medical  care  rose  by  41.2  per- 
cent, food  by  45.6  percent  and  energy  by  a  devastating  112.2  percent. 

Inflation  is  taking  "essentials"  out  of  the  reach  of  Social  Security  recipients. 
Accordingly,  seniors  are  finding  themselves  forced  to  choose  between  buying 
clothes  and  paying  the  electric  bill  or  obtaining  proper  medical  care  and  eating 
three  meals  a  day. 

In  short,  automatic  adjustments  based  on  the  general  CPI  are  not  sufficient  to 
keep  our  elderly 's  heads  above  water. 

My  solution  to  this  problem  is  a  simple  one :  the  Bureau  of  liabor  Statistics 
should  compute  a  "Consumer  Price  Index  for  the  Elderly,"  which  would  accu- 
rately reflect  a  senior  citizen's  "market  basket"  and  would  accurately  calculate 
rises  in  the  cost-of-living  faced  by  our  nation's  aged.  Then,  we  should  tie  our 
Social  Security  cost-of-living  adjustments  to  this  new  index. 

I  would  like  to  point  to  this  Committee  that  a  researcher  at  the  Portland  State 
University's  Institute  on  Aging  in  Oregon  actually  constructed  a  model  consum- 
er Price  Index  for  the  Elderly  (CPE)  to  determine  whether  a  difference  be- 
tween the  CPI  and  the  CPE  actually  does  exist.  He  used  the  same  methodology 
as  the  Bureau  of  Labor  Statistics  does  in  determining  the  correct  weighting  of 
each  item. 

His  results  show  that  Senior  Citizen's  spending  needs  have  been  increasing 
faster  in  the  past  three  years  than  the  general  CPI  and  that  the  "gap"  is  in- 
creasing. Our  senior  citizens  are  not  only  falling  behind  rising  prices,  but  they 
are  falling  behind  at  an  ever-increasing  rate. 

If  we  wish  to  maintain  the  premise  that  Social  Security  benefit  adjustments 
are  based  upon  the  rise  in  expenditures  of  its  recipients,  we  must  eanploy:  an 
accurate  Consumer  Price  Index  for  the  Elderly.  Only  in  this  way  can  we  provide 
a  just,  honest  and  fair  level  of  benefits  for  our  Senior  Citizens. 

Mr.  Chairman,  there  is  a  second  refinement  in  our  system  which  I  feel  we  need. 
In  September  of  1976,  President  Carter  stated : 

"The  cost-of-living  adjustment  mechanism  should  be  made  more  responsive 
during  periods  of  rapid  inflation  so  that  beneficiaries  do  not  have  to  wait  a  full 
year  for  catch-up  increases." 

I  fully  agree.  There  is  simply  too  much  "lag"  between  a  rise  in  prices  and  the 
corresponding  rise  in  Social  Security  benefits.  I  propose  to  make  these  adjust- 
ments semi-annual  during  periods  of  high  inflation. 

The  increase  in  benefits  that  took  effect  on  July  1  of  this  year  reflect  price 
increases  that  occurred  as  far  back  as  January  1976.  By  the  time  adjustments  are 
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made,  our  Social  Security  recipients  liave  already  spent  their  additional  bene- 
fits for  as  much  as  a  year  and  a  half  ! 

If  prices  rose  only  marginally  from  year  to  year,  the  present  mechanism  would 
1)6  acceptable.  But  with  double-digit  inflation  in  recent  years — and  the  threat  of 
renewed  double-digit  inflation  always  on  the  horizon — we  simply  cannot  allow 
the  purchasing  power  of  Social  Security  benefits  to  erode  for  a  full  year  before 
an  increase  is  permitted. 

To  help  protect  against  this  erosion  of  purchasing  power,  we  .should  provide 
.'<emi-annual  benefit  adjustments.  In  this  way,  we  would,  as  President  Carter 
suggests,  be  more  responsive  to  those  on  fixed  incomes  during  their  time  of  great- 
est need. 

Chart  C  and  D  graphically  compare  the  annual  and  .semi-annual  adjustments. 
With  a  constantly  rising  cost-of-living.  Chart  C  shows — in  the  shaded  area — the 
loss  of  purchasing  power  as  prices  rise  and  "catch-up"  benefit  increases  come  only 
once  a  year.  In  contrast,  the  shaded  area  in  Chart  D  depicts  the  loss  if  adjust- 
ments were  made  semi-annually.  The  time  lag  between  the  rise  in  prices  and  the 
increase  in  benefits  would  be  cut  in  half. 

Mr.  Chairman,  the  two  proiwsals  which  I  have  discussed  today  have  been  co- 
sponsored  by  over  100  of  our  colleagues  in  the  House  of  Representatives.  Thef^ 
have  been  endorsed  by  the  National  Council  on  Senior  Citizens,  the  American 
As.sociation  of  Retired  Persons,  and  the  National  Retired  Teachers  Association. 
The  Senate  Select  Committee  on  Aging  endorsed  these  proposals  in  its  Report  last 
year.  Yes,  Mr.  Chairman,  these  are  proposals  who.se  time  has  come.  I  would  urge 
this  Committee  to  include  these  proposals  in  the  Social  Security  package  that 
you  will  report  to  the  House. 
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Mr.  Jacobs.  We  are  happy  to  have  your  testimony. 

Mr.  Schulze  ? 

Mr.  Schulze.  Mr.  Traxler,  the  charts  you  present  are  very  interest- 
ing. Were  they  prepared  by  your  staff  ? 

Mr.  Traxler.  Yes,  Eichard  Gordon  of  my  staff  in  cooperation  with 
the  Library  of  Congress. 

Mr.  Schulze.  I  have  no  questions.  Thank  you  for  your  presentation. 

Mr.  Jacobs.  Mr.  Lederer  ? 

Mr.  Lederer.  No  questions.  Thank  you,  Congressman. 

Mr.  Jacobs.  Mr.  Tucker  ? 

Mr,  Tucker.  Bob,  I  want  to  thank  you  for  two  excellent  statements 
here  on  these  points.  They  are  well  made.  You  have  your  data  to  back 
it  up.  I  was  not  aware  that  you  were  getting  ready  to  introduce  this 
testimony  when  I  asked  Senator  Bumpers  the  question  about  the 
diverse  inflationary  impacts  that  the  elderly  receive  as  compared  to 
everyone  else. 

In  my  district  when  I  am  home,  I  constantly  hear  discussions  about 
the  problem  of  the  semiannual  cost-of-living  increase.  It  is  nothing  but 
a  device  to  save  money  for  the  Government.  We  certainly  have  to  have 
a  sound  and  balanced  fiscal  policy,  but  it  does  not  mean  that  we  should 
do  it  at  the  expense  of  those  who  paid  into  the  system  and  have  reason- 
able expectations  about  what  that  system  will  provide.  I  am  delighted 
to  see  your  statement.  The  long  list  of  cosponsore  you  have  on  each 
of  these  bills,  and  I  will  look  forward  to  joining  you  as  a  cosponsor  to 
each  of  these. 

Mr.  Traxler.  Thank  you  for  the  statement  and  your  cooperation. 

Mr.  Jacobs.  Mr.  Ketchum  ? 

Mr.  Ketchum.  No  questions,  just  thanks  for  being  here. 

Mr.  Jacobs.  Thank  you  very  much. 

Mr.  Traxler.  Thank  you,  gentlemen.  I  appreciate  this  and  I  am  not 
envious  of  the  task  before  you. 

Mr.  Jacobs.  We  are  grateful  for  your  help. 

Representative  Charles  Grassley  is  our  next  witness. 

STATEMENT  OF  HON.  CHARLES  E.  GRASSLEY,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  IOWA 

Mr.  Grassley.  Members  of  the  committee,  I  appreciate  the  oppor- 
tunity to  appear  before  you.  When  I  see  you  all  sitting  there,  I  am  re- 
minded of  how  hard  working  the  Ways  and  Means  Committee  is  and 
how  many  hours  day  after  day,  week  after  week  you  put  in  on  the  im- 
portant things  before  your  committee.  I  am  sorry  I  don't  get  more 
acquainted  with  you  people,  but  I  know  it  is  because  you  are  so  busy. 

My  written  testimony  I  do  not  care  to  read.  It  mentions  about  four 
or  five  things  about  the  social  security  system  that  I  would  like  to  leave 
for  your  consideration. 

Mr.  Jacobs.  Without  objection,  it  will  be  included  in  the  record. 

Mr.  Grassley.  I  would  like  to  take  perhaps  2  or  3  mmutes  to  expand 
on  one  I  refer  to  there,  the  $3,000  earnings  limit  and  remind  the  com- 
mittee that  I  have  a  bill  in  on  this  subject  that  has  51  cosponsors.  There 
are  many  other  like  bills  or  variations  thereof  with  many  cosponsors 
as  well,  and  with  this  large  number  of  cosponsors,  I  hope  these  will 
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bring  very  strongly  to  the  attention  of  the  AVays  and  Means  Committee 
this  important  piece  of  legislation. 

I  support  this  because  I  feel  there  should  be  no  economic  sanctions 
other  than  through  uniform  tax  laws,  against  the  desire  to  work  and 
what  in  America  we  have  come  to  call  the  right  to  work. 

The  earnings  limit  of  $3,000  is  such  an  economic  sanction,  a  penalty 
for  being  or  for  f  tie  desire  to  be  productive.  We  in  America  and  espe- 
cially in  this  Congress  ought  to  be  for  a  national  policy  that  encourages 
productivity,  not  discourages  productivity.  We  in  America  take  pride, 
and  especially  as  public  officials,  in  fighting  the  dread  social  diseases 
of  discrimination,  particularly  those  based  on  race,  sex,  national  origin 
or  religion  and  even  more  lately  in  recent  years,  the  discrimination 
that  is  based  on  age.  Yet,  the  earnings  limitation  is  as  blatant  a  form 
of  discrimination  based  on  age  as  any,  and  ought  to  be  abolished  for 
the  reasons  of  consistency  and  fairness,  if  for  no  other  reason. 

This  is  an  irrational  form  of  discrimination,  too,  when  you  consider 
that  within  the  category  of  those  over  age  65,  we  allow  those  who  want 
to  work  a  limitation  of  $3,000  of  earned  income,  but  for  those  who 
have  been  productive  through  their  lifetime  and  saved  to  a  consider- 
able extent  or  who  have  been  wise  in  their  investments  we  allow  an 
unlimited  return  on  those  investments  and  hence  no  limitation  on  their 
income. 

I  think  that  this  is  irrational  because  it  just  is  very  difficult  for  any 
of  us,  I  am  sure,  in  the  Congress,  to  explain  to  our  constituents  how 
we  can  put  a  limitation  on  those  who  desire  to  work  and  who  need  to 
work,  but  not  have  any  limitation  on  those  who  have  investment  in- 
come. I  don't  argue  today  for  a  limitation  on  investment  income.  I  only 
argue  for  the  fact  that  we  do  away  with  the  discrimination  against 
those  with  low  incomes  and  who  desire  to  work. 

You  cannot  explain  it,  I  am  sure,  to  your  constituents.  I  am  sure  I 
cannot  and  I  don't  pretend  to.  For  that  reason,  if  for  no  other,  I  think 
the  earnings  limitation  ought  to  be  abolished. 

But  more  importantly,  and  more  philosophically.  I  think  that  we 
ought  to  abolish  it  because  by  discouraging  senior  citizens  from  work- 
ing, we  are  in  a  sense  keeping  them  out  of  the  main  stream  of  American 
society.  We  ought  to  be  promoting  the  mainstreaming  of  our  senior 
citizens  whether  it  is  in  work  or  any  other  programs  for  senior  citizens, 
the  same  way  we  try  to  mainstream,  for  instance,  the  handicapped  in 
our  educational  setups  throughout  America. 

First  of  all,  such  mainstreaming  we  know  statistically  is  more 
healthy  for  them  and  from  your  standpoint  as  being  members  of  the 
Ways  and  Means  Committee,  you  ought  to  consider  if  that  means  it  is 
going  to  be  less  costly  to  the  medicare  system,  but  more  importantly, 
if  it  is  going  to  bridge  the  generation  gap  by  making  a  more  cohesive 
American  society. 

I  sense  that  the  earnings  limit  might  have  already  been  abolished 
today  if  its  cost  to  the  system  was  not  considered  so  great.  The  cost 
figures  most  commonly  cited  that  I  have  seen  range  from  $6  billion  to 
$7  billion.  When  I  first  heard  these  figures,  I  was  naturally  shocked 
and  as  a  result,  checked  out  these  figures  with  the  Social  Security 
Administration.  Apparently,  the  figures  were  arrived  at  without  tak- 
ing into  account  two  important  factors.  First,  if  those  nearing  age  65 
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could  earn  as  much  as  they  might  want  to,  more  people  might  choose 
to  draw  benefits  at  age  62,  thus  reducing  the  outgo  to  the  social  secu- 
rity system. 

More  importantly,  however,  is  that  with  an  unlimited  earning  poten- 
tial, social  security  recipients  would  contribute  substantially  more  tax 
dollars  to  that  system.  The  Social  Security  Administration  says  it  is 
unable  to  determine  the  cost  savings  of  these  two  considerations  that 
you  don't  generally  read  about.  But,  I  would  imagine  that  they  could 
reduce  this  $6  to  $7  billion  figure  substantially.  From  that  standpoint, 
I  would  ask  that  the  committee,  if  it  hasn't  already  done  so,  to  look 
into  those  factors  not  commonly  given  to  us. 

In  conclusion,  I  would  like  to  say  older  citizens  represent  an  ever- 
increasing  proportion  of  the  population  and  an  increasingly  vocal 
segment  of  the  electorate.  They  are  demanding  fair  treatment  under 
Federal  law  and  no  longer  accept  the  reasoning  that  their  importance 
to  society  is  minimal  or  they  must  retire  to  make  room  for  younger 
workers.  For  the  committee  to  call  for  an  end  to  the  earnings  limit 
Avould  represent  an  important  step  toward  recognizing  the  value  of 
older  citizens  as  individuals.  In  the  long  run,  this  recognition  could 
be  to  the  long-term  advantage  of  the  social  security  system  because 
older  citizen  might  become  less  dependent  upon  the  system  and  thus 
more  willing  to  accept  adjustments  which  may  be  needed  to  insure  its 
long-term  viability. 

I  will  be  happy  to  answer  any  questions  you  might  have.  Otherwise, 
I  appreciate  your  giving  me  this  part  of  your  important  valuable 
time. 

[The  prepared  statement  follows:] 

Statement  of  Hon.  Charles  E.  Grassley,  a  Representative  in  Congress 

From  the  State  of  Iowa 

Thank  you  for  allowing  me  this  opportunity  to  testify.  I'd  like  to  express  ap- 
preciation to  the  committee  for  holding  hearings  on  social  security,  with  their 
particular  emphasis  on  how  to  solve  the  short  and  long  term  financial  problems 
facing  the  system.  Many  of  my  constituents  have  written  regarding  the  security 
of  their  benefits  and,  in  addition,  many  have  written  complaining  about  certain 
"questionable"  uses  to  which  they  believe  social  security  funds  have  been  put. 
Examples  of  these  alleged  uses  are  payments  to  foreign  nations  for  assistance,  and 
payments  to  newly-arrived  aliens.  Although  social  security  funds  are  clearly 
not  being  used  for  these  purposes,  I  don't  believe  we  can  expect  an  end  to  such 
misconceptions  until  the  large  deficits  in  the  system  are  eliminated. 

Though  my  primary  purpose  for  being  here  is  to  advocate  the  adoption  of 
legislation  doing  away  with  the  outside  earnings  limit,  I  would  like  to  first  add 
my  support  to  the  "decoupling"  proposal.  At  the  very  least,  I  would  hope  Congress 
could  act  on  this  proposal  this  year,  in  order  to  assure  our  older  citizens  receiving 
social  security,  or  about  to  become  eligible,  that  we  will  take  whatever  action 
is  necessary  to  insure  the  long-term  viability  of  the  system. 

On  the  matter  of  the  outside  earnings  limit,  you  may  be  aware  that  my  bill 
alone,  originally  introduced  as  H.R.  1590,  has  51  cosponsors.  I  know  there  are 
several  measures  identical  to  mine,  which  I'm  sure  also  have  many  cosponsors. 

The  earnings  limit,  in  my  opinion,  is  indicative  of  an  attitude  in  this  Nation 
which,  until  recent  years,  has  gone  unquestioned.  That  attitude,  held  even  by 
many  senior  citizens,  is  that  once  someone  reaches  the  age  of  65,  their  value  to 
society,  and  their  productive  capacities  decrease  considerably.  The  outside 
earnings  limit  has  historically  not  been  viewed  as  a  burden  on  older  citizens 
because  of  this  attitude.  In  conjunction  with  Federal  laws  which  permit  the 
forced  retirement  of  Federal  workers  at  age  70,  and  workers  in  the  private 
sector  at  age  65,  we  have  effectively  placed  a  limit  on  how  long  older  people  may 
work,  and  how  much  they  may  earn.  I  would  ask  the  committee  to  keep  in  mind, 
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however,  that  when  the  social  security  law  was  enacted  in  1935,  the  average  life 
expectancy  was  61.7  years.  Today,  it  is  72.5  years.  This  dramatic  increase 
suggests  that  Federal  law  has  not  been  adecjuately  adjusted  to  take  into  account 
the  fact  that  people  are  living  longer,  and  maintaining  their  health  and  mobility 
longer  than  at  any  time  in  history.  The  Committee  on  Education  and  Labor, 
in  passing  just  last  week  legislation  to  eliminate  mandatory  retirement  for 
Federal  workers,  and  to  raise  to  70  the  age  after  which  workers  in  the  private 
sector  can  be  forced  to  retire,  has  clearly  become  cognizant  of  these  changes ; 
I  hope  this  committee  will  be  just  as  forthright  in  its  recognition  of  the  needs 
and  rights  of  older  workers. 

Of  course,  there  are  more  than  just  philosophical  reasons  for  doing  away  with 
the  earnings  limit.  First,  social  security  is,  for  all  practical  purposes,  like  a 
pension  earned  through  contributions  to  a  special  fund.  Thus,  it  is  not  related  to 
need,  which  suggests  the  absence  of  grounds  for  denying  benefits  when  a  recipient 
earns  more  than  the  earnings  limit. 

In  addition,  a  retiree  with  substantial  investment  income  is  in  no  way  affected 
by  the  earnings  limit  unless  he  or  she  takes  a  job.  Obviously,  then,  current  law 
favors  those  v\ho  make  tlie  highest  wage  uuring  tiieir  working  liietimes,  and  who 
have  the  most  sizeable  investments. 

Frankly,  I  sense  that  the  earnings  limit  might  already  have  been  abolished  if 
its  cost  to  the  system  was  not  considered  so  great.  The  cost  figures  most  common- 
ly cited  range  from  $6  billion  to  $7  billion.  When  I  first  heard  these  figures  I  was, 
naturally,  shocked  and,  as  a  result,  checked  them  out  with  an  actuary  at  the 
Social  Security  Administration.  Apparently,  the  figures  were  arrived  at  without 
taking  into  account  two  important  factors.  First,  if  those  nearing  age  65  could 
earn  as  much  as  they  might  want  on  the  outside,  more  people  might  choose  to 
draw  benefits  at  age  62,  thus  reducing  the  outgo  of  the  system.  More  important, 
however,  is  that,  with  an  unlimited  earnings  potential,  social  security  recipients 
would  contribute  substantially  more  tax  dollars  to  the  system.  The  Social  Security 
Administration  says  it  is  unable  to  determine  the  costs  savings  of  these  two  con- 
siderations, but  I  would  imagine  that  they  could  reuuce  that  $6  billion-$7  billion 
figure  substantially. 

In  conclusion,  older  citizens  represent  an  ever-increasins:  proportion  of  the 
population  and  an  increasingly  vocal  segment  of  the  electorate.  They  are  demand- 
ing fair  treatment  under  Federal  law  and  no  longer  accept  the  reasoning  that 
tbeir  importance  to  society  is  minimal,  or  that  they  must  retire  to  make  wav  for 
younger  workers.  For  the  committee  to  call  for  an  end  to  the  earnings  limit 
would  represent  an  important  step  toward  recognizing  the  value  of  older  citizens 
as  individuals.  In  the  long  run,  this  recognition  could  be  to  the  long-term  ad- 
vantage of  the  social  security  system,  because  older  workers  might  well  become 
less  dependent  on  the  system,  and,  thus,  more  willing  to  accept  adjustments 
which  may  be  needed  to  insure  its  long-term  viability. 

Mr.  Jacobs.  Thank  you,  Mr.  Grassley,  Mr.  Schulze? 

Mr.  ScHTTT.zE.  Thank  you,  Mr.  Chairman. 

T  would  like  to  thank  my  colleague  for  taking:  time  out  of  his  very 
busy  schedule  to  be  with  us  today  and  to  present  this  very  cogent 
testimony. 

Chuck,  have  you  given  any  thought  to  long-term  demographics  ? 

We  are  fast  reaching  a  point  where  we  are  goinsr  to  be  dependent 
upon  senior  citizens  for  power  and  have  you  thoughts  on  the  ramifica- 
tions of  that? 

Mr.  Grassley.  Yes ;  I  think  things  are  going  to  be  particularly  tough 
on  the  social  security  trust  fund  around  the  turn  of  the  century,  and 
both  because  of  the  longer  age  that  people  are  living  and  because  of  the 
decline  in  birth  rate. 

There  is  going  to  be  a  change  in  the  contribution  ratio,  where  now 
one  person  collects  for  two  and  eiirht-tenths  paying  into  the  system, 
I  think  at  the  turn  of  the  century  it  is  going  to  be  2.1  paying  into  the 
system  for  every  one  paying  out. 
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From  that  standpoint  I  think  we  need  to  look  to  the  capabilities  of 
senior  citizens  who  want  to— I  would  never  want  any  of  this  testimony 
to  be  taken  to  suggest  that  I  favor  doing  away  with  the  opportunities 
for  early  retirement  that  people  might  want  to  take,  but  given  them 
the  opportunity  to  work  if  they  desire  and  to  the  extent  they  are  doing 
that  of  their  free  choice,  they  are  going  to  be  a  contributing  factor 
to  that  system  and  to  society  as  a  whole. 

Mr.  ScHULZE.  I  presume,  then,  you  also  feel  if  we  do  not  make  some 
kind  of  changes  or  adjustments  we  would  be  wasting  a  very  valuable 

Tifjf  ioTifil  rcsourcB  ? 

Mr.  Grassley.  Very  definitely.  Creativity,  the  social  good,  the  health 
of  that  class  of  people  over  age  65.  .       ^  .  -,  .-u 

I  know  through  my  membership  on  the  Agmg  Committee  and  the 
work  of  that  committee  and  the  other  people  who  have  testified  b<itore 
that  committee,  it  has  been  demonstrated  that  the  health  of  the  people 
who  are  still  in  the  work  force  is  much  better  than  those  who  retire. 

We  also  know  that  there  may  be  a  direct  correlation  between  people 
who  are  forced  to  retire  and  the  incidence  of  suicide,  for  example. 

There  are  all  sorts  of  bad  social  connotations  of  forced  retirement 
other  than  the  economics  of  it.  .  .       ,  , 

Mr.  ScHULZE.  Has  your  work  on  that  committee  pointed  up  any  sta- 
tistics of  death  shortly  after  retirement  ?  •      1       J    1.     n 

I  have  heard,  for  years,  the  stories  of  people  who  retired  and  shortly 
thereafter  died,  because  they  didn't  have  any  interest  or  involvement 
Many  feel  that  there  can  be  premature  death  because  of  the  lack  ot 
involvement. 

Are  there  any  statistics  on  that? 
Mr.  Grassley.  Yes ;  very  definitely. 

Some  of  our  people  who  have  so  much  social  concern  say  the  answer 
to  that  is  that  vou  prepare  people  for  mandatory  retirement  through 
the  educational  process,  social  process,  and  we  would  ]ust  relieve  this 
problem  to  a  great  extent  by  getting  people  psychologically,  socially, 
economically  ready  for  forced  retirement.  ,     ,     -r  i,        +i. 

I  don't  see  that  as  an  answer  and  I  hope  you  don  t,  1  hope  tne  com- 
mittee doesn't.  ,  ,  .  i.  1  i.-  4. 
I  suppose  the  thing  that  most  impressed  me  about  forced  retiremeiit 
was  when  I  was  in  college  I  was  working  my  way  through  college  by 
working  in  the  office  of  the  Rath  Packing  Co.  m  Waterloo,  Iowa,  and 
I  knew  an  elderly  gentleman  there  who  was  superintendent  ot  the  hog 
kill  and  he  enjoyed  his  work.                                                     .             , 

One  day  somebody  came  in  and  said,  "You  know  today  is  your  last 
dav ;  we  don't  need  vou  any  more."  ,    .    ,    .  ^-u  4-  ^„,,  i.^ 

I  suppose  they  did  it  more  carefully  than  that,  but  the  next  day  he 
shot  himself.  Somehow,  that  has  left  a  deep  impression  on  me. 

Statisticallv  that  is  not  an  isolated  instance.  I  fo}"jd/>ut  smce  being 

a  Member  of  Congress  and  since  being  a  public  official  that  most  things 

are  more  than  single-instance  occurences.  .t,  +  i^o^r^or^c 

As  your  questions  have  indicated,  you  obviously  know  that  happens 

with  some  f  requencv. 

Mr.  ScHULZE.  Thank  you  very  much. 
Thank  you,  Mr.  Chairman. 
Mr.  Jacobs.  Mr.  Lederer? 
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Mr.  Lederer.  Thank  you,  Congressman.  I  am  a  sponsor  of  your  bill, 
1  of  the  51,  but  I  am  going  to  hold  judgment  to  see  what  organized 
labor  and  the  business  community's  feelings  are  on  some  of  your 
formulas. 

You  know,  I  have  a  problem  that  has  not  come  across  our  commit- 
tee in  the  last  2  days. 

One  Mr.  Lederer  hopes  some  day  to  retire  in  good  health,  and  may- 
be I  could  be  productive  in  other  areas,  but  I  would  like  to  think  I 
would  be  financially  secure  enough  to  go  into  those  other  areas. 

AVliat  we  are  starting  to  get  now  is  people  are  retiring  who  are  re- 
tiring because  they  are  forced,  they  are  in  good  health. 

I  would  like  to  retire  when  I  am  in  good  health  and  to  enjoy  it  with 
my  wife  hi  my  twilight  years. 

Mr.  Grassley.  I  hope  there  is  no  insinuation  in  my  testimony  or  by 
any  of  the  people  in  favor  of  allowing  people  beyond  65  to  work,  that 
first  of  all  the  social  security  system  shouldn't  be  strong  enough  to 
allow  you  to  retire,  that  there  shouldn't  be  encouragement  through  our 
tax  programs  of  the  Federal  Government,  to  encourage  savings  for 
retirement,  and  that  if  you  want  to  retire  you  shouldn't  be  able  to  do 
it.  Certainly,  we  have  economic  incentives  in  our  society  outside  of  the 
social  security  system  that  would  encourage  you  to  be  productive  and 
to  save. 

Our  free  society  ought  to  encourage  and  allow  that  to  be  done. 

I  hope  there  is  no  inference  in  any  of  this  that  you  should  not  have 
that  freedom  and  that  somehow  we  ought  to  force  you  to  work  beyond 
any  point  at  which  you  want  to  retire. 

That  sort  of  regimentation  I  don't  like  any  more  than  the  regimen- 
tation on  restrictions  on  what  you  can  earn  or  mandatory  retirement, 
which  I  think  is  that  sort  of  regimentation.  I  think  we  are  speaking 
toward  the  total  freedom  of  the  individual. 

That  is  what  this  society  is  all  about. 

Could  I  also  read  into  the  record  about  your  comments  ? 

I  also  had  questions  about  where  the  labor  movement  might  be  on 
this  particular  bill  you  are  cosponsoring.  So,  on  February  10,  I  wrote 
to  George  Meany  and  the  letter  comes  from  Andrew  J.  Biemiller. 

That  was  answered  on  February  10. 1  had  written  previously  to  that. 

He  said : 

President  Meany  has  referred  your  letter  to  me  inasmuch  as  it  concerns  a 
legislative  issue.  We  are  opposed  to  any  further  broadening  of  the  earnings 
income  limitation  on  social  security  recipients. 

We  have  also  opposed  and  will  continue  to  oppose  any  and  all  attempts  to 
lower  the  income  for  teenage  workers. 

That  was  on  another  issue  I  was  writing  about. 

I  hope  that  answers  your  question,  unless  they  since  have  changed 
their  position. 

There  might  be  some  indication  they  have  because  there  has  been 
a  lot  in  the  news  media  recentlv  about  George  Meanv  being  up  in  years 
and  being  presiclent  of  the  AFI^CIO,  and  surely  if  he  wants  to  con- 
tinue in  that  position  he  should  not  be  opposed  to  other  people  working 
beyond  age  65,  if  they  want  to,  without  any  economic  sanctions,  work. 

Mr.  Lederer.  I  thank  the  Congressman  for  being  a  witness  this 
morning  and  for  that  last  bit  of  testimony. 

Mr.  Jacobs.  Mr.  Tucker  ? 
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Mr.  Tucker,  Xo  questions. 

Mr.  Jacobs.  Mr.  Ketchum  ? 

Mr.  Ketchum.  Chuck,  thank  you. 

On  repeal  of  the  earnings  limitation,  we  can  beat  a  dead  horse  to 
death,  but  I  think  that  is  very  popular  by  and  large  in  the  Congress. 

To  keep  that  limitation  in  this  day  and  age  does  not  make  any  sense 
to  me.  It  possibly  could  have  during  the  depths  of  the  depression.  If 
I  pay  into  a  retirement  system  and  I  say  I  am  going  to  retire  at  age 
65  and  I  retire  at  age  65  and  start  drawing  those  benefits,  insurance 
companies  do  not  care  what  I  do. 

We  have  an  equally  ridiculous  provision  in  our  teachers'  retirement 
in  the  State  of  California  where  we  say  to  a  teacher  who  might  retire 
after  30  years  or  so,  "If  you  earn  monev  teaching  beyond  a  certain 
amount,  your  retirement  benefits  will  be  cut  off".'" 

Xow,  that  teacher  can  go  out  and  do  anvthing  else  but  teach  school. 
That  is  the  most  ridiculous  waste  of  a  resource  that  I  can  conceive  of. 
Where  there  is  a  need  for  parttime  teachers  and  this  individual  is  avail- 
able and  wants  to  do  the  work,  why  should  the  retirement  be  cut  off? 

We  keep  calling  this  an  insurance  system,  and  it  was  designed  to  be 
supplementary  to  help  people  through  their  retirement  years,  and 
through  the  actions  of  this  same  Congress  over  the  past  30  years  we 
have  contributed  immeasurably  to  the  inflationary  rate  through  our 
spending  practices  to  put  them  in  the  position  they  are  in. 

Now  we  are  saying  on  the  other  hand  maybe  we  should  not  do  any- 
thing about  it.  I  think  this  is  one  small  thing  that  we  can  do  to  aid 
those  individuals  on  whom  we  are  impacting  so  heavily. 

I  totally  agree  with  you  that  Treasury  or  Social  Security  can  do 
anything  with  figures  they  want  to. 

An  Assistant  Secretary  of  the  Treasury,  if  he  likes  a  provision  in  a 
bill  he  will  tell  you  it  won't  cost  too  much.  But,  if  he  doesn't  like  it, 
he  can  reach  behind  him  and  pull  out  a  figure — astronomical — until 
you  nail  him  down. 

I  think  the  same  thing  is  true  here.  There  is  no  way  to  immediately 
measure  the  impact  on  revenue  one  way  or  the  other  until  you  let  that 
free  market  operate  and  let  those  people  do  what  they  want. 

Mr.  Grassley.  I  would  like  to  comment  on  your  statement  about  this 
is  a  politically  popular  issue. 

I  know  your  implication  isn't  that  it  is  popular  to  officeholders  to 
give  us  something  to  make  us  look  good  back  home. 

It  is  politically  popular  because,  first  of  all,  we  can't  justify  it  and 
there  is  much  concern  at  the  grassroots  about  that,  and  that  concern 
is  filterino;  its  way  up  through  our  political  process  to  ]Deople  like  you 
and  me.  That  is  why  there  were  so  many  cosponsors  of  these  various 
bills  and  that  is  why  our  mail  on  social  security  issues  is  so  much  more 
dominated  by  this  one  issue  than  all  others,  because  it  is  wrong  and 
that  makes  it  of  concern  to  people  back  home,  and  it  is  our  responsi- 
bility to  correct  that. 

Mr.  Ketchum.  I  could  not  agree  with  vou  more.  When  I  say  it  is  a 
politically  popular  issue,  that  certainly  should  be  in  a  society  such  as 
ours  a  reflection  of  the  attitudes  of  the  people  that  we  represent. 

Otherwise,  you  would  not  have  any  correspondence. 

Mr.  Jacobs.  Chuck,  at  the  risk  of  a  divergent  point  of  view,  at  least 
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for  the  record,  I  should  say  that  one  of  the  great  tests  of  democracy  is 
self-discipline. 

Somebody  mentioned  Russia  a  while  ago.  They  don't  need  self-dis- 
cipline in  Russia.  It  is  imposed  upon  them.  What  is  politically  popular 
quite  often  is  that  which  will  bankrupt  our  Treasury. 

If  I  remember  correctly  the  Vietnam  war  was  very  politically  popu- 
lar in  1965  and  1966.  As  one  who  opposed  it,  I  will  show  you  how  un- 
popular I  was. 

Are  we  dealing  here  with  the  freedom  not  to  retire  or  would  it  be 
stated  semantically  better  to  say  the  freedom  not  to  retire  and  to  con- 
tinue to  draw  some  kind  of  retirement  benefit  ? 

Isn't  that  the  natural  corollary  of  the  testimony  this  morning,  that 
if  a  person  is  not  forced  to  retire,  then  a  person  should  not  draw  retire- 
ment benefits  ? 

Mr.  Grassley.  My  answer  to  that  is  that  it  involves  basically  our 
attitude  that  is  it  going  to  cost  money  to  do  it,  and  from  that  stand- 
point it  treats  one  class  of  citizens  differently  than  we  do  all. 

It  is  an  additional  separate  tax  because  of  the  50-percent  tax  on 
top  of  the  other  income  taxes  and  other  social  security  taxes  on  any- 
thing you  make  over  $3,000. 

So,  I  say  that  it  is  discrimination  because  it  is  not  uniform  taxation 
for  all  classes  of  people. 

Mr.  Jacobs.  Chuck,  if  we  don't  engage  in  "ageism,"  if  we  merely 
deal  with  the  question  of  retirement  or  nonretirement,  forgetting  the 
person's  age,  what  is  the  tax  against  you  and  me  for  working  and 
not  receiving  social  security  benefits  or  other  retirement  benefits? 

Mr.  Grassley.  It  is  the  regular  income  tax  that  is  applicable  to 
any  citizen  that  might  be  in  our  tax  bracket. 

Mr.  Jacobs.  That  would  be  true  of  my  father  who  is  71  and  working. 

Mr.  Grassley.  No  ;  he  also  has  that  additional  tax  if  he  makes  over 
$3,000  of  paying  50  percent 

Mr.  Jacobs.  I  do,  too ;  don't  I  ? 

Mr.  Grassley.  If  you  were  between  the  ages  of  65  and  72,  yes. 

Mr.  Jacobs.  Do  you  follow  me,  then  ? , 

We  really  have  to  engage  in  a  little  ageism  to  arrive  at  that  con- 
clusion. If  a  person  at  75  years  of  age  is  gainfully  employed  and  let's 
say  gaining  $100,000  a  year  in  his  or  her  employment,  you  almost  have 
to  deal  in  the  question  of  age  and  discrimination  on  the  basis  of  age 
to  say  that  person  is  somehow  being  deprived  of  tax  because  the  U.S. 
Government  somehow  or  in  some  way  has  not  sent  a  check  to  him? 

Mr.  Ketchum.  Would  the  gentleman  yield? 

I  thank  the  gentleman  for  yielding  and  I  congratulate  him  on  the 
fact  that  his  father  has  such  great  longevity,  but  your  father  is  not 
going  to  have  to  worry. 

One  more  year  and  we  are  going  to  discriminate  the  other  way 
and  say : 

Mr.  Jacobs,  you  can  earn  all  the  money  you  want  and  there  Isn't  going  to  be 
any  limitation  on  your  earnings  because  after  age  72,  get  your  social  security 
and  work  all  you  want. 

So,  maybe  we  discriminate  in  another  way. 

Mr.  Jacobs.  Do  you  want  to  back  up  one  square  and  ask  if  that  is 
fair  if  he  earns  $100,000  a  year  ? 
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Mr.  Ketchum.  It  doesn't  bother  me. 

If  he  has  paid  into  that  program  to  age  65  he  is  entitled  to  draw 
the  benefits  whether  he  is  making  $100,000  more  or  less. 

Mr.  Jacobs.  I  have  listened  to  the  testimony  all  morning  in  relative 
silence,  and  I  just  think  the  record  ought  to  reflect  some  discussion 
about  that  point,  that  somewhere  along  the  line  the  question  ought 
to  be  asked :  Does  the  fact  that  you  pay  into  an  insurance  program 
require  logically  in  our  society  and  our  scheme  of  things  your 
entitlement  to  collect  from  that  insurance  program. 

If  so,  I  am  losing  a  hell  of  a  lot  of  money  on  my  automobile  in- 
surance, which  I  have  paid  for  the  last  20  years  without  a  claim. 

So,  I  am  not  saying  what  is  right  and  what  is  wrong  in  this  situ- 
ation, but  I  am  saying  that  these  are  things  logically  that  occur  to 
me  which  ought  to  be  taken  into  account  before  the  whole  hearing  turns 
into  a  complete  love  fest  on  one  side  of  the  question, 

I  think  there  is  another  side  of  the  question  that  ought  to  be  con- 
sidered. Wliat  I  am  suggesting.  Chuck,  is  that  at  some  point  of  income 
regardless  of  age  you  don't  discriminate  on  the  basis  of  age  or  sex. 
Everyone  is  an  individual,  regardless  of  age  at  some  point  in  income, 
$20,000,  $30,000,  $40,000,  $50,000  or  even  $100,000  to  my  logic  it  be- 
comes rather  ludicrous  even  if  my  father  has  paid  into  the  social 
security  fund,  that  with  $100,000  of  income  he  ought  to  take  an>^hing 
out  of  it  until  the  evil  against  which  the  insurance  is  basically  de- 
signed, mainly  deprivation  in  old  age,  occurs. 

Mr.  Grassley.  Could  I  say  that  probably  we  wouldn't  even  have 
the  problem  that  is  before  us  today,  and  consequently  the  legitimate 
questions  you  raise,  if  we  look  at  the  purpose  of  age  65  in  the  first 

place.  .       . 

What  about  that?  At  the  time  social  security  was  mstitnted  the 
average  lifespan  in  America  was  61.7.  So,  we  set  up  a  social  security 
system  which  said  you  can  retire  at  age  65. 

In  other  words,  that  was  like  saying  we  had  a  retirement  policy 
and  a  social  security  policy,  that  you  could  work  up  until  the  day 
you  dropped  dead. 

That  65,  I  don't  know  what  is  magic  about  that  because  we  know 
that  Bismarck  started  out  in  1889  and  we  adopted  65,  but  the  longevity 
now  is  71.2  on  the  average. 

I  guess  what  we  are  saying  is  why  shouldn't  you  be  allowed  to  work 
without  any  penalty  as  long  as  you  want,  especially  as  now  that 
longevity  is  beyond  age  65.  Our  policy  ought  to  be  updated  to  reflect 
what  the  facts  of  the  average  American  is,  his  life  expectancy. 

Mr.  Jacobs.  Thank  you  very  much. 

Are  there  other  questions?     • 

Chuck,  thank  you  very  much  for  your  appearance  here  today. 

[The  following  was  submitted  for  the  record :] 

Statement   op   Hon.   Benjamin   A.   Oilman,   a  Representative  in   Congress 

From    the    State  of   New   York 

Mr  Chairman:  I  welcome  this  opportunity  to  discuss  the  need  for  repeal 
of  the  Social  Security  earnings  limitations  test  for  workers  between  the  ages 
of  65  and  72.  In  January  of  this  year,  I  introduced  H.R.  1768,  which  would  ac- 
complish  this  goal.  Since  that  time,  I  have  re-introduced  this  legislation  with  a 
total  of  thirtv  co-sponsors,  and  have  noted,  with  .pleasure,  support  for  similar 
measures  in  the  Senate  which,  I  believe,  is  indicative  of  a  real  concern  among 
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my  colleagues  for  the  protection  and  recognition  of  the  rights  and  abilities  of  our 
Older  Americans. 

Under  the  present  law,  individuals  between  the  ages  of  65  and  71  lose  one 
dollar  of  Social  Security  benefits  for  every  two  dollars  of  earnings  over  $250  a 
month.  In  essence,  the  law  requires  that  a  Senior  Citizen  pay  a  50  percent  income 
tax  in  addition  to  Federal  and  State  income  taxes,  Social  Security  deductions 
and  burdensome  property  taxes.  It  is  becoming  increasingly  difficult  for  our 
Older  Americans  to  "make  ends  meet"  at  a  time  when  inflation,  high  prices  and 
and  spiralling  service  rates  impose  unbearable  burdens  upon  them. 

The  injustice  of  such  a  burden  is  further  illustrated  by  noting  that  the  heaviest 
weight  falls  upon  the  poorer  Senior  Citizens.  Whereas  the  person  over  sixty-five 
with  substantial  dividend  or  interest  income  is  not  penalized,  the  poorer  in- 
dividual, the  person  most  likely  to  seek  to  supplement  his  income  through  work, 
faces  this  added  penalty. 

In  the  article,  "Punished  for  Working"  appearing  in  the  January,  1977  issue 
of  Modern  Maturity  magazine,  published  by  the  American  Association  of  Re- 
tired Persons,  the  author,  Harold  Holbrook,  illustrates  the  inequity  of  the  present 
system. 

"In  the  first  few  months  of  1976,  I  earned  $2,760,  a  magic  number  set  by  the 
Congress.  The  following  month,  since  I  had  continued  to  work,  I  had  to  pay  an 
extra  'tax'  because  I  was  over  age  65,  and  not  yet  72.  That  was  the  law !  Of 
every  $2  earned  above  $2,760  in  any  one  year,  I  had  to  forfeit  $1  of  Social  Security 
benefits  for  the  year  until  all  benefits  had  been  forfeited  for  every  month  in  which 
my  earnings  exceeded  $230. 

"That's  a  50  percent  tax  on  top  of  all  other  taxes.  Just  for  working  !  If  I  played 
the  market,  or  the  horses,  or  the  numbers,  and  won,  but  did  not  work,  there  would 
be  no  forfeit. 

"Since  my  net  take-home  pay  is  less  than  carfare  and  lunch  money,  I've  quit 
working  .  .  .  The  way  in  which  legislation  discourages  working  is  inexorable. 
Earn  $774.  Take  home  $21 !  What  a  deal !  Yet  that's  how  things  work  out  for  the 
hypothetical  self-employed  single  person — such  as  a  widow  or  a  widower  .  .  ." 

The  earnings  test  has  several  other  disturbing  ramifications.  First,  by  forcing 
people  who  would  like  to  work  out  of  the  work  force,  it  destroys  many  people's 
ability  to  be  self-reliant,  to  feel  dignity  and  self-respect.  We  must  ask  ourselves, 
Mr.  Chairman,  how  can  we  allow  to  continue  a  policy  which  so  obviously  con- 
tradicts the  concepts  of  the  work  ethic  and  the  worth  of  the  individual  .  .  .  con- 
cepts so  fundamental  in  the  foundation  and  development  of  our  country  ? 

Furthermore,  we  must  question  a  policy  which  deprives  our  country  of  the 
talents  and  productivity  of  some  of  our  society's  most  qualified  and  knowl- 
edgeable people.  Indeed,  this  committee  has  heard  testimony  that  the  ratio  of 
workers  to  beneficiaries  of  Social  Security  will  drop  dramatically  in  the  next 
thirty  years.  Let  us  not  worsen  the  trend  by  denying  society  the  productive 
capabilities  of  willing  and  able  workers. 

Beyond  this  argument  is  a  moral  issue.  These  people,  year  after  year,  con- 
sistently paid  Social  Security,  believing  that  they  were  creating  a  retirement 
account.  To  deny  them  the  benefits  they  anticipated,  or  to  attach  "strings"  to  the 
payment  of  these  benefits  violates  the  trust  with  which  these  payments  were  made. 

I  thank  the  committee  for  permitting  me  to  testify  on  behalf  of  this  important 
legislative  initiative,  repealing  the  earnings  limitation  test.  For  the  benefit  of 
our  senior  citizens  and  our  nation,  I  urge  the  committee  to  expedite  passage  of 
this  worthy  proposal. 

Congress  of  the  United  States, 

House  of  Representatives, 
Washington,  D.C.,  July  18,  1977. 
Hon.  James  A.  Burke, 

Chairman,  Subcommittee  on  Social  Security,  House  Ways  and  Means  Committee, 
Washington,  B.C. 

Dear  Mr.  Chairman  :  I  am  advised  that  in  your  deliberations  of  our  social 
security  system,  your  committee  will  be  discussing  the  issue  of  the  outside  earn- 
ings limitation  placed  upon  social  security  recipients.  The  committee  is  scheduled 
to  continue  such  deliberations  on  July  19th.  Inasmuch  as  I  am  a  cosponsor  of 
legislation  to  remove  the  present  ceiling  on  outside  earnings,  I  would  like  to  take 
a  few  brief  moments  to  share  my  own  sentiments  on  this  issue  and  I  am  hopeful 
that  in  due  course  the  committee  will  see  their  way  clear  to  favorably  act  on 
legislation  to  remove  or  amend  the  present  ceiling. 
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As  I  am  sure  you  will  agree,  the  originators  of  the  social  security  system  in- 
tended the  program  to  supplement  a  retii'ee's  income.  By  placing  a  limit  on  the 
amount  of  money  a  recipient  can  earn,  we  are,  therefore,  defeating  this  original 
intent.  Additionally,  it  is  the  person  living  on  a  fixed  income  that  is  least  able  to 
adjust  his  income  upward  to  meet  the  rising  costs  of  inflation  and  must  dei^end 
upon  Ck)ngress  to  increase  his  income  to  adequately  meet  a  situation  that  Con- 
gress helped  to  create,  namely  inflation. 

Because  of  present  law,  every  dollar  earned  above  the  present  $3,000  ceiling  is 
taxed  at  the  rate  of  50  i>ercent  or,  more  simply  stated,  a  recipient  forfeits  50 
cents  in  social  security  income.  I  am  of  the  belief  that  this  is  discriminatory  to- 
ward our  elderly,  most  of  whom  are  over  age  60,  and  against  the  poor  who  might 
otherwise  try  to  boost  their  earnings  after  retirement  in  light  of  the  fact  that 
retirees  with  sizeable  investments  do  not  lose  their  social  security  benefits. 

Mr.  Chairman,  I  am  keenly  aware  of  the  tremendous  task  facing  the  members 

of  your  committee  in  the  ensuing  months,  a  t«sk  which  I  clearly  do  not  envy.  I 

am  hopeful  that  evidence  presented  at  tomorrow's  hearings  will  lend  credence  to 

the  above  and  that  the  committee  will  move  to  eliminate  the  current  ceiling. 

Respectfully  submitted. 

Hakold  Runnels,  M.C. 


Statement  of  Hon.  Jim  Lloyd,  a  Representative  in  Congress  From  the 

State  of  California 

Mr.  Chairman,  I'd  like  to  urge  the  Committee  to  take  action  on  two  pieces  of 
legislation,  which  I  have  cosponsored,  that  are  designed  to  help  senior  citizens 
cope  with  a  world  of  inflated  prices  and  low  incomes. 

First,  I'd  like  to  point  out  the  need  for  a  si>ecial  Consumer  Price  Index  for  the 
Elderly.  This  index  would  reflect  the  buying  habits  of  senior  citizens— which 
are  quite  different  from  other  consumers.  An  example  of  the  need  for  this  Index 
is  reflected  in  figures  for  1975  which  show  that  87.8  percent  of  a  senior  citizen's 
budget  was  spent  on  housing,  medical  care,  food,  and  energy  costs,  while  urban 
wage  earners  and  clerical  workers  spent  65.3  percent  of  their  budget  on  these 
commodities. 

These  figures  reveal  a  gap  which  is  not  filled  by  the  income  of  the  aged — and 
the  picture  is  not  getting  any  better.  The  percent  rise  in  the  CPI  from  1972  to  1976 
was  37.6  percent.  However,  the  four  areas  where  nearly  all  of  a  senior  citizen's 
budget  is  spent  rose  at  a  faster  rate  than  the  CPI.  Housing  costs  rose  by  37.9 
percent,  medical  costs  rose  by  41.2  percent,  food  costs  rose  by  45.6  percent,  and 
energy  costs  rose  by  112.2  percent.  Clearly,  this  gap  between  the  CPI  and  senior 
citizen  expenditures  is  causing  a  great  loss  in  purchasing  power  which  needs  to 
be  compensated  for  by  an  increase  in  social  security  income. 

H.R.  1539  will  tie  automatic  social  security  increases  to  a  special  Consumer 
Price  Index  which  will  accurately  gage  the  spending  patterns  of  senior  Americans 
and  enable  them  to  coi^e  with  their  loss  in  purchasing  power. 

The  other  bill  I  want  to  mention  is  H.R.  1541,  which  provides  semi-annual 
cost-of-living  adjustments  for  social  security  recipients.  This  semi-annual  ad- 
justment is  needed  because  prices  rise  too  quickly  for  annual  adjustments  to  be 
effective  and  to  provide  social  security  recipients  with  a  constant  standard  of 
living.  Also,  the  time  between  a  rise  in  prices  and  a  compensating  rise  in  social 
security  income  can  be  more  than  a  year.  For  instance,  a  social  security  recipient 
will  not  be  compensated  for  a  1  percent  rise  in  the  January  1977  cost-of-living 
until  he  receives  his  check  in  July  of  1978.  This  delay  erodes  the  purchasing  powei 
of  social  security  recipients  who  are  being  forced  to  pay  higher  prices  while  on  a 
fixed  income.  If  H.R.  1541  were  law,  these  incomes  would  be  "fixed"  for  a  shorter 
period  of  time. 

The  Social  Security  Administration  has  studied  this  proposal  and  has  deter- 
mined that  their  budget  will  rise  by  only  1  percent  in  1979  if  2  adjustments  are 
made.  Clearly,  the  cost  of  relieving  the  burden  for  social  security  recipients  is 
minimal. 

As  you  may  know,  this  legislation  is  recommended  by  the  Senate  Select  Com- 
mittee on  Aging  and  is  cosponsored  by  over  140  of  our  colleagues.  Also,  this  bill 
has  been  endorsed  by  the  National  Council  of  Senior  Citizens,  the  American 
Association  of  Retired  Persons,  and  other  senior  citizens  organizations. 

The  legislation  I've  mentioned  today  will  enable  us  to  be  responsive  to  the 
needs  of  older  Americans.  H.R.  1539  will  give  us  a  more  accurate  assessment  and 
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adjustment  to  the  needs  of  .senior  citizens  and  is  complemented  by  H.R.  1541 
which  will  insure  that  tliis  assessment  and  adjustment  procedure  is  done  on  a 
more  frequent  basis. 

I  urge  you  to  take  quick  and  affirmative  action. 

Thank  you. 

Statement  of  Hon.  Benjamin  S.  Rosenthal,  a  Representative  in 
Congress  From  the  State  of  New  York 

Mr.  Chairman  and  members  of  the  Subcommittee,  thank  you  for  this  oppor- 
tunity to  discuss  some  of  the  problems  facing  older  Americans. 

The  economic  hardships  our  senior  citizens  face  are  a  well-known  national 
disgrace.  Today  13  percent  of  older  Americans  have  incomes  below  the  poverty 
threshold,  and  many  more  struggle  along,  bai'ely  able  to  make  ends  meet. 

Inflation  hits  the  elderly  with  particular  severity.  While  workers  receive  pay 
raises  that  often  match  or  exceed  increases  in  the  cost  of  living,  the  elderly  live 
on  fixed  income  programs  which  fail  dismally  to  keep  pace  with  rising  prices. 

Congress  recently  tried  to  deal  with  this  problem  l)y  tying  social  security  bene- 
fits, the  sole  means  of  support  for  millions  of  retired  individuals,  to  the  Consumer 
Price  Index.  This  was  an  important  step  in  the  right  direction.  However,  the 
Consumer  Price  Index  is  a  national  average  and  as  such  does  not  reflect  accu- 
rately the  actual  costs  that  elderly  individuals  face,  particularly  in  high  cost 
urban  areas. 

The  Consumer  Price  Index  fails  to  reflect  accurately  the  needs  of  the  elderly 
because  their  expenses  differ  from  tho.se  of  the  younger  majority  of  the  popula- 
tion. Like  other  lower  income  groups,  the  elderly  tend  to  spend  a  disproportionate 
share  of  their  incomes  on  basic  necessities  such  as  food,  utilities,  housing  and 
medical  expenses — all  of  these  have  risen  far  more  sharply  than  non-essential 
items. 

Because  the  CPI  is  a  national  average  based  on  average  family  pui-chases,  it 
includes  the  costs  of  many  non-essential  items  which  the  elderly  usually  cannot 
afford  and  do  not  buy.  Since  luxury  items  tend  to  have  lower  inflation  rates  than 
do  necessities,  their  pre.sence  on  the  CPI  tends  to  deflate  it  and  decrease  its  use- 
fulness as  a  price  indicator  for  the  elderly. 

A  realistic  method  of  adjusting  fixed  income  benefits  to  reflect  the  price  in- 
creases faced  by  program  recipients  is  essential  to  the  efficacy  of  the  social 
security  system.  H.R.  1539,  which  I  am  sponsoring,  would  accomplish  this  end  by 
establishing  a  separate  Consumer  Price  Index  for  the  elderly.  By  giving  more 
weight  to  the  costs  of  basic  necessities  than  non-essential  items,  the  new  index 
would  be  able  to  provide  a  better  assessment  of  the  economic  needs  of  older 
Americans. 

Senior  citizens  also  suffer  because  there  is  a  substantial  period  between  the 
time  when  costs  actually  increase  and  the  date  when  social  security  Itenefit  adjust- 
ments are  made.  Price  increases  which  take  place  early  in  a  given  year  often 
are  not  reflected  in  benefit  adjustments  for  12  months  or  more.  Meanwhile,  the 
elderly  are  left  defensele.ss  in  their  battle  to  make  ends  meet.  There  is  little  they 
can  do  but  eat  less  and  suffer  in  the  cold.  H.R.  15-Jl  would  help  relieve  them  of 
this  problem  by  providing  for  more  responsive  and  prompt  semi-aimual  cost-of- 
living  increases  in  social  security  benefits. 

Mr.  Chairman,  there  is  another  aspect  of  the  income  adjustment  problem  that 
is  of  special  concern  to  me. 

The  erosion  of  the  purchasing  power  of  fixed  incomes  is  a  relative  problem. 
For  $2,892  a  year  an  elderly  person  living  in  a  non-metropolitan  area  of  the 
South  can  have  all  the  goods  and  services  and  enjoy  the  .same  standard  of  living 
that  would  cost  him  ,$3,67.5 — or  .$783  a  year  more — in  New  York  City.  Yet.  regard- 
less of  where  he  lives  and  what  it  costs  to  live  there,  his  social  security  check 
is  the  same — $2,616  a  year  for  the  average  retired  worker. 

For  the  person  living  in  the  lowest  cost  areas,  this  means  social  security  bene- 
fits nearly  cover  the  costs  of  his  minimum  needs.  But  this  is  not  so  for  the  elderly 
person  in  a  more  costly  large  metropolitan  area.  Obviously,  it  is  time  that  the 
differences  in  costs  of  living  be  accounted  for  in  fixed-income  programs.  I  have 
introduced  a  bill,  H.R.  74,  which  would  do  that  by  increasing  benefits  for  those 
living  in  areas  where  the  cost  of  living  exceeds  the  national  average.  This  concept 
has  been  endorsed  by  the  White  House  Conference  on  Aging  and  I  urge  your  sup- 
port for  the  measure,  which  is  pending  before  this  Subcommittee. 
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These  bills  will  not  solve  all  of  the  problems  faced  by  the  elderly  but  they 
would  go  a  long  wav  towards  enacting  the  goal  set  by  Congress  when  it  tied 
social  security  benefits  to  the  cost-of-living— the  goal  of  insuring  that  all  older 
Americans  can  afford  to  live  in  the  dignity  which  they  deserve. 


Congress  of  the  United  States, 

House  of  Representatives, 
Washington,  B.C.,  July  21,  1977. 

Hon.  James  A.  Burke, 

Chairman,   Social   Seciirify  Suhcommittec.   Longicortli   House   Office  Buildtng, 

Washington,  B.C. 

De\r  Mr.  Burke:  Attached  is  a  statement  pertaining  to  Social  Security  which 
was  submitted  to  me  by  a  constituent  who  is  very  knowledgeable  of  the  law  and 
who  has  been  following  developments  very  closely. 

I  would  greatly  appreciate  your  including  his  statement  in  the  hearings  record 
which  is  being  developed. 

Many  thanks. 

Sincerely  yours. 

Jack  Kemp, 

Member  of  Congress. 

Enclosure.  ^ 

Statement  of  Gordon  C.  Baker,  Elma,  >«.i. 

H.R.  5  5  87 tax  RELEIF  FOR  THE  ELDERLY 

How  many  people  realize  that  people  over  age  65  still  have  to  pay  Social 
Security  tax  on  anv  earned  income  whether  or  not  they  are  being  paid  Social 
Security*^  When  this  (piestion  has  been  put  to  groups  of  people,  not  one  in  a 
hundred  is  aware  of  this  injustice  unless  he  happens  to  be  an  employer  of  such 
people  or  is  either  still  working  or  self-employed  after  65. 

Without  attempting  to  be  actuarially  precise,  there  are  some  215  miUion 
people  in  the  United  States  of  which  13  percent  are  alleged  to  be  age  65  or  more. 
Of  this  13  percent,  it  is  reasonable  to  suppose  that  6-7  percent  are  adequately 
retired  executive  tvpes  who  don't  pretend  to  work.  Of  the  remaining  6- <  per- 
cent, it  is  ^Iso  reasonable  to  assume  that  half  or  more  are  physically  incapable 

""^TW^leaves  sav  3  percent  who  either  have  to  supplement  Social  Security,  small 
nensrons  and  other  savings  to  keep  body  and  soul  together  or  are  professional 
?ypesi^(^e  continued  activity  is  a  positive  asset  to  society,  the  economy  of 
Hip  pnmmunitv  and  countrv.  and  themselves. 

Most  oriixl  3  percent  have  paid  into  Social  Security  since  its  inception  over 
thrrt?-five  'ears  Igo  and  now  not  only  cannot  draw  on  it  but  have  (.  continue 
nnviiL  taxes  for  it  while  every  month  they  live,  they  dimmish  the  Pederal 
SovennieS-s  lilbmt?^  what  has  been  bought  and  paid    or  on  y  be^ 

cause  thev  refuse  to  vegetate  in  an  economic  sense,  cannot  afford  to  do  so,  or 
ctiii  hqvp  vnluable  skills  or  services  to  provide.  .   .      i, 

''ft  irrelsinaSe  to  assume  that  such  injustice  crept  into  ^l-  -igniaMaw  m- 
cognito  but  anv  administration  that  allows  it  to  continue  is  guilty  of  nothin, 
less  than  financial  rape  of  its  senior  citizens.  mrrect 

The  original  Bill  was  introduced  ^J"  ^nn  -Tohn  "SV  J^  ™^^^/^^^,,.  York  is  con- 
IS  ^r^tiri^r^h^ S^lSrS^u/he^M  il^ti;^  02nd.  03rd,  and  O.th) 

^'^pSvi'^^^I^f  Sr.  Byrnes  ^^^<\l^^  l^ ^^^1^'^^ ^'^^^^^^ 
;^:^JSnrpS  ^;;\rr lo?:;!Xur[;;";S^'^a^^^^  or  eliminated 

^'^l^';;Sn^^llw  li;rally  persecutes  a^  t^ ^^^^^X^^  ^^  ^ 
are.  in  reality,  a  small  mmori  y  ^^^"'^^^^^,,^^3^^^^'^;;^^^^^^  and  non-sensical 
majority.   The  problem  is  totally  uon-parti^^^^^^^^^ 

in  view  of  the  fact  that  every  month  an  oldster  ^i^^J"'^';'  ^  ^^^,^  constitutes  a 
ernment  responsibility  that  has  already  been  paid  tor  ana 


306 

"penalty"  for  either  living  too  long  or  remaining  useful.  It  affects  the  part- 
time  janitor  of  the  crossroads  country  church,  the  chairwoman,  the  farmer, 
the  small  businessman  and  the  professional. 

H.R.  5587 — among  other  desirable  features — eliminates  the  earnings  limita- 
tion which  has  heretofore  been  approximately  50  percent  of  the  Government's 
own  definition  of  "poverty"  and  permits  an  individual  to  elect  to  have  no  further 
social  security  taxes  assessed  on  his  or  her  earnings  after  attaining  age  65. 

This  is  not  a  matter  of  concern  only  to  the  present  oldsters  because  the  only 
way  the  younger  and  middle-aged  can  avoid  similar  fate  is  to  die  off  or  get  this 
obnoxious  law  changed.  Write  your  own  Congressman  and  Senators  for  support. 

The  present  law  is  not  only  unfair — it  is  downright  dishonest. 

H.R.  5587  has  been  referred  to  Committee  on  Ways  and  Means,  Internal  and 
Foreign  Commerce,  Judiciary,  and  Rules. 

Prepared  by  :  Gordon  C.  Baker,  Elma,  New  York  14059  ;  June  10,  1977. 

Verbatim  Reproduction  Permissilile,  or  in  such  form  that  its  message  is  not 
distorted. 

New  Orleans,  La. 
John  M.  Martin,  Jr., 

Chief  Counsel,  Committee  on  Ways  and  Means, 
Washington,  D.C. 

Dear  Sir:  On  March  10th  1977  I  wrote  a  letter  to  President  Carter  outlining 
my  views  on  the  above  subject.  My  letter  was  referred  to  HEW  who  acknowl- 
edged same.  I  also  sent  copies  of  my  letter  to  Senators  Russell  B.  Long,  Bennett 
Johnston  and  M.  C.  Lindy  (Mrs.  Hale)  Boggs  of  the  2nd  District,  Louisiana.  Each 
one  of  them  acknowledged  and  fully  shared  my  views. 

The  essence  of  my  letter  to  the  President  the  inequity  of  the  provision  in  the 
Social  Security  Law  limiting  a  person  to  earn  over  $2760.00  (1976)  and  $3,000.00 
for  the  present  year. 

Last  year  I  went  over  the  limit  of  $2760.00  and  will  subsequently  have  deducted 
from  my  Social  Security  check  aliout  $125.00.  This  year,  if  I  work  the  full  period 
more  than  $500.00  will  i>e  deducted,  as  I  will  earn  slightly  over  $4,000.00. 

I  am  69  years  old.  I  retired  January  6th  1975  and  fifteen  months  after  retire- 
ment I  had  to  get  a  part  time  job  in  order  to  make  the  ends  meet  due  to  inflation, 
high  cost  of  groceries,  utilities,  rent.  These  are  only  the  necessary  things  we  have 
to  meet  as  a  way  of  life.  Both  S/S  checks  of  my  wife  and  my  own  amount  to 
$417.00  and  try  as  we  could,  were  unable  to  meet  the.se  obligations.  Although  I 
would  have  liked  to  enjoy  my  retirement  (after  50  years  of  work)  and  due  to 
the  reasons  stated,  I  was  forced  to  go  out  in  order  to  supplement  my  income. 

I  am  quite  sure  that  there  are  thousands  of  Americans  in  the  same  position. 
This  is  why  I  am  addressing  the  Subcommittee  on  Social  Security  Committee  on 
Ways  and  Means  for  the  repeal  of  that  section  in  the  Social  Security  law  limiting 
earnings.  I  feel  that  this  section  is  very  unfair  and  puts  a  burden  on  those  who 
have  to  go  out  in  order  to  supplement  their  income.  We  are  not  asking  for  charity 
or  a  hand-out.  I  am  very  certain  that  you  will  .see  my  point — Being  Penalized  for 
AVorking. 

I  respectfully  submit  the  above  when  hearings  are  held  on  discussion  of  the 
Social  Security  Law  and  am  quite  sure  that  Congress  will  vote  for  the  repeal  of 
The  Earnings  Limitation  Under  Social  Security. 

Respectfully  yours, 

Edward  Gonzalez. 


Congress  of  the  United  States. 

House  of  Representatives. 

Washington,  D.C.  July  l-'i.  1911. 

Hon.  James  A.  Burke, 

Chairman.  Suhcommittec  on  Social  Security, 

Washington,  D.C. 

Dear  Mr.  Chairman  :  It  would  be  appreciated  if  you  would  add  the  enclosed 

letter  I  received  from  J.  E.  Dietrich,  Director  of  the  Division  of  Employment 

Security  for  the  State  of  Missouri,  for  inclusion  in  the  printed  record  of  the 

hearings  on  Social  Security  matters  which  will  commence  July  18th. 

Many  thanks  for  this  consideration. 

Yours  very  truly, 

Richard  A.  Gephardt. 

Enclosure. 
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State  of  Missouri, 
Department  of  Labor  and  Industrial  Relations, 

Division  of  Employment  .Security, 

Jefferson  Citii.  Mo..  Jiili/ 1,  1977. 
Hon.  Richard  A.  Gephardt, 
Congress  of  the  United  l^tatcs. 
House  of  Representatives,  Washinf/ton,  B.C. 

Dear  Mr.  Gephardt:  We  are  informed  that  during  tlie  week  of  July  IS,  1977, 
testimony  on  Public  Law  94-l!02,  tlie  so-called  Brock  amendment,  will  he  pre- 
sented to  the  Subcommittee  on  Social  Security  of  which  you  are  a  member.  For 
S(X"ial  security  purposes,  this  amendment  would  substitute  annual  reporting  of  in- 
dividual wage  data  for  the  present  system  of  (luarterly  reporting. 

The  Mis.souri  Employment  Security  Law  is  designed  to  <'stablish  the  unem- 
ployment insurance  benefit  amounts  and  duration  on  the  basis  of  (]uarterly  wage 
data,  unemiiloyment  taxes  are  computed  and  collected  on  a  (juarterly  basis,  and 
fraud  prevention  techniques  are  based  on  the  quarterly  wage  data.  In  fact,  all 
state  unemployment  insurance  programs  are  l)ased  on  (luarterly  wage  data. 

This  amendment  would,  no  doubt,  create  pressures  at  the  state  level  to  con- 
form to  annual  reporting  of  wages  for  unemployment  insurance  purposes.  This 
would  have  serious  impact  upon  the  Missouri  Employment  Security  Unemploy- 
ment Insurance  program  and  will  require  substantial  programmatic  changes. 

Examples  of  operational  impacts  that  would  result  are  : 

1.  Deterioration  in  the  promptness  of  UI  benefit  determinations  because  wage 
information  will  not  l)e  readily  available. 

2.  Reduced  activities  in  fraud  and  overpayment  control  area  because  of  un- 
availability of  (luarterly  wage  information. 

3.  Substantially  increased  administrative  co.sts. 

4.  Curtailed  labor  force  research  due  to  absence  of  quarterly  wage  data. 

5.  Confusion  arising  between  annual  reporting  f»f  wage  information  and  quar- 
terly UI  tax  collection  by  employers. 

6.  Possible  complete  change  in  the  state  statutes  regarding  unemployment  in- 
surance with  those  changes  being  contrary  to  our  constant  efforts  to  deliver 
prompt  service  to  unemployment  insurance  claimants. 

In  our  opinion,  the  direction  of  these  changes  would  be  highly  undesirable  from 
the  standpoint  of  an  effective  T'nemployment  Insurance  Program.  We  would  like 
to  go  on  record  opposing  the  Brock  Amendment. 

We  would  be  most  appreciative  of  your  efforts  in  support  of  our  po.sition  in 

connection  with  this  amendment.  If  you  desire  any  additional  information,  please 

let  us  know. 

Verv  trulv  yours, 

J.  E.  Dietrich,  Director, 


Statement  of  Marvin  Leffler,  Chairman  of  the  Board,  National  Council  of 

Salesmen's  Organizations,  Inc. 

My  name  is  Marvin  Leffler.  I  appear  here  as  Chairman  of  the  Board  of  National 
Covuicil  of  Salesmen's  Organizations,  which  repre.sents  60.00()  commissioned 
salesmen  who.  either  individually  or  through  various  affiliated  groups,  are 
members  of  N.C.S.O.  (a  list  of  constituent  organizations  is  attached). 

Our  members  are  engaged  in  more  than  one  hundred  industries  running  the 
gamut  from  aerospace  through  yarns,  but  one  common  binding  thread  between 
us  is  that  we  are  all  very  small  businessmen  paying  even  now  a  disproportionate 
share  of  our  income  for  Social  Security  taxes. 

Let  me  explain  at  this  point  that  commissioned  salesmen,  for  the  most  part, 
work  as  independent  contractors  representing  one  or  more  manufacturers.  If 
they  inconwrate  in  order  to  limit  their  legal  liabilities,  they  are  compelled  to 
pay  both  the  emplover  and  employees  share  of  Social  Security.  It  is  not  uncom- 
mon to  have  one  and  two  man  corporations  paying  5.85  percent  as  the  corporation, 
and  5.85  percent  as  the  employee,  or  a  total  of  11:7  percent. 

On  the  other  hand,  if  thev  choose  to  operate  as  unincorporated  self-employed 
individuals,  thev  pav  roughly  one  and  a  half  times  the  tax  on  employees  which 
is  about  3  percent  less  than  they  would  pay  as  small  corporations,  but  they  expose 
themselves  in  manv  municipalities  and  states  to  unincorporated  business  taxes 
and  to  personal  liability,  as  well  as  a  higher  income  tax  rate  on  their  earnings. 
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So,  even  today,  the  commissioned  sales  representative  is  disproportionately 
burdened  by  a  Social  Security  tax  of  almost  .$2,000  a  year  if  lie  has  corporate 
status  and  about  $1400  if  unincorijorated. 

We  submit  that  if  the  President's  proposal  to  remove  the  ceiling  on  the 
employees'  pay  on  which  the  employer  pays  the  Social  Security  tax  becomes  law, 
a  large  number  of  salesmen  will  face  close  to  a  tripling  of  their  Social  Security 
tax  burden.  If  this  proposal  should  also  remove  the  ceiling  on  which  the  self- 
employed  must  pay.  an  even  larger  number  of  salesmen  will  have  to  give  up  the 

ghost.  .     . 

Bear  in  mind  that  salesmen's  compensation  is  based  strictly  on  commission 
rather  than  profitability  of  the  product  being  sold.  The  consequences  of  an 
unlimited  wage  ba.se  for  Social  Security  taxes  is  that  it  would  eat  so  sharply 
into  the  earnings  of  commissioned  salesmen  as  to  destroy  their  busines.ses.  In 
effect,  the  Carter  proposal  would  be  for  salesmen  an  additional  tax  on  income, 
and  a  very  regressive  one  at  that.  We  believe  that  if  a  change  is  necessary  to 
protect  the  Social  Security  fund,  that  the  plight  of  the  salesman  and,  indeed,  other 
small  businessmen,  be  con.sidered.  Since  what  we  have  here  is  really  a  disguised 
additional  income  tax,  we  believe  that  equity  of  the  tax  system  should  be  pre- 
served by  relating  what  is  paid  to  profits. 

We  do  not  presume  to  match  your  expertise  in  developing  approximate  tax  tor- 
mulae  to  deal  with  the  inbalance  in  the  fund,  but  we  do  feel  that  we  must  call 
this  serious  problem  to  your  attention  in  the  hope  that  a  way  will  be  found  to 
keep  the  Social  Security  burden  of  salesmen  and  other  small  businessmen  within 
reasonable  bounds.  There  is  only  so  much  juice  in  the  lemon — please  do  not 
squeeze  us  dry.  If  you  do,  we  shall  not  be  the  only  losers,  for  the  whole  system 
of  distribution  through  independent  sales  reps  will  be  endangered  and  the  con- 
sumer will  ultimately  have  to  pay  in  the  form  of  higher  prices  for  full  time 
salesmen  who  manufacturers  will  have  to  employ  should  individual  reps  fade 
out  of  the  picture. 

We  appreciate  your  courtesy,  Mr.  Chairman,  in  inviting  us  here  today  and 
tiiist  tJiat  very  serious  consideration  will  be  given  to  our  problem. 

Attachment. 

National  Council  of  Salesmen's  Organizations,  Inc. 

member  organizations 

Automotive  AflSliated  Representatives  of  New  York. 

Boot  &  Shoe  Travelers'  Association  of  New  York,  Inc. 

Connecticut  Paint  Sale.smen's  Club,  Inc. 

Connecticut  Association  of  Manufacturers'  Representatives,  Inc. 

Costume  Jewelry  Salesmen's  Association,  Inc. 

Fabric  Salesmen's  Association  of  Boston,  Inc. 

Far  Western  Travelers  Association,  Inc. 

Furniture  Manufacturers'  Representatives  of  New  Jer.sey,  Inc. 

Furniture  Manufacturers'  Representatives  of  New  York,  Inc. 

Housewares-Hardware  Representatives  of  Metropolitan  New  York 

Infants'  &  Children's  Wear  Salesmen's  Guild,  Inc. 

Infants'  Furniture  Representatives  A.ssociation  of  Greater  New  York 

International  Home  Furnishings  Representatives  Association 

Lighting,  Lamp  and  Electrical  Manufacturers'  Salesmen's  A.ssociation 

Luggage  &  Leather  Goods  Salesmen's  Association  of  America 

National  Fashion  Accessories  Salesmen's  Guild 

National  Shoe  Travelers'  Association 

New  Jersey  Paint  Travelers'  Association. 

New  Jersey  Sales  Representatives  Association 

New  York  As.soeiation  of  Manufacturers'  Representatives 

New  York  Candy  Club,  Inc. 

New  York  Paint  Travelers 

Philadelphia  Manufacturers'  Representatives  Association 

Piece  Goods  Salesmen's  Association,  Inc. 

Plumbing  &  Heating  Manufacturers'  Representatives  of  New  England 

Sales  Representatives  Association  of  New  York,  Inc. 

Salesmen  of  Handbag  Supplies 

'Salesmen's  Association  of  Paper  &  Allied  Industries  of  N.Y.-N.J.,  Inc. 

Toy  Knights  of  America 

Upstate  Representatives  Association 
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Statement  of  Thee  Door  of  Central  Florida,  Inc.,  Orlando,  Fla. 

(Re  Section  3121  (k)  of  tiie  Internal  Revenue  Code  of  1954  as  amended  by  the  act 
of  October  19.  1976    (Public  Law  04-563,   Statute  2655)) 

BACKGROUND 

Thee  Door  of  Central  Florida.  Inc..  is  a  non-profit  organization  which  operate-s 
a  comprehensive  substance  abuse  reliabilitation  and  prevention  program  .serving 
Ihe  citizens  of  Central  Florida. 

Prior  to  the  enactment  of  Section  3121  (k).  this  organization  had  made  volun- 
tary payments  into  the  Social  Security  system  for  the  period  May  1,  1074  to  .June 
30,'l07(j  without  filling  the  SS-15  and  SS-15A  which  would  have  waived  our  ex- 
emption under  the  provisions  of  Section  3121  (k)  (1)   enacted  October  10,  1076. 

STATEMENT    OF    PROBLEM 

As  a  result  of  the  Ottinger  Bill  wiiich  amended  Public  Law  04-563,  October  39, 
1976,  this  organization  is  experiencing  an  unanticipated,  extreme  financial  hard- 
ship in  the  form  of  a  liability  for  back  F.I.C.A.  Taxes  for  the  period  of  July  1, 
1076  to  .June  30.  1077,  that  will  become  due  on  August  1,  1077.  This  retroactive 
legislation  may  force  us  to  curtail  the  overall  programs  that  we  provide  to  the 
communities  of  Central  Florida. 

CHRONOLOGY    OF    EVENTS 

Thee  Door  became  a  non-profit,  private  organization  in  May  of  1074.  Since  our 
incorporation,  we  had  been  collecting  and  paying  F.I.C.A.  Taxes  without  having 
filed  Fonns  SS-15  and  SS-15A.  In  not  fihng  we  were  exempt  from  paying  Social 
Security  under  Section  3121  (k)  (1). 

Although  we  did  not  file,  the  Social  Security  Administration  never  informed  us 
tliat  we  were  not  responsible  for  paying  Social  Security,  nor  did  we  ever  question 
why  we  were  continuing  to  pay. 

In  June  1076.  our  auditors  made  us  aware  that  since  we  had  not  filed  we  were 
not  obligated  to  continue  paying  into  Social  Security. 

On  June  24,  1076,  our  Business  Administrators  contacted  the  Social  Security 
Office  in  Jacksonville  requesting  a  determination  be  made  as  to  whether  or  not 
Thee  Door  was  liable  for  F.I.C.A.  participation. 

On  August  3,  1076.  we  received  a  memorandum  from  Ms.  Phyllis  Bowling  of  the 
Jacksonville.  Florida,  Office  of  Internal  Revenue  Service,  informing  us  that  since 
we  had  never  filed  an  SS-15  and  SS-15A  we  were  exempt  and  not  liable  for 
F.I.C.A.  Taxes.  Acting  on  the  information  provided  to  us  by  the  Internal  Revenue 
Service,  the  Board  of  Directors  and  the  staff  voted  to  suspend  collecting  and  pay- 
ing F.I.C.A.  Taxes  retroactive  to  July  1,  1076,  the  first  day  of  our  fiscal  year. 

Since  we  are  Federally  funded  we  contacted  tlie  Fiscal  Office  of  the  National 
Institute  on  Drug  Abuse  in  Rockville,  Maryland  and  informed  them  of  our  deci- 
sion to  withdraw  from  Social  Security.  At  the  same  time,  we  also  submitted  a 
budget  revision  to  reallocate  the  money  that  had  been  I)udgeted  f(u-  Social  Secu- 
rity. The  budget  revision  was  approved  and  the  money  was  reallocated  into  two 
areas : 

1.  Retirement  Plan — In  lieu  of  Social  Security  each  employee  was  given  a  three 
percent  increase  in  .salarj'  that  would  be  used  to  start  their  retirement  plan. 

2.  Base  Pay — Thee  Door's  l)ase  pay  for  all  of  its  positions  liad  been  below  that 
of  the  base  pay  for  comparable  positions  under  the  Department  of  Health  and 
Rehabilitative  Senices.  In  order  to  bring  our  ba.se  pay  up  to  the  same  level  of 
Health  and  Rehabilitative  Sei-vices  we  increased  our  base  pay  to  meet  their  level. 
This  was  necessary  for  us  to  do  in  order  to  hire  the  same  caliber  of  individual 
in  our  program. 

We  were  advised  by  our  federal  grantor,  N.I.D.A..  not  to  withdraw  F.I.C.A. 
Taxes  previou.sly  paid  by  Tliee  Door  as  an  employer  due  to  the  difficulty  and 
time  consuming  tasks  which  would  have  to  be  performed  to  ensure  that  local 
matching  fund  ratios  were  not  violated.  Although  Thee  Door  did  not  file  for  a 
refund  on  any  F.I.C.A.  Taxes  which  it  had  paid  as  the  employer,  the  majority  of 
the  employees  who  had  deductions  made  from  their  wages  for  their  share  of 
F.I.C.A.  Tax  requested  that  their  portion  be  refunded  .since  they  had  not  elected 
to  participate  in  F.I.C.A.  We  consulted  our  auditors.  Arthur  Andersen  and  Com- 
pany, who  informed  us  that  each  employee  would  have  to  file  an  843  for  each  year 
affected. 
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On  December  15,  1976,  Thee  Door,  on  behalf  of  its  employees,  submitted  to  the 
District  Director  of  Internal  Revenue  Service  in  Chamblee,  Georgia,  all  the  843 
forms  from  employees  requesting  their  refunds. 

On  January  11,  1977,  our  employees  began  receiving  letters  stating  that  the  IRS 
could  not  allow  their  claims  for  an  adjustment,  therefore,  their  claims  were  fully 
di.sallowed.  The  claiTns  were  disallowed  under  Public  Law  94-563.  The  94th  Con- 
gress signed  Public  Law  94-563  into  effect  October  19,  1976,  amending  Chapter  21 
of  the  Internal  Revenue  Code  of  1954  and  Title  II  of  the  Social  Security  Act. 

Although  our  withdrawal  from  the  Social  Security  system  was  proijer  at  the 
time,  as  a  result  of  this  amendment,  the  withdrawal  was  null  and  void  and  caused 
an  unanticipated  financial  hardship  on  this  organization. 

On  April  6,  1977.  we  received  a  call  from  Evelyn  Olshner.  of  the  NRS  Office  in 
Jacksonville,  Florida,  who  expressed  the  opinion  that  part  of  the  problem  was 
the  responsibilty  of  IRS  ;  she  then  requested  that  we  submit  amended  941's  and 
941C's.  She  further  stated  that  it  appeared  to  her  that  with  this  submission  we 
would  then  be  exempt  from  Social  Security. 

On  April  14,  1977,  the  941's  and  iHlC'a  were  hand-delivered  to  Evelyn  Olshner 
in  Jacksonville.  She  indicated  at  the  time  that  she  would  submit  the  claims  to  the 
National  Office  in  Washington  as  the  Atlanta  Regional  Office  did  not  have  the 
jurisdiction  to  refund  our  claims. 

On  April  15.  1977,  we  were  contacted  by  Jim  Gibbons  with  IRS  in  Washington, 
who  expressed  the  opinion  that  we  were  liable  for  payments  from  July  1,  1976 
and  that  our  only  other  recourse  was  legislative  relief. 

On  May  4,  1977,  we  received  a  letter  from  Robert  Withers.  Acting  District 
Director,  that  all  amended  941's  and  941C's  had  been  submitted  to  the  National 
Office. 

On  June  3,  1977,  we  called  Jim  Gibbons,  IRS  Technical  Review  and  Ruling, 
Washington.  D.C.,  who  informed  us  that  the  amended  941's  and  941C's  would  not 
relieve  us  of  the  responsibility  and  we  had  no  recourse  under  the  law  but  to  pay 
the  past  taxes. 

CURRENT    PROBLE^r 

(1)  Our  current  debt  for  Social  Sec-urity  is  over  $74,000.  The  grant  year  closed 
on  June  30,  1977,  meaning  we  will  need  to  close  out  all  of  our  accounts  .shortly. 

(2)  There  are  no  funds  available  from  grants  received  for  fiscal  year  1976-77  to 
cover  this  debt. 

(3)  Grants  funds  for  1977-78  canont  be  used  to  cover  this  debt. 

(4)  Such  a  debt  payment  would  seriously  jeopardize  the  continuation  of  vital 
programs  for  the  Central  Florida  Community. 

ACTION    REQUESTED   BY   THE    SUBCOMMITTEE 

At  this  time  the  only  viable  alternative  apiiears  to  be  obtaining  legislative  re- 
lief. We  are  submitting  three  (3)  alternatives  for  your  consideration: 

(1)  For  Congress  to  pass  legislation  specific  to  Thee  Door  to  exempt  us  from 
the  liability  that  was  levied  by  this  retroactive  bill ;  Or 

(2)  For  Congress  to  amend  Public  Law  94-563  which  would  amend  chapter  21 
of  the  Internal  Revenue  Code  of  1954  such  that  it  would  exempt  all  non-profit 
organizations  from  the  liability  that  was  levied  by  the  previous  amendment :  And 

(3)  That  501^0  (3)  organizations  be  afforded  the  option  to  participate  in  the 
Social  Security  System. 

Statement  of  Hon.  Bruce  Yento.  a  Representative  in  Congress  From  the 

State  of  Minnesota 

I  appreciate  verv  much  this  opportunity  to  discu.ss  the  various  proposals  to 
revamp  social  .security  payments.  The  basic  reasons  for  social  security  are  as 
compelling  todav  as  thev  were  at  the  program's  inception  in  the  late  1930s, 
but  now  various  modifications  are  required  if  we  are  to  continue  to  realistically 

meet  needs.  .,,  .  ,        4. , 

The  suggested  improvements  being  considered  today  wdl  mean  increased  costs 
to  the  federal  government,  however.  Therefore,  I  feel  it  is  necessary  to  com- 
ment and  justify  these  proposals  so  that  taxpayers  may  know  the  necessity  tor 

I  am  mindful  of  the  veoman  service  which  has  been  performed  by  Congress- 
man James  Burke.  I  am  aware,  too,  of  the  realistic  recommendations  from  the 
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Carter  Administration  that  temper  your  entliusiasm  for  extending  benefits.  The 
need  for  amendments  to  the  basic  Social  Security  program,  nevertheless,  must 
be  addressed  with  an  eye  towards  rectifying  the  unfair  burden  of  inflation  that 
older  Americans  are  feeling  in  our  communities. 

Today,  increasing  numbers  of  Americans  have  become  eligible  for  Social  Secu- 
rity benefit  programs.  They  have  paid  into  the  fund  for  almost  their  entire 
working  lives  and  have  invested  into  it  significant  amounts  of  money.  They  ac- 
cepted the  promises  which  were  made  in  the  laws  that  Vv'ere  passed  through 
the  years.  I  also  take  the  burden  of  those  promises  seriously,  and  sincerely  hope 
that  we  might  retain  the  confidence  of  these  people  as  a  result  of  our  action 
today. 

One  bill,  H.R.  1539  would  rectify  a  serious  problem  in  the  present  method 
of  granting  increases  in  benefits.  It  is  clear  that  the  current  reliance  on  the 
Consumer  Price  Index  works  against  older  Americans.  First,  it  merely  reflects 
the  price  of  general  commodities  and  services,  not  the  cost  of  those  goods  actually 
purchased  by  Seniors.  The  proposed  index  would  take  into  account  the  higher 
portion  of  the  Seniors'  budget  comprised  by  medical,  energy,  shelter,  and  food 
costs. 

Second,  the  current  index  does  not  reflect  the  higher  cost  Seniors  face  due 
to  lack  of  mobility.  They  are  often  not  able  to  travel  to  modern  shopping  centers 
or  other  suburban  locations  where  mass  merchandise  outlets  are  located.  Rather, 
they  more  often  deal  with  small  businesses  in  urban  settings  and  familiar  sur- 
roundings. Thus  again,  drawing  information  from  a  new  and  special  statistical 
base  designed  to  reflect  the  different  and  higher  prices  Seniors  face  would  greatly 
benefit  older  Americans.  The  adjustment  mechanism  would  be  more  equitable. 

H.R.  1541,  a  second  proposal  I  co-sponsored,  would  also  meet  the  special  needs 
of  Seniors,  and  in  doing  so,  would  provide  greater  equity.  H.R.  1541  would  help 
eliminate  the  peaks  and  valleys  in  the  current  ClPI  adjustment  mechanism  by 
modifying  benefits  on  a  semi-annual  basis.  The  provision  recognizes  that  when 
an  individual  is  existing  on  a  minimal  support  system,  the  dislocation  in  the 
inflation  rate  adjustment  weighs  heavily  upon  that  individual's  quality  of  life. 
Sometimes,  Seniors  attempting  to  keep  up  with  the  current  "Dr.  Burns-proof" 
inflation  rate  cannot  keep  their  heads  above  water  because  of  the  delay  in  in- 
creases in  Social  Security  checks. 

This  adverse  effect,  like  that  identifled  in  H.R.  1539,  significantly  waters 
down  the  intentions  of  past  Congressional  actions.  Tliese  proposals  offered  today 
will  prevent  older  Americans  from  falling  between  the  cracks  in  our  economy. 

It  is  fortunate  that  this  committee  has  jurisdiction  over  both  benefit  increases 
and  taxation.  Surely  then,  proposals  which  are  brought  forth  will  not  be  hollow 
promises,  but  solid  plans  with  firm  financial  foundation.  I  certainly  extend  my 
support  and  encouragement  for  such  legislation. 


Statement  of  Hon.  Lawrence  Coughlin,  a  Representative  in  Congress 
From  the  State  of  Pennsylvania 

■  ^ 

Mr.  Chairman,  the  problem  of  gro^ving  old  in  America  is  something  that  con- 
cerns us  all.  Everyone  will,  sooner  or  later,  be  directly  affected  by  this  unavoid- 
able reality.  The  current  inflation  has  added  many  additional  burdens  to  the 
financial  hardships  already  faced  by  older  Americans.  Congressman  Bob  Traxler 
has  proposed  two  measures  which  would  go  far  to  alleviate  the  aged's  nightmare 
struggle  to  meet  the  rising  costs  of  food,  housing,  medical  care,  and  energy  on  a 
fixed  income.  One  measure  calls  for  the  creation  of  a  Consumer  Price  Index  espe- 
cially for  the  aged.  The  other  proposal  advocates  semi-annual  adjustments  in 
social  security  benefits  dependent  on  flxictuations  in  the  cost  of  living.  Support 
for  both  of  these  measures  is  not  limited  to  party  or  demographic  region  but 
encompasses  diverse  interests. 

The  creation  of  a  specific  Consumer  Price  Index  for  the  Elderly  (H.R.  1539) 
would  tremendously  increase  the  sensitivity  to  the  elderly's  unique  situation. 
The  Bureau  of  Labor  Statistics  bases  the  Consumer  Price  Index  on  the  buying 
habits  of  urban  wage  and  clerical  workers  in  the  general  population.  This  index 
ignores  the  purchasing  patterns  and  particular  needs  of  older  Americans.  A  Con- 
sumer Price  Index  for  the  Elderly  would  correct  this  situation  as  it  would  be 
based  on  actual  purchasing  practices  of  older  Americans. 

For  example,  in  1975  urban  wage  and  clerical  workers  spent  65.3%  of  their 
budget  on  food,  housing,  medical  care  and  energy.  On  the  other  hand,  in  1975 
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senior  citizens  spent  87.8%  of  their  bnclget  on  these  ba>sics.  Since  the  rate  of  in- 
crease of  an  older  American's  expenditures  far  exceeds  the  rise  in  prices  of  the 
Consumer  Price  Index,  the  elderly  suffered  a  tremendous  loss  in  purchasing 
power. 

H.R.  1539  would  provide  a  workable  solution  to  the  plight  of  the  senior  citizen. 
The  creation  of  a  Consumer  Price  Index  for  the  Elderly  would  establish  an  ac- 
curate measure  of  the  economic  situation  of  the  senior  citizen,  would  avoid  the 
continuing  erosion  of  the  older  American's  purchasing  power,  and  would  tie  auto- 
matic social  security  increases  to  a  scale  that  actually  measures  the  senior  citi- 
zen's spending  patterns. 

The  rapid  increase  in  prices  has  far  outstripped  the  annual  adjustments  in 
Social  Security  benefits.  In  addition,  recipients  must  wait  for  more  than  a  year 
to  realize  the  increase  in  benefits.  Semi-annual  adjustments  would  help  stop  the 
dwindling  purchasing  power  of  the  Social  Security  recipient  and  provide  direct 
aid  to  the  hard-pressed  older  American.  Congressman  Traxler's  bill,  H.R.  1541, 
would  establish  this  semi-annual  cost  of  living  adjustment  for  Social  Security, 
cutting  the  time  lag  for  receipt  of  benefit  increases  in  half  and  further  shoring 
up  the  crumbling  buying  power  of  older  Americans. 

The  cost  of  this  proposal  is  negligible.  The  Social  Security  Administration 
estimates  that  its  budget  would  rise  by  only  an  additional  1%  in  1979,  if  semi- 
annual adjustments  were  to  occur.  I  do  not  feel  this  is  an  unreasonable  cost 
increase  in  view  of  the  benefits  which  would  be  reaped  by  the  aged  from  such  a 

measure. 

These  proposals  have  already  received  endorsements  by  several  prominent 
senior  citizen  organizations  including  the  National  Council  of  Senior  Citizens, 
the  American  Association  of  Retired  Persons,  and  the  National  Retired  Teachers 
Association.  I  wholeheartedly  support  Congressman  Traxler's  proposals  and 
believe  these  measures  deserve  the  support  of  the  entire  House  of  Representatives. 

Mr.  Jacobs.  Our  next  witness  is  Mr.  Douglas  Fraser,  president  of  the 
international  union,  UAW. 

Is  Mr.  Fraser  present  ? 

Dr.  Hoffman.  No,  Mr.  Chairman,  he  had  to  leave. 

If  it  is  your  pleasure  I  can  read  his  statement. 

I  am  Dr.  William  Hoffman,  from  the  social  security  department  of 
the  international  union,  UAW. 

Mr.  Fraser  apologizes  for  having  had  to  leave.  He  had  a  meeting 
with  the  House  leadership  for  11 :15. 

Mr.  Jacobs.  I  don't  understand  that.  We  are  all  here. 

STATEMENT  OP  DOUGLAS  A.  ERASER,  PRESIDENT,  INTERNATIONAL 
UNION,  UNITED  AUTO  WORKERS,  AS  PRESENTED  BY  DR.  WIL- 
LIAM S.  HOPPMAN,  SOCIAL  SECURITY  DEPARTMENT 

Dr.  Hoffman.  Right,  that  is  correct. 

Well,  I  phrased  that  correctly,  and  let  me  see  if  I  can  work  further. 

I  won't  read  the  entire  statement.  I  would  ask  that  it  be  submitted 
for  the  record. 

Mr.  Jacobs.  Without  objection,  it  will  be  placed  in  the  record  at 
this  point. 

[The  prepared  statement  follows :] 

Statement  of  Douglas  A.  Fraser,  President,  International  Union.  United 
Automobile,  Ap;rospace,  and  Agricultural  Implement  Workers  of  Amer- 
ica, UAW 

Mr.  Chairman,  members  of  the  Subcommittee  on  Social  Security,  my  name  is 
Douglas  A.  Fraser,  President  of  the  International  Union,  UAW.  Accompanying 
me  is  Dr.  William  S.  Hoffman  of  our  Union's  Social  Security  Department.  We 
appreciate  this  opportunity  to  present  testimony  on  maintaining  the  fiscal  integ- 
rity of  Social  Security.  We  speak  in  behalf  of  over  one  and  one-half  million 
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active  and  retired  membei-8  of  the  UA\Y,  wlio  togetlier  with  their  families 
constitute  approximately  four  and  one-half  million  Americans. 

The  fiscal  concerns  of  Social  Security  before  this  Committee  are  not  new.  The 
report  of  the  197^75  Social  Security  Advisory  Council  carefully  examined  some 
of  the  problems.  The  last  three  Trustees'  Reports  of  the  Social  Security  Trust 
Funds  updated  the  details.  Congressional  hearings  have  been  held.  Numerous 
responsible  spokesmen  have  presented  detailed  testimonies. 

Essentially,  the  issues  fall  into  two  categories.  First— due  to  tragically  high 
unemployment,  income  to  the  program  has  been  less  than  expected.  At  the  same 
time,  expenditures  have  increased  due  to  inordinately  high  levels  of  inflation. 
Second — the  projections  for  the  next  75  years  have  had  to  recognize  an  unin- 
tended possibility  resulting  from  the  automatic  cost-of-living  adjustment  pro- 
visions. The  forecasts  have  included  the  situation  where  benefit  protection  for 
current  workers  in  the  long  run  rises  more  rapidly  than  average  wages. 

The  new  dimension  which  confronts  us  all  is  the  rapid  growth  of  the  public's 
doubt  about  Social  Security's  continued  existence.  Scare  stories  ba.sed  on  fre- 
quently inaccurate  and  misleading  information  have  received  widespread  media 
coverage.  These  stories  become  more  believable  as  long  as  the  immediately 
correctible  financing  problems  remain  unsolved. 

Mr.  Chairman,  we  have  talked  with  active  and  retired  members  of  our  Union 
from  across  this  country.  They  are  concerned.  Many  of  our  members  contrilnited 
to  Social  Security  from  the  l)eginning  of  the  program  until  they  retired.  They 
are  worried  about  the  possibility  of  one  day  not  receiving  their  monthly  Social 
Security  checks.  Our  working  members  know  they  contribute  today  to  pay  for 
the  benefits  of  their  retired  brothers  and  si-sters.  They  are  also  aware  that  their 
Social  Security  paycheck  deductions  earn  them  the  promise  of  future  protection. 
Yet,  they  too  are  disturbed  to  learn  that  the  Social  Security  taxes  they  pay  do 
not  cover  the  benefits  received  by  retired  workers.  They  are  also  concerned  by 
reports  they  hear  that  over  the  long  term  the  government's  promise  of  future 
protection  might  not  be  kept. 

We  are  confident  our  government's  promise  of  continuing  Social  Security  bene- 
fits will  be  kept.  We  cannot  conceive  of  this  Congress  or  a  future  Congress  allow- 
ing the  sy.stem  to  falter.  However,  the  point  has  arrived  where  immediate  action 
is  necessary.  The  income  shortfalls  must  be  rectified.  Social  Seciu'ity's  financial 
house  must  be  put  in  order  into  the  next  century.  Anything  less  would  only 
encourage  a  further  deterioration  in  the  public's  confidence. 

The  Carter  Admini.stration,  within  five  months  of  taking  office,  consulted  ex- 
perts, examined  existing  reports  and  studies  and  developed  the  eight  proposals 
presently  before  the  Committee.  The  eight  recommendations  do  not  include  a 
call  for  further  study.  They  do  include  recommendations  which  would  restore 
the  fiscal  soundness  of  Social  Security  over  the  next  35  years.  The  President  has 
lirovided  the  con.structive  and  courageous  leadership  necessary  for  resolving  this 
important  national  concern.  This  Committee  is  to  he  commended  for  its  prompt 
scheduling  of  hearings.  AVe  now  call  upon  Congress  to  act  on  the  Administration's 
proposals. 

In  a  May  9,  1977  message  to  Congress,  President  Carter  detailed  his  compre- 
hensive proposals  for  strengthening  Social  Security  financing.  If  enacted,  they 
would  reduce  the  estimated  long-range  (75  year)  actuarial  imbalance  from  over 
S  percent  of  payrolls  to  under  2  percent.  The  remaining  two  percent  deficit  would 
probably  not  actually  appear  until  after  2010. 

The  immediate  and  mid-term  income  shortfalls  would  be  corrected  through  a 
combination  of  increased  revenues,  shifts  in  the  use  of  already  scheduled  income 
and  imderwriting  deficits  through  counter-cyclical  general  revenue  support.  One 
proposal  alone — stabilizing  the  replacement  ratio  of  benefits  to  recent  earnings — 
would  reduce  the  7.5-year  actuarial  deficit  in  half. 

The  Administration  proposes  to  correct  the  unintended  technical  error  in  the 
1972  Amendments  to  the  Social  Security  Act  which  could  result  in  future  benefit 
protection  rising  faster  than  average  wages.  Under  this  plan,  future  benefits 
would  rise  as  average  wages  in  the  country  increase.  The  present  double  impact 
of  inflation  on  the  future  benefits  of  those  now  working  would  be  corrected.  The 
income  of  beneficiaries  would  continue  to  be  insulated  from  ei'osion  due  to 
inflation. 

This  pronosal  has  received  widespread  support.  The  1974-75  Advisory  Council 
on  Social  Security  recommended  its  passage.  It  was  supported  by  the  Ford 
Administration.  The  UAW.  other  labor  unions  and  various  business  groups  have 
advocated  its  enactment.  It  is,  however,  essential  to  recognize  that  in  correcting 
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the  1972  Amendments  so  the  automatic  adjustments  occur  as  they  were  originally 
intended,  the  replacement  rates  should  not  be  reduced.  The  correction  process 
should  also  include  a  transition  period  so  that  those  who  have  planned  for  retire- 
ment on  the  faith  of  scheduled  benefits  would  not  be  harmed  by  a  reduction  in 
their  expected  benefit  amounts. 

For  example,  under  the  UAW  negotiated  early  retirement  programs  tens  of 
thousands  of  our  members  retired  in  their  mid-fifties.  Our  major  pension  plans 
are  so  structured  that  through  a  combination  of  negotiated  pensions  and  Social 
Security  benefits  beginning  at  age  62  the  retiree  is  assured  a  relatively  level 
income  for  life.  This  assurance,  bargained  in  good  faith,  and  based  on  the 
present  Social  Security  formulas  would  be  jeopardized  if  a  transition  period 
were  not  provided. 

There  are  five  Administration  proposals  which  are  basically  designed  to 
restore  the  fiscal  soundness  of  Social  Security  over  the  short  term. 

pirst. — Counter-cyclical  general  revenue  financing  to  compensate  the  trust 
funds  for  income  lost  due  to  unemployment. 

We  support  this  proposal.  It  provides  a  necessary  recognition  of  the  govern- 
ment's promise  to  insure  the  continued  viability  of  Social  Security.  The  pro- 
posal does  not  call  for  a  broad  infusion  of  general  revenues.  As  we  understand  it, 
government  treasury  backed  bonds  would  be  issued  to  the  Social  Security 
Trust  Funds.  These  bonds  would  not  be  cashed  unless  a  future  recession  caused 
the  fund  reserves  to  be  drained. 

We  believe  this  approach  is  sound.  The  shift  of  treasury  funds  to  Social 
Security  during  a  recession  provides  needed  financial  support  when  a  deficit 
cannot  be  overcome  through  increased  taxes.  Increased  taxes  at  such  times  could 
act  to  deepen  the  recession.  The  proposal  would  also  allow  a  reduction  in  the 
Trust  Fund's  reserve  level  without  reducing  the  Fund's  fiscal  integrity. 

The  UAW  has  long  supported  general  revenue  financing  for  Social  Security. 
The  Administration's  proposal  is  a  modest  but  important  start.  But,  we  be- 
lieve tying  treasury  support  to  a  level  of  unemployment  is  too  restrictive. 
Therefore,  while  we  support  this  proposal  we  also  suggest  that  over  time  and 
with  advanced  planning.  Congress  should  move  toward  more  substantial  general 
financing  of  Social  Security. 

General  revenue  financing  is  not  a  new  concept.  The  designers  of  the  original 
Social  Security  bill  anticipated  general  revenue  support  would  be  reqmred  by 
the  mid-1960's.  Social  Security  Advisory  Councils  have  advocated  such  action. 
In  1944,  Congress  actually  authorized  general  revenue  underwriting  of  future 
deficits,  although  the  Amendment  was  repealed  in  1950.  Furthermore,  under 
present  law,  treasury  monies  are  already  being  transferred  to  Social  Security, 

Workers  are  concerned  with  the  regressivity  in  the  Social  Security  tax  struc- 
ture. The  use  of  general  revenues  is  one  way  to  reduce  this  unfair  burden.  Yet, 
general  revenue  financing  is  sometimes  criticized  as  introducing  a  welfare  com- 
ponent in  our  Social  Security  system.  We  cannot  understand  the  basis  for  this 
criticism.  We  are  not  calling  for  a  change  in  eligibility  criteria.  We  are  not 
calling  for  a  change  in  the  contributory  basis  for  determining  benefits  and  en- 
titlement. We  do,  however,  recognize  that  an  increased  financial  burden  requires 
additional  funds. 

A  review  of  the  Social  Security  programs  in  other  countries  indicates  that 
many,  including  Germany,  Japan,  Canada,  Brazil,  Australia,  Denmark,  Ireland, 
Israel,  Netherlands,  Italy,  Philippines,  Spain,  Britain  and  Luxembourg,  employ 
general  revenue  financing. 

At  present,  under  our  system  the  average  income  replacement  ratio  of  Social 
Security  benefits  for  a  retiree  is  38  percent.  This  figure  compares  with  46  percent 
in  France,  50  percent  in  Germany,  and  67  percent  in  Italy. 

But  these  figures  may  conceal  more  than  they  reveal.  As  the  1976  poverty  re- 
port by  the  Bureau  of  the  Census  indicates,  nearly  232,000  older  Americans  were 
added  to  the  poverty  rolls  in  1975,  reversing  a  long-standing  downward  trend. 
The  1977  report  of  the  Special  Committee  on  Aging  of  the  U.S.  Senate  finds  that 
"inadequate  income  in  retirement  is  the  number  one  problem  affecting  older 
Americans."  By  the  estimate  of  this  Senate  Committee  more  than  six  million 
persons  65  or  older  should  be  classified  as  poor. 

While  therefore  the  UAW  supports  the  Administration's  very  modest  plan  to 
introduce  general  revenues  into  the  Social  Security  system  we  feel  we  must  stress 
to  you  that  benefits  are  still  far  from  adequate.  We  call  upon  the  Ways  and 
Means  Committee  to  hold  hearings  later  in  the  year  for  the  purpose  of  consider- 
ing plans  to  improve  this  regrettable  situation. 
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Second. — Tax  employers  on  their  total  payrolls. 

In  many  respects,  employers  in  this  country  have  not  met  their  responsibilities 
to  provide  adequate  retirement  incomes  for  worker  families.  At  present,  nearly 
two-thirds  of  the  private  workforce  are  not  covered  by  private  pensions.  A  large 
proportion  of  the  35  million  workers  who  have  coverage,  can  expect  to  receive 
an  inadequate  retirement  income  from  their  pensions.  These  workers  rely  on 
Social  Security  for  a  major  part  of  their  income.  For  many.  Social  Security  rep- 
resents their  sole  retirement  income,  the  only  barrier  keeping  them  from  living 
their  retirement  years  in  poverty.  Further,  it  is  estimated  that  even  in  the  long 
run,  about  50  percent  of  those  over  65  will  rely  solely  on  Social  Security  benefits 
for  their  retirement  security. 

We  believe  this  is  a  fair  proposal.  It  would  cost  employers  about  $4  billion 
less  than  if  the  more  traditional  approach  of  increasing  the  tax  rate  and  wage 
base  were  taken.  The  payrolls  covering  only  the  highest  earners  would  be  af- 
fected. Since  the  Social  Security  taxes  paid  by  employers  are  considered  as  busi- 
ness expenses,  they  are  deductible  for  computing  corporate  income  taxes. 

We  recognize  this  proposal  would  alter  the  traditional  division  of  Social  Se- 
curity financing.  But  it  is  not  a  basic  change  in  the  fundamental  social  insurance 
principles  underlying  the  system.  The  present  financing  division  of  48  percent 
by  employers,  47  percent  by  employees  and  five  ijercent  by  the  self-employed 
would  change  to  50  percent,  45  percent  and  five  i)ercent  respectively.  Further, 
there  are  many  other  countries  in  which  employers  pay  a  larger  part  of  program 
costs  than  workers. 

Third. — Increase  the  wage  subject  to  Social  Security  tax  by  $2,400  beyond 
existing  projected  increases. 

This  proposal  is  equitable.  Those  who  contribute  more  would  receive  higher 
benefits  in  retirement.  Increased  contributions  would  be  required  by  those  with 
the  greater  ability  to  pay.  No  American  is  very  happy  at  the  prospect  of  having 
to  pay  more  taxes.  But  when  they  understand  this  proposal  and  recognize  that  it 
would  also  give  them  increased  benefits,  we  believe  it  will  be  acceptable. 

As  opposed  to  a  tax  rate  increase,  this  measure  would  reduce  some  of 
the  regressivity  in  the  Social  Security  tax  structure.  When  Social  Security 
started  about  97  jiercent  of  those  in  covered  employment  had  their  full  earnings 
taxed.  Today,  the  comparable  figure  is  85  percent.  This  means  that  15  percent 
of  the  wage  earners — the  highest  paid — contribute  to  Social  Security  on  a  lower 
proportion  of  their  earned  income  than  the  remaining  workers  in  the  country. 
For  example,  workers  earning  $25,000  are  presently  being  taxed  on  the  first 
$16,500  they  earn.  Such  workers  contribute  to  Social  Security  on  the  basis  of 
about  two-thirds  of  their  earned  income.  Yet,  those  who  earn  $10,000  have  their 
full  earnings  taxed.  This  proposal  would  go  a  long  way  toward  correcting  this 
inequitable  situation.  Further,  the  income  derived  would  provide  needed  .short- 
term  financial  support  to  the  system. 

The  heavy  burden  Social  Security  taxes  represent  for  the  lowest  wage  earners 
continues  to  be  a  matter  of  critical  concern.  Consideration  should  be  given  to 
methods  for  relieving  such  workers  from  this  undue  burden,  while  maintaining 
the  contributory  basis  for  their  entitlement  to  Social  Security  protection.  One 
way  to  accomplish  this  would  be  to  provide  income  tax  credits  for  the  Social 
Security  taxes  paid  by  wage  earners  whose  annual  incomes  are  below  the  poverty 
level.  However,  since  we  understand  this  is  a  subject  that  will  be  addressed  under 
tax  reform,  we  note  our  concern  here  to  insure  this  important  matter  is  ad- 
dressed by  the  Ways  and  Means  Committee. 

Fourth :  Shift  a  portion  of  the  revenue  resulting  from  the  scheduled  1978  and 
1981  Hospital  Insurance  tax  rate  increases  to  the  cash  benefit  programs. 

We  support  this  proposal.  It  is  a  reasonable  partial  solution  to  the  fiscal  prob- 
lems confronting  the  cash  benefit  programs,  especially  Disability  Insurance. 
The  reassignment  of  program  income  within  the  existing  tax  schedule  is  an 
appropriate  measure.  The  Hospital  Insurance  program  is  operating  at  a  sur- 
plus which  is  expected  to  continue.  The  proposal  is  sound.  However,  it  will  only 
continue  to  be  sound  if  health  care  cost  increases  are  kept  to  a  minimum. 

Fifth. — Establish  a  uniform  eligibility  test  for  dependent's  benefits. 

We  support  the  Administration's  proposal  to  require  the  same  eligibility  cri- 
teria for  husbands  and  wives.  Social  Security  benefits  are  designed  to  replace  a 
family  breadwinner's  income.  This  proposal  is  equitable  and  would  save  an 
estimated  $3.4  billion  from  1977  to  1982. 

These  five  proposals,  if  enacted  this  year,  would  result  in  a  restoration  of 
Social  Security's  fiscal  soundness  over  the  short  term.  Any  risk  of  impairing 
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economic  recovery  would  be  averted  this  year  and  next  J^ar  The  Disability 
Insurance  Snst  Fund  would  not  go  broke  as  expected  in  1979.  The  Old  Age  and 
Sui^i?ors'  Insurance  Trust  Fund  would  be  restored  to  a  viable  level  beyond 
19,SS   And   no  additional  tax  rate  increases  would  be  required. 

Sere  is  one  other  item  which  is  of  crucial  importance.  Even  after  the  pro- 
DoSd  'hort  term  solutions  are  enacted,  projections  indicate  that  additional 
Jevenueswill  he  needed  to  maintain  the  program's  financial  integrity  into  the 
next  cSm'v  We  believe  that  this  problem  should  be  addressed  this  year  Ameri- 
can workers  must  be  assured  that  the  protections  they  earn  will,  m  fact,  be 

'^'Thf  Administration  proposes  to  advance  the  one  percent  tax  rate  increase 
scheduled  for  2011  so  that  25  percent  becomes  effective  in  1985  and  the  remain- 
K^  75  percent  in  1990.  The  revenue  will  be  needed  sooner  than  originally  a ntici- 
prted  Ena' t"nent  of  this  proposal  would  maintain  the  Trust  Funds  at  adequate 
IPTPls  and  help  to  restore  public  confidence  in  Social  Security. 

Mr  rhairman  we  believe  the  Administration-s  legislative  proposals  for 
strenothening   So^r^^  financing  constitute  a   balanced  approach.   The 

Sets  of  te  problems  are  well  known.  The  American  people  expect  an  equitable 
solSion.  The  time  is  right  for  action.  The  compact  of  trust  that  is  our  Social 
Security  system  must  be  maintained. 

Dr.  HoFFMAX.  I  cannot  speak  for  organized  labor  on  the  issues  that 
have  been  in  front  of  this  committee  this  morning. 

But,  before  continuing,  perhaps  I  might  mention  a  few  ot  the  issues 
that  could  be  considered.  .      .    ,        i  i     •   ^ 

The  social  insurance  feature  of  social  security  is  based  on  replacing 
earned  income  lost  due  to  the  realization  of  various  risks. 

One  of  the  risks  is  the  risk  of  income  loss  due  to  retirement,  ihere 
are  other  risks  that  we  might  wish  to  consider  m  the  same  vein. 

Children  up  to  18  of  deceased  workers  who  have  earned  credits 
under  social  security  or  beyond  18  if  they  are  full-time  students  receive 

childs'  benefits.  ^  ,  n         i       r     •+  .i 

By  the  same  logic  used  if  retired  workers  were  allowed  unlimited 
earned  income  we  should  perhaps  increase  that  age  so  that  any  child 
could  get  benefits  under  the  social  security  system.    _  .  ^i      i      • 

But  the  earned  income  lost  due  to  retirement  is  one  o±  the  basic 
risks  covered  bv  the  social  security  system. 

I  would  also  like  to  point  out  that  this  is  part  of  a  broader  issue,  one 
in  which  the  minimum  benefit  or  the  adequacy  of  all  benefits  should 
be  brought  into  question.  Perhaps  if  social  security  had  higher  benefits 
there  would  be  less  need  to  work  after  65.  Work  after  age  65  would 
be  a  matter  of  choice.  i  •  i    • 

Perhaps  if  the  two-thirds  of  the  private  work  force  which  is  cur- 
rents is  not  covered  by  private  pensions  had  such  coverage,  there 
would  not  be  such  a  need  for  increasing  benefits  under  social  security. 
Further,  of  those  30  to  35  million  members  of  the  private  work  force 
who,  in  fact,  do  have  private  pension  coverage,  if  their  pension  bene- 
fits were  adequate,  then  perhaps  this  issue  would  not  be  before  us 

I'was  just  attempting  to  broaden  the  issues  that  are  currently  under 

debate.  ,      ,         i  ^    .-j?  ^.^ 

At  a  later  time  we  would  be  glad  to  come  back  and  testity  on  tlie 

retirement  test  issue.  We  were  not  prepared  to  do  so  today. 

If  I  might,  I  can  now  read  excerpts  of  Mr.  Eraser's  statement : 
Mv.  Chairman,  mem]iers  of  the  Subcommittee  on  Social  Seciirity, 

my  name  is  Douglas  Fraser,  president  of  the  International  Union, 

UAW.  Accompanying  me  is  Dr.  William  S.  Ploffman,  of  our  union  s 

social  security  department. 
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We  appreciate  this  opportunity  to  present  testimony  on  maintaining 
the  fiscal  integrity  of  social  security.  We  speak  in  behalf  of  over  li/^ 
million  active  and  retired  members  of  the  UAW,  who,  together  with 
their  families,  constitute  approximately  414  million  Americans. 

The  fiscal  concerns  of  social  security  before  this  committee  are  not 
new. 

The  report  of  the  1974—75  Social  Security  Advisory  Council  care- 
fully examined  some  of  the  problems.  The  last  three  trustees'  reports 
of  the  social  security  trust  funds  updated  the  details.  Congressional 
hearings  have  been  held.  Numerous  responsible  spokesmen  have  pre- 
sented detailed  testimonies. 

The  new  dimension  which  confronts  us  all  is  the  rapid  growth  of 
the  public's  doubt  about  social  security's  continued  existence. 

Scai'e  stories  based  on  frequently  inaccurate  and  misleading  infor- 
mation have  received  widesx^read  media  coverage.  These  stones  become 
more  believable  as  long  as  the  immediately  correctable  financing  prob- 
lems remain  unsolved. 

Mr.  Chairman,  we  have  talked  with  active  and  retired  members  of 
our  union  from  across  this  country.  They  are  concerned.  Many  of  our 
memljers  contributed  to  social  security  from  the  beginning  of  the 
program  until  they  retired. 

They  are  worried  about  the  possibility  of  one  day  not  receiving 
their  monthly  social  security  checks.  Our  working  members  know  they 
contribute  today  to  pay  for  the  benefits  of  their  retired  brothers  and 
sisters. 

They  are  also  aware  that  their  social  security  paycheck  deductions 
earn  them  the  promise  of  future  protection.  Yet,  they,  too,  are  dis- 
turbed to  learn  that  the  social  security  taxes  they  pay  do  not  cover  the 
benefits  received  by  retired  workers. 

They  a;re  also  concerned  by  reports  they  hear  that  over  the  long 
term  the  Grovernment's  promise  of  future  protection  might  not  be  kept. 

We  are  confident  that  our  Government's  promise  of  continuing  social 
security  benefits  will  be  kept.  We  cannot  conceive  of  this  Congress  or 
a  future  Congress  allowing  the  system  to  falter. 

However,  the  point  has  arrived  where  immediate  action  is  necessary. 
The  income  shortfalls  must  be  rectified.  Social  security's  financial  house 
nuist  l>e  put  in  order  into  the  next  centuiy.  Anything  less  would  only 
encourage  a  further  deterioration  in  the  public's  confidence. 

In  a  May  9, 1977,  message  to  Congress,  President  Carter  detailed  his 
comprehensive  proposals  for  strengthening  social  security  financing. 

We  are  in  support  of  the  President's  proposals  in  this  regard,  in- 
cluding the  stabilization  of  the  replacement  rates.  We  would,  oppose 
any  decrease  in  the  replacement  ratio  of  final  earnings  to  initial 
benefits. 

We  want  to  emphasize  that  we  are  in  support  of  the  administration's 
proposal  of  wage  indexing  as  opposed  to  price  indexing  or  a  reduction 
in  replacement  rates. 

We  also  ask  that  consideration  be  given  to  the  proposal  for  having  a 
transition  period  during  which  a  hold  harmless  clause  would  be  in 
effect  for  those  people  who  have  planned  for  and  are  near  retirement 
or  are  already  in  retirement  under  a  retirement  program  that  includes 
an  anticipated  social  security  benefit  which  when  combined  with  their 
private  pension  would  provide  a  level  income  for  life. 
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There  are  five  administration  proposals  wliicli  are  basically  designed 
to  restore  the  fiscal  soundness  of  social  security  over  the  short  term. 

1.  COUNTERCYCLICAL  GENERAL  REVENUE  FINANCING  TO  COMPENSATE  THE 
TRUST  FUNDS  FOR  INCOME  LOST  DUE  TO  UNEMPLOYMENT 

We  support  this  proposal.  It  provides  a  necessary  recognition  of 
the  Government's  promise  to  insure  the  continued  viability  of  social 
security. 

The  proposal  does  not  call  for  a  broad  infusion  of  general  revenues. 
As  we  understand  it,  Government  Treasury  backed  bonds  would  be 
issued  to  the  social  security  trust  funds. 

These  bonds  would  not  be  cashed  unless  a  future  recession  caused 
the  fund  reserves  to  be  drained. 

We  believe  this  approach  is  sound.  The  shift  of  Treasury  funds  to 
social  security  during  a  recession  provides  needed  financial  support 
at  a  time  when  a  deficit  cannot  be  overcome  through  increased  taxes. 

Increased  taxes  at  such  time  could  act  to  deepen  the  recession. 

The  proposal  would  also  allow  a  reduction  in  the  trust  fund's  reserve 
level  without  reducing  the  fund's  fiscal  integrity. 

The  UAW  has  long  supported  general  revenue  financing  for  social 
security.  The  administration's  proposal  is  a  modest  but  important 
start.  But,  we  believe  tying  Treasury  support  to  a  level  of  unemploy- 
ment is  too  restrictive. 

Therefore,  while  we  support  this  proposal  we  also  suggest  that  over 
time  and  with  advanced  planning,  Congress  should  moved  toward 
more  substantial  general  revenue  financing  of  social  security. 

2.   TAX   EMPLOYERS   ON   THEIR  TOTAL   PAYROLLS 

In  many  respects,  employers  in  this  country  have  not  met  their 
responsibilities  to  provide  adequate  retirement  incomes  for  worker 
families. 

At  present,  nearly  two-thirds  of  the  private  work  force  are  not 
covered  by  private  pensions.  A  large  proportion  of  the  35  million  work- 
ers who  liave  coverage,  can  expect  to  receive  an  inadequate  retirement 
income  from  their  pensions. 

These  workers  rely  on  social  security  for  a  maior  part  of  their  in- 
come. For  many,  social  security  represents  their  sole  retirement  income, 
the  only  barrier  keeping  them  from  living  their  retirement  years  in 
poverty. 

Further,  it  is  estimated  that  even  in  the  long  run  about  50  percent 
of  those  over  65  will  rely  solely  on  social  security  benefits  for  their 
retirement  security. 

3.  INCREASE  THE  WAGE  SUBJECT  TO  SOCLA.L  SECURITY  TAX  BY  $2,400  BEYOND 

EXISTING  PROJECTED  INCREASES 

This  proposal  is  equitable.  Those  who  contribute  more  would  receive 
higher  benefits  in  retirement.  Increased  contributions  would  be  re- 
quired by  those  with  the  greater  ability  to  pay. 

No  American  is  very  happy  at  the  prospect  of  having  tojpay  more 
taxes,  but  when  they  "understand  this  proposal  and  recognize  that  it 
would  also  give  them  increased  benefits,  we  believe  it  will  be  acceptable. 
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The  heavy  burden  social  security  taxes  represent  for  the  lowest  wage 
earners  continues  to  be  a  matter  of  critical  concern. 

Consideration  should  be  given  to  methods  for  relieving  such  workei-s 
from  this  undue  burden,  while  maintaining  the  contributory  basis  for 
their  entitlement  to  social  security  protection. 

One  way  to  accomplish  this  would  be  to  provide  income  tax  credits 
for  the  social  security  taxes  paid  by  wage  earners  whose  annual  in- 
comes are  below  the  poverty  level. 

However,  since  we  understand  this  is  a  subject  that  will  be  addressed 
under  tax  reform,  we  note  our  concern  here  to  insure  this  impoi-tant 
matter  is  addressed  by  the  Ways  and  JMeans  Committee. 

4.  SHIFT  A  PORTION  OF  THE  REVENUE  RESULTING  FROM  THE  SCHEDULED 
197  8  AND  1981  HOSPITAL  INSURANCE  TAX  P^TE  INCREASES  TO  THE  CASH 
BENEFIT  PROGRAMS 

We  support  this  proposal.  It  is  a  reasonable  partial  solution  to  the 
fiscal  problems  confronting  the  cash  benefit  programs,  especially  dis- 
ability insurance. 

The  reassignment  of  progi\am  income  within  the  existing  tax  sched- 
ule is  an  appropriate  measure.  The  hospital  insurance  program  is 
operating  at  a  surplus  which  is  expected  to  continue. 

The  proposal  is  sound.  However,  it  will  only  continue  to  be  somid 
if  health  care  cost  increases  are  kept  to  a  minimum. 

5.  ESTABLISH  A  UNIFORM  ELIGIBILITY  TEST  FOR  DEPENDENTS'  BENEFITS 

We  support  the  administration's  proposal  to  require  the  same  eligi- 
bility criteria  for  husbands  and  wives. 

These  five  proposals,  if  enacted  this  year,  would  result  in  a  restora- 
tion of  social  securit5?;'s  fiscal  soundness  over  the  short  temi. 

Any  risk  of  impairing  economic  recovery  would  be  averted  this  year 
and  next  year. 

The  disability  insurance  trust  fund  would  not  go  broke  as  expected 
in  1979.  The  Old  Age  and  Survivors'  Insurance  Trust  Fund  would  be 
restored  to  a  viable  level  beyond  1983.  And,  no  additional  tax  rate 
increases  would  be  required. 

There  is  one  other  item  which  is  of  crucial  importance.  Even  after 
the  proposed  short-term  solutions  are  enacted,  projections  indicate 
that  additional  revenues  will  be  needed  to  maintain  the  program's 
financial  integrity  into  the  next  century. 

We  believe  that  this  problem  should  be  addressed  this  year.  Ameri- 
can workers  must  be  assured  that  the  protections  they  earn  will,  in 
fact,  be  provided. 

The  administration  proposes  to  advance  the  1  percent  tax  rate  in- 
crease scheduled  for  2011  so  that  0.25  percent  becomes  effective  in 
1985  and  the  remaining  0.75  percent  in  1990. 

The  revenue  will  be  needed  sooner  than  originally  anticipated.  En- 
actment of  this  proposal  would  maintain  the  trust  funds  at  adequat^f^ 
levels  and  help  to  restore  public  confidence  in  social  security. 

Mr.  Chairman,  we  believe  the  administration's  legislative  proposals 
for  strengthening  social  security  financing  constitute  a  balanced 
approach. 
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The  facts  of  the  problems  are  well  known.  The  American  people 
expect  an  equitable  solution.  The  time  is  right  for  action.  The  com- 
pact of  trust  that  is  our  social  security  system  must  be  mamtanied. 

Mr.  Jacobs.  Thank  you  for  your  testimony. 

Mr.  Schulze? 

Mr.  ScHULZE.  Thank  you,  Mr.  Chairman. 

Dr.  Hoffman,  in  vour  opening  remarks  you  seemed  to  nidicate  there 
was  an  insufficiency  in  the  private  personal  or  business  pensions  and 
pension  funds  both  numerically  and  in  benefits. 

Have  you  given  any  thought  to  methods  that  the  Federal  Govern- 
ment could  use  to  increase  the  incentive,  perhaps  for  more  private  or 
personal  pension  funds  ? 

Dr.  Hoffman.  I  have  not,  but,  I  would  imagine  that  tax  nicentives 

would  be  a  great  help. 

Mr.  Schulze.  Do  you  think,  taking  the  long  range  view  ot  the 
social  security  problem,  that  perhaps  that  would  be  a  very  fruitful 
area  to  investigate  and  perhaps  it  Avould  include  incentives  for  people 
to  have  more  private  funds  ? 

Dr.  Hoffman.  Yes ;  off  the  top  of  my  head  it  sounds  like  an  mterest- 
ino'  area  to  explore. 

But,  let  me  clarify  some  of  the  problems  we  in  labor  have  witn  some 
of  the  less  profitable  corporations. 

We  have  over  1,000  members  in  each  of  77  cities  withm  34  States. 
It  is  easy  to  identify  our  union  with  the  automobile  manufacturers. 
But,  we  have  about  1,500  pension  plans,  many  of  which  provide  bene- 
fits at  a  level  of  perhaps  $6  or  $8  a  month  per  year  of  service. 

It  is  the  same  union,  but  there  are  different  employers  with  different 
risks  in  the  private  enterprise  activity.  Most  employers,  all  employers 
except  for  one  or  two  in  the  world  don't  have  the  capital  of  a  General 
Motors,  many  don't  have  the  financial  capability  of  a  Ford  or  Chrysjei\ 
I  am  pointing  out  to  you  that  auto  workers  constitute  about  half  ot 
our  membership,  . 

We  have  neo-otiated  many  other  pensions.  ^^Hiile  some  are  quite  ade- 
quate especiallv  in  the  aerospace  and  the  agricultural  implement  indus- 
try, there  are  small  plants  throughout  the  country,  both  unorganized 
piants  and  many  that  are  adequately  represented  by  unions  that  ]ust 
do  not  provide  pensions  at  any  adequate  level. 

So,  personally  I  am  sure  our  union  would  be  interested  m  exploring 
ways  which  would  facilitate  the  growth  of  private  pensions. 

Mr.  Schulze.  As  an  expert  in  this  field,  what  would  you  think  ot  a 
tax  deferral  for  anv  individual  who  took  an  amount  commensurate 
to  the  amount  that  is  taken  for  social  security,  and  put  this  m  a  per- 
sonal private  pension  fund  ? 

Dr.  Hoffman.  We  do  have  something  like  that  wheie  there  are_iio 
private  pensions.  Under  the  Pension  Reform  Act  an  Individual  Ke- 
tirement  Account  can  be  established.  . 

Mr  Schulze.  There  are  limitations  on  that.  I  am  suggesting  they 
take  the  same  amount  that  is  taken  from  their  salary  for  social  security 
and  it  would  have  to  be  a  parallel  formula,  it  would  have  to  be  the 

sam.e  amount?  .       ,     ^^        ,  -j    ^i    ,^ 

Dr.  Hoffman.  Are  you  saying  an  additional  5.8o,  and  provide  them 

with  a  tax  deferral  on  this  basis  ? 
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Off  tlie  top  of  my  head,  that  sounds  like  an  interesting  area  to 

explore.  .  . 

Mr.  ScHiJLZE.  I  am  trying  to  think  of  ways  to  provide  incentives  tor 
people  to  eventually  be  less  dependent  upon  the  social  security  system. 

Dr.  Hoffman.  This  would  have  to  be  combined  with  some  sort  of  in- 
centive for  employers.  That  is  another  area  that  could  be  examined 
in  terms  of  its  tax  treatment. 

You  must  realize  when  we  talk  about  these  kinds  of  employers,  we 
are  talking  about  workers  whose  wages  are  such  that  the  choice  of 
putting  up  an  extra  $1,000  a  year  is  really  not  viable.  It  may  be  the 
choice  between  putting  bread  on  the  table  and  future  retirement 

income. 

Mr.  ScHULZE.  I  am  not  thinking  as  much  of  the  employer  as  the 
employee,  because  employers  can  go  out  of  business  through  all  kinds 
of  economic  conditions,  but  that  employee,  the  individual,  is  concerned 
about  his  own  future  and  I  think  the  incentive  would  be  there,  and  I 
see  more  and  more  concern  among  young  people  and  quite  frankly,  it 
does  disturb  me  a  little  bit  that  they  are  more  concerned  about  security 
than  they  are  about  opportunity  today. 

This  would  open  a  door  for  them. 

Dr.  Hoffman.  I  understand  what  you  are  saying.  I  want  to  enipha- 
size,  again,  that  the  choice  we  may  be  talking  about  may  not  be  m  fact 
a  choice  for  the  average  working  man  in  the  country. 

He  may  not  have  the  choice  of,  in  fact,  taking  another  $1,000  out  of 
his  income  each  year  and  putting  it  away.  So,  I  would  rather  tie  it  to 
witliin  the  workplace  or  within  social  security  itself. 

Mr.  SciruLZE.  Thank  you.  Doctor. 

Mr.  Jacobs.  Mr.  Lederer  ? 

Mr.  Lederer.  Doctor,  do  you  support  the  traditional  provision  m 
the  administration's  bill  which  would  not  protect  the  benefits  level  of 
disability  beneficiaries  and  survivors  ?  ■,  -,        r.        -,  a 

Dr.  Hoffman.  Yes ;  we  also  go  beyond  that.  We  would  prefer  a  10- 
year  period. 

Mr.  Lederer.  Thank  you.  . 

Dr.  Hoffman.  I  may  haA^e  misunderstood  your  question,  ihe  ad- 
ministration's current  position  is  not  to  cover  disability  and  not  to 

cover  survivors.  ^      ,  ^  .^    .        ,        ^, 

We  would  oppose  that.  We  think  it  should  cover  all  those  benefits 
that  are  payable  under  the  program.  I  misunderstood  your  question. 

I  am  sorry.  ...  -,  ^^  ,     „ 

We  would  also  extend  the  administration's  proposed  5  years  to  a 

10-year  period. 

Mr.  Jacobs.  Mr.  Tucker. 

Mr.  Tucker.  Thank  you,  Mr.  Chairman. 

Doctor,  you  suggest  increasing  the  wage  siib]ect  to  tax  bv  ^^^4^"^- 

Do  you  advocate  increasing  the  amount  of  money  that  an  individual 
mav  earn  without  suffering  penalty  ?  .       .     ,    •       i  ^-       + 

Dr.  Hoffman.  I  appreciate  that  the  question  is  obviously  Pertinent. 

If  I  may,  I  would  prefer  to  decline  to  respond.  I  have  not  talked 
with  the  people  I  represent  here  on  this  specific  issue. 

I  tried  to,  before  reading  the  statement,  to  give  some  of  the  param- 
eters of  the  issue.  I  am  not  authorized  to  respond  to  that. 
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I  would  appreciate  it  if  you  would  permit  me  to  decline. 

Mr.  Tucker.  Without  stating  the  union's  position,  let  me  see  if  I  can 
explore  conceptually  with  you  and  try  not  to  put  you  on  the  spot  in 
doing  so. 

Currently,  if  someone  earns  $200  a  month  from  social  security,  re- 
ceives a  $200-a-month  social  security  check,  obviously  they  make  $2,400 
a  year  in  that  fashion,  and  then  they  can  receive  up  to  $3,000  a  year  in 
outside  earned  income,  so  they  will  have  a  potential  of  having  $5,400 
in  income  total  for  themselves  for  that  year. 

Another  individual  on  social  security  receiving  $400  a  month  is 
subject  to  the  same  $3,000  limitation,  and  taking  his  social  security 
earnings  plus  his  outside  earnings,  he  will  have  a  total  of  $7,800  during 
the  year. 

Thus,  there  is  going  to  be  a  $2,400  difference  between  the  total 
amount  of  money  that  the  first  person  may  receive  without  being  sub- 
jected to  a  penalty,  and  the  total  amount  of  money  that  the  second 
person  would  receive  without  being  subjects  to  a  penalty. 

Is  that  a  justifiable  difference  or  could  you  address  yourself  to  that 
at  all? 

Dr.  Hoffman.  As  I  understand  your  question,  and  please  help  me, 
the  benefit  levels  received  may  vary,  and  therefore  the  income  earn- 
ings limit  would  apply  differently,  thus  affecting  total  income. 

_  You  have  to  go  back  to  the  fact  that  the  benefits  in  our  point  of 
view  are  inadequate  right  now.  So,  what  we  are  looking  for  is  at  least 
some  sort  of  adec[uacy  in  the  benefit  amounts  which  will  never  treat 
everyone  equally  in  this  regard. 

If  you  are  going  to  have  an  earnings  limit  or  a  retirement  test  it 
is  going  to  affect  different  people  differently. 

The  highest  paid  worker  obviously  is  going  to  be  getting  a  higher 
amount  of  income  in  retirement  if  he  worfe,  if  he  chooses  to  work,  than 
the  lower  paid  worker. 

This  is  tied  to  the  contributory  basis  under  which  social  security 
benefits  are  determined. 

Mr.  Tucker.  The  benefit  is  but  not  the  earnings  limitation. 

Dr.  HoFFJviAN-.  But  the  earnings  limit  is  a  test  of  retirement.  You 
can  divide  the  two.  The  benefit  levels  are  based  upon,  as  we  all  know, 
the  earnings  of  a  person  during  his  working  years. 

"Wliether  or  not  income  is  earned  beyond  a  certain  amount  is  a  test 
of  retirement.  So,  I  don't  have  trouble  "with  the  fact  tliat  different  peo- 
ple with  the  earnings  limit  or  without  the  earnings  limit  could  have 
different  amounts  in  total  income. 

If  you  are  going  to  have  an  earnings  limit,  it  should  be  applied 
universally. 

Mr.  Tucker.  So,  you  would  oppose  a  variable  earnings  limit,  then  ? 

Dr.  HoFFMAX.  Personally,  yes. 

Mr.  Tucker.  I  understand. 

Thank  you,  Mr.  Chairman. 

Mr.  Jacobs.  Mr.  Ivotchum  ? 

Mr.  Ketciium.  Thank  you,  Mr.  Chairman. 

Thank  you.  Doctor,  for  your  testimony.  There  was  a  part  of  your 
statement  that  was  not  read  into  the  record.  I  read  your  statement 
before  you  delivered  it.  I  know  that  you  are  supporting  general  rev- 
enue funding.  I  think  the  choice  of  examples,  in  this  statement,  is 
rather  poor. 
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The  statement  says  a  review  of  the  social  security  programs  in  other 
countries  indicates  that  many,  including  Germany,  Japan,  Canada, 
Brazil,  Australia,  Denmark,  Israel,  Spain,  Great  Britain,  and  Luxem- 
bourg, enjoy  or  employ  general  revenue  financing. 

Now,  I  don't  know  aSout  all  of  these  countries,  but  I  do  know  that 
Germany,  Japan,  Denmark,  Great  Britain  are  in  serious  financial 
trouble. 

I  am  not  saying  it  is  just  because  they  fund  their  social  security 
program  out  of  general  revenues,  but  it  must  be  to  a  degree  contrib- 
utory. 

My  wife  has  relatives  in  Denmark  and  just  recently  visited  them 
and  got  into  a  discussion  about  savings  and  so  on. 

They  are  middle-class  people  living  in  a  small  home  just  on  the  out- 
skirts of  Copenhagen.  She  asked  them  because  they  are  close  relatives 
how  much  of  their  income  they  were  able  to  save  and  they  said  no- 
body in  Denmark  saves  money — why  save  money,  the  government 
takes  care  of  everything. 

I  think  it  is  borne  out  by  a  fact  that  a  cup  of  coffee  there  costs  $2 
and  a  package  of  cigarett-es  is  $2,  and  so  forth. 

These  are  all  reflective,  at  least  by  these  relatives,  of  government 
programs. 

They  seemed  rather  happy  with  them.  Perhaps  it  is  that  they  don't 
know  any  better  or  have  never  lived  under  any  other  system.  But  just 
those  examples  would  lead  me  to  believe  that  ma.ybe  general  revenue 
financing  isn't  the  greatest  idea  that  ever  came  down  the  pike,  using 
the  countries  you  have  used. 

Dr.  Hoffman.  As  you  quite  rightly  pointed  out,  neither  of  us,  and 
perhaps  you  know  more  than  I  about  this  issue,  know  all  of  the  reasons 
why  these  countries  are  having  the  difficulties  with  $2  packs  of 
cigarettes. 

I  do  not  know  tliat  we  have  taken  a  look  and  we  are  one  of  the  few 
industrial  countries  in  the  world  that  have  not  recognized  the  need  of 
the  general  revenue  support  for  the  financing  of  social  security  on 
some  sort  of  basis.  Several  countries  look  to  general  revenue  financ- 
ing for  any  deficits  that  may  result  from  unemployment  in  any  given 
year.  We  have  just  experienced  such  a  situation,  and  the  administra- 
tion has  addressed  this  issue. 

I  don't  know  if  the  correlation  here  is  causal  between  the  fact  that 
they  have  a  general  revenue  financing  provision  in  their  social  security 
program  and  the  fact  that  cigarettes  cost  $2; 

I  am  not  sure  I  understand  that.  The  inclusion,  first  of  all,  of  these 
countries  in  the  testimony  is  from  a  conceptual  framework.  I  was 
selective  in  the  5  minutes  before  I  realized  I  was  going  to  speaking 
here — you  are  right  in  calling  attention  to  it,  but  this  is  from  a  con- 
ceptual framework. 

We  are  a  different  country  than  Denmark.  Perhaps  various  concepts 
will  apply  equally  or  better  here  than  they  would  in  other  countries. 

This  is  not  a  new  idea,  this  idea  of  general  revenue  financing.  It  was 
around  from  the  beginning,  before  the  act  came  into  effect. 

You  know  better  than  I  of  the  history  of  this  issue  of  the  Advisory 
Councils,  and  Mr.  Burke's  one-third,  one-third,  one-third  financing 
proposal. 

I  think  it  is  a  broader  issue. 
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Mr  IvETCHUM.  I  think  it  is  something  you  have  to  talk  about.  This 
thino-'  just  jumped  right  off  the  page  at  me.  Perhaps  you  are  usmg 
them  as  industrialized  nations  but  I  certainly  don't  want  to  pattern 
this  Government  on  the  example  of,  say,  Great  Britain  or  Italy,  and 
if  this  was  a  contributory  cause  of  what  is  happening  there,  I  surely 
don't  want  any  part  of  it. 

I  just  think  maybe  we  have  got  to  come  up  with  some  better  answers. 

Mr.  Jacobs.  Mr.  Conable  ? 

Mr.  Conable.  Thank  you  very  much,  Mr.  Chairman. 

I  am  assimiing,  of  course,  that  the  statement  reflects  the  constitu- 

encv  of  the  UAW.  .  ri    .  ,-. 

l^ou  would  not  appear  here  if  you  were  not  trying  to  reilect  the 
views  of  your  employer.  And  you  have  already  addressed  the  issue  of 
whether  you  represent  big  business  or  not ;  say,  roughly  50  percent  of 
your  membership  is  in  big  business. 

I  think  that  is  probably  a  higher  percentage  than  most  other 
industries. 

I  am  wondering  if,  as  an  economist,  you  would  feel  the  same  way 
about  the  administration's  recommendations  if  most  of  your  constitu- 
encv  worked  in  small  business.  ^ 

We  don't  need  to  worry  a  great  deal  about  the  financial  stability  of 
General  Motors. 

Can  vou  speculate  at  all 

Dr.  Hoffman.  Are  you  talking  about  the  increase  m  employer 

contributions  ? 

]Mr.  Conable.  Yes. 

Dr.  Hoffman.  Yes ;  we  think  that  it  is  fair.  We  think  it  is  m  fact 
fairer  than  a  raise  in  the  wage  base  and  a  tax  rate  increase  which  would 
apply  in  a  much  more  regressive  fashion. 

We  are  talking  about  how  it  is  paid.  Those  employers  with  a  pay- 
roll with  people  who  earn  under  $30,300  by  1985  would  not  in  fact  be 
affected  from  that  point  on. 

We  are  talking  about  slightly  changing  the  distribution  of  who  pays 
in  terms  of  employers  and  employees.  I  believe  it  is  48  and  47  and  5 
right  now ;  48  percent  employer,  47  percent  employee,  and  5  percent  for 
the  self-employed. 

In  round  numbers  there  is  a  less  than  1  percent  general  revenue.  1 
think  the  total  shift  would  be  to  50  percent  employer,  45  percent  em- 
plovee,  and  5  percent  for  the  self-employed. 

Mr.  Conable.  May  I  ask  what  percentage  of  your  employees  are 

women  ? 

Dr.  Hoffman.  I  don't  Imow  the  total  figure,  I  believe  it  is  a  small 
percentage  since  we  represent  workers  in  heavy  industry. 

Mr.  Conable.  Do  you  favor  any  structural  reform  in  the  social 
security  system  ?  , 

I  am^  looking  at  the  issue  of  women.  Are  you  sure  you  are  interested 

in  that? 

Dr.  Hoffman.  Our  union  is  interested  in  women.  I  don't  mean  that 
to  be  a  flippant  response.  If  you  could  be  specific,  I  would  try  to  re- 
spond to  you.  .  - 

Mr.  Conable.  Mr.  Schulze  pointed  out  there  is  a  certain  amount  ot 
tradeoff  here  and  there  are  certain  numbers  of  things  we  can  do  with 
this  money. 
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You  are  in  an  industry  that  provides  very  good  retirement.  You  must 
acknowledge,  I  am  sure,  that  the  amomit  of  retirement  that  is  available 
if  you  greatly  expand  the  amount  of  money  that  industry  is  putting 
into  social  security  costs  is  likely  to  go  down. 

It  is  a  closed-end  system.  Somehow  they  have  to  make  some  proht 
at  the  end.  Apparently,  that  doesn't  concern  you  at  this  point,  at  least 
you  would  just  as  soon  have  the  money  go  into  social  security  as  into 
the  retirement  systems  ? 

Dr.  Hoffman.  I  think  I  am  getting  clearer  as  to  where  you  are.  I  was 
not  trying  to  avoid  answering.  I  was  just  trying  to  find  out  what  I  was 
supposed  to  respond  to. 

If  you  look  at  the  total  proposal  that  is  before  the  committee  from 
the  administration,  I  consider  it  a  balanced  approach. 

We  could  have  said  that  we  want  one-third  general  revenue  financ- 
ing. Another  approach  could  be  a  1  percent  tax  rate  increase  on  both 
employers  and  employees  and  raise  the  wage  base.  _     ^ 

I  think  in  terms  of  the  total  picture  you  are  right.  There  is  ]ust 
so  much  money  to  be  spent  and  just  so  much  burden  to  be  placed  on 

shoulders. 

I  believe  the  way  the  administration  has  proposed  is  a  balanced  way 

of  going. 

I  agi-ee  with  you  that  there  are  limited  funds  available.  We  are  very 
interested  in  profit  that  employers  make.  I  would  like  to  set  the  record 
straight  on  that. 

Mr.  CoNABLE.  You  refer  also  to  general  revenue  financing. 

Are  you  aware  of  any  country  that  uses  general  revenue  financing 
that  doesn't  also  have  a^  system  that  reflects  need  as  well  as  contribu- 
tion, in  many  cases  more  need  than  contribution  ? 

Dr.  Hoffman.  The  ones  I  listed— we  were  not  listing  ones  that  based 
the  general  revenue  on  need,  these  were  programs  with  contributory 
support. 

Mr.  CoNABLE.  And  there  is  no  need  factor  involved  ? 

Dr.  Hoffman.  Of  the  ones  listed,  to  the  best  of  my  knowledge. 

Mr.  CoNABLE.  No  weighting  toward  need  ? 

Dr.  HoFFiMAN.  No,  no.  There  are  programs  that  are  based  on  need, 
for  example,  Canada,  has  two  systems,  primarily. 

The  Canada/Quebec  pension  plan  is  a  system  on  top  of  the  system 
of  need  in  retirement — old  age  security  pension.  We  are  talking  about 
a  contributory  system  under  which  people  earn  credits  for  retirement. 

I  believe  the  nations  I  have  listed  employ  at  least  partial  general 
revenue  financing  of  their  contributory  program  as  opposed  to  a 
demogrant  program  or  just  the  fact  that  you  reach  age  65  you  get  a 
certain  minimum  benefit. 

So,  I  am  breaking  those  two  types  of  programs  apart. 

Under  the  contributoiy  program,  many  have  a  socially  weighted 
benefit  structure.  Many  of  them  have  child  benefits  which  is  another 
socially  desirable  type  of  benefit. 

INIanv  of  them  have  survivors  benefits,  much  like  our  own. 

Mr.  CoNABLE.  Do  you  remember  Walter  Reuther  ? 

He  appeared  before  this  committee,  and  I  recall  a  very  strong  state- 
ment he  made  at  one  point  to  the  effect  that,  in  an  economic  sense,  in- 
creasing costs  for  employers  also  were  paid  by  the  employees,  since 
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anything  which  affects  the  cost  of  labor  and  does  not  increase  its  pro- 
ductivity reduces  the  demand  for  labor  and  therefore  is  paid  for  bjf 
labor. 
Would  you  agree  with  that  statement  ? 

Dr.  Hoffman.  I  would  agree  with  the  statement  paraphrasing  the 
late  Walter  Keuther  remarks. 

I  again  go  back  to  how  do  you  come  up  with  the  adequate  money  to 
deal  with  the  program's  problems  and  balance  the  approach  so  that  it 
doesn't  hit  everyone  or  specific  groups  too  hard. 

Now,  I  take  it  from  your  comments,  if  I  may  react  to  them  this 
way,  that  you  are  of  the  opinion  that  it  may  hurt  small  business 
excessively. 

Mr.  CoNABLE.  Yes. 

It  reduces  the  possibility  of— it  is  the  kind  of  thing,  of  structural 
reform,  and  also  it  reduces  the  possibility  that  labor  will  benefit  from 
pension  plans  which,  in  many  cases,  are  more  generous  and  better 
administered  than  the  Social  Security  Administration,  and  it  also 
has  a  tendency  toward  the  compensated  value  of  labor. 

Dr.  Hoffman.  I  understand  what  you  are  saying.  If  you  take  it  to 
its  logical  conclusion,  however,  I  think  you  would  not  have  any  em- 
ployer contributions  at  all  to  social  security. 
I  think  that  is,  of  course,  undesirable. 

Mr.  Con  ABLE.  All  of  these  things  involve  striking  a  balance,  sir. 
I  think  we  have  to  understand  what  the  costs  are.  None  of  these 
lovely  potentials  for  the  system  come  without  cost,  and  understanding 
that  and  balancing  it  is  part  of  the  responsibility  of  this  committee. 
Dr.  Hoffman.  I  think  we  would  balance  it  at  different  points. 
Mr.  CoNABLE.  Keally,  I  was  probing  for  the  degree  of  bias  that  might 
be  in  your  testimony  by  virtue  of  your  constituency,  and  that  is  some- 
thing we  have  to  do  here,  too. 
Dr.  Hoffman.  I  appreciate  that. 
Mr.  Jacobs.  Mr.  Gephardt  ? 
Mr.  Gephardt.  One  basic  question. 

Mr.  Ball,  yesterday,  thought  two  important  areas  to  which  Congress 
should  address  itself,  if  not  then,  in  the  near  future,  are  (1)  the  ques- 
tion of  Federal,  State,  local,  and  municipal  employees  and  their  being 
brought  into,  as  a  mandatory  matter,  the  social  security  system,  and 
(2)  the  question  of  minimum  benefits. 
Do  you  have  an  opinion  on  that  ? 

Dr.  Hoffman.  We  have  been  for  universal  coverage  for  quite  a  long 
time.  Obviously,  in  universal  coverage  you  would  have  little  problem 
with  the  minim.um  benefit  as  well  as  the  so-called  double  dip  for 
Federal  employees. 

They  can  become  entitled  to  the  minimum  benefit  under  the  law 
at  present,  but  we  have  to  consider  the  purpose  of  the  minimum  bene- 
fit. It  is  to  provide  those  individuals  with  sporadic  incomes  through- 
out their  lifetime  or  periodic  employment  with  an  earned  retirement 
benefit  under  social  security. 

I  would  like  to  see  universal  coverage  or  a  combination  or  integra- 
tion of  the  systems.  Earned  credits  under  one  would  apply  under  the 
other.  The  niinimum  benefit  could  then  be  applied  as  it  was  originally 
intended  with  its  excellent  social  purpose. 
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Mr.  Gephardt.  Are  you  saying  we  should  somehow  integrate  the 
private  ? 

Dr.  Hoffman.  Not  the  private,  but  the  public  systems  with  social 
security. 

It  would  not  necessarily  harm  any  of  them.  It  would  provide  a 
better  way  of  going,  in  my  mind.  I  think  the  issue  is  rather  complex 
and  it  is  going  to  be  the  study  of  a  commission.  I  believe  the  Presi- 
dent has  announced  a  commission  on  retirement  in  general. 

Mr.  Gephardt.  Do  you  think  it  is  wise  to  put  off  those  kinds  of 
questions? 

If  we  enact  the  Carter  program  the  prediction  is  it  will  suffice  for 
25  years.  Do  you  think  that  even  with  a  commission  that  we  have  had 
again  and  again  and  again  with  all  kinds  of  recommendations  and 
published  books  and  studies.  Congress  is  really  going  to  "get  off  the 
dime"  and  do  anything  when  there  is  not  a  push  to  have  to  do 
something  ? 

Dr.  Hoffman.  If  I  may  decline  to  evaluate  how  I  perceive  what 
Congress  will  do,  I  have  expressed  an  opinion  that  universal  coverage 
or  integration  would  solve  the  problem  outside  of  the  private  pension 
system. 

Mr.  Gephapj)t.  So,  you  would  put  Federal  employees  and  munici- 
pals under  social  security  as  a  mandatory  matter  ? 

Dr.  Hoffman.  It  could  be  expanded  that  way. 

Mr.  Gephardt.  Thank  you  very  much,  Mr.  Chairman. 

]\Ir.  Jacobs.  Doctor,  I  am  completely  indebted  to  you  for  completing 
the  paradox  of  today's  hearing — Senator  Barry  Goldwater  advocat- 
ing expanded  benefits  and  the  UAW  advocating  expanded  taxes. 

There  is  going  to  be  a  quorum  call,  something  in  the  nature  of  a 
quorum  call  l3efore  long.  I  think  the  committee  might  appreciate  it 
if  Messrs.  McKevitt,  Matson,  King,  and  Clyman,  the  panel,  would 
come  forward  and  see  how  much  of  your  testimony  we  might  get 
through  before  the  quorum  call,  if  that' is  agreeable  to  you  gentlemen. 

If  each  of  the  panelists  would  identify  himself  before  the  full  state- 
ment is  made  for  the  record,  we  would  appreciate  it. 

PANEL  CONSISTING  OF  WILLIAM  DENNIS,  DIRECTOH  OF  LEGISLA- 
TIVE  PLANNING  AND  RESEARCH,  NATIONAL  FEDERATION  OF 
INDEPENDENT  BUSINESS;  ROBERT  F.  MATSON,  CHAIRMAN,  SUB- 
COMMITTEE ON  SOCIAL  SECURITY,  AND  MADELEINE  HEMMINGS, 
NATIONAL  ASSOCIATION  OF  MANUFACTURERS;  STANLEY  L. 
KING,  MEMBER,  COMMITTEE  ON  EMPLOYEE  BENEFITS,  CHAMBER 
OF  COMMERCE  OF  THE  UNITED  STATES;  PRESTON  C.  BASSETT, 
ON  BEHALF  OF  THE  CHAMBER  OF  COMMERCE  OF  THE  UNITED 
STATES  AND  THE  NATIONAL  ASSOCIATION  OF  MANUFACTURERS; 
AND  BERNARD  CLYMAN,  CHAIRMAN,  SUBCOMMITTEE  ON  OASDI 
ISSUES,  AND  PETER  DORN,  DIRECTOR  OF  SOCIAL  INSURANCE, 
NEW  YORK  CHAMBER  OF  COMMERCE  INDUSTRY 

Mr.  Dennis.  My  name  is  William  Dennis,  I  am  director  of  legisla- 
tive research  and  planning  for  the  National  Federation  of  Independ- 
ent Business.  Mr.  McKevitt's  plane  apparently  is  delayed  so  I  will 
substitute  for  him,  hopefully. 
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Mr.  King.  My  name  is  Stanley  King,  assistant  vice  president  of  the 
A.T.  &  T.  Co.,  speaking  today  as  a  member  of  the  Committee  on 
Em])loyee  Benefits  for  the  U.S.  Chamber  of  Commerce. 

Mr.  Bassett.  I  am  Preston  Bassett,  vice  president  and  actuary  of 
Towers,  Perrin,  Forster  &  Crosby,  Inc.,  management  consultants, 
particularly  in  the  employee  benefits  field. 

I  am  here  as  a  technical  adviser  for  the  NAM  and  the  chamber  of 
commerce. 

Mr.  Matson.  I  am  Robert  E.  Matson,  director  of  State  ijovernment 
tax  ali'airs  of  Bethlehem  Steel  Corp.,  speakinc;  today  as  the  chairaian 
of  the  Subcommittee  on  Social  Security  for  the  National  Association 
of  Manufacturers. 

D)'.  Clymax.  I  am  Bernard  Clyman,  vice  president  of  the  Office 
of  Social  Security  Affairs  of  the  Equitable  Life  Assurance  Society  of 
the  United  States,  speaking  on  behalf  of  the  New  York  Chamber  of 
Commerce  and  Industry.  I  am  chairman  of  the  Chamber's  Subcom- 
mittee on  OASDI  Issues,  and  I  am  accompanied  by  Mr.  Peter  Dorn, 
the  Chamber's  director  of  Social  Insurance, 

INIr.  Jacobs.  "Would  you  proceed,  sir  ? 

As  usual,  we  have  the  prepared  statements  and  they  will,  of  course, 
be  included  in  the  record  and  your  summary  will  be  appreciated.  If 
3^ou  would  like  to  read  the  statement,  that  is  all  right  also. 

STATEMENT  OF  WILLIAM  DENNIS 

Mr.  Dennis.  I  would  like  to  have  the  statement  placed  in  the  record 
and  I  will  read  the  summary  if  I  may. 

Mr.  Chairman,  NFIB  on  behalf  of  its  510,000  member  firms  appre- 
ciates the  opportunity  to  present  the  views  of  small  business  on  Presi- 
dent Carter's  social  security  financing  proposals.  Social  security  is,  of 
course,  enormously  important  to  small  business  as  56  percent  of  the 
private  non-farm  work  force  is  employed  by  small  firms. 

NFIB  and  small  business  has  a  vested  interest  in  maintaining  a 
viable  social  security  program  as  small  businessmen  and  their  em- 
ployees will  utilize  social  security  in  varying  degrees  as  a  part  of  their 
retirement  income.  But,  social  security  taxes  are  a  cost  of  labor  and  part 
of  the  overall  costs  of  doing  business.  Increased  fixed  business  costs 
are  particularly  critical  to  small  business  as  many  are  faced  with  seri- 
ous cash  flow  problems,  and  their  ability  to  pass  on  increased  fixed 
costs  is  severely  restricted.  And  social  security  is  not  the  only  Govern- 
ment-decreed cost  of  business  increase  we  face.  Minimum  wage  is 
currently  being  discussed  in  the  Plouse  as  are  energy  taxes,  and  while 
national  health  insurance  has  only  been  postponed,  it  is  likely  to  return. 

Small  business  doesn't  care  for  the  administration's  social  security 
financing  proposals.  While  NFIB  recognizes  that  larger  firms  will  pro- 
portionately bear  a  greater  burden  from  these  proposals  than  we,  and 
that  worse  possible  solutions  to  the  current  financial  dilemma  for  us 
exist,  the  Carter  proposals  are  generally  harmful  to  small  business  as 
much  for  what  they  do  not  do  as  for  what  they  do  do. 

The  proposals  continue  to  raise  payroll  taxes.  Even  though  many 
small  firms  will  feel  minimal  impact,  many  will  feel  a  rather  sub- 
stantial one.  The  point  you  must  bear  in  mind,  however,  is  that  a  $100 
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or  even  a  $1,000  (depending  on  firm  size)  Government-mandated  fixed 
cost  increase  probably  will  not  in  and  of  itself  kill  any  small  firm.  But 
it  is  this  $100  or  $1,000  increase  repeated  ad  infinitum  that  is  driving 
small  business  to  the  wall. 

Perhaps  worse,  the  administration's  proposals  unnecessarily  perpet- 
uate major  inequities  small  business  currently  encounters  in  the  social 
security  financino-  structure.  We  all  recognize  the  social  security  system 
is  a  massive  intergenerational  (and  intragenerational  for  that  matter) 
income  transfer  program.  NFIB  does  not  challenge  the  social  goal  of 
providing  low-income  retirees  with  some  type  of  subsidized  income. 
But  small  business  does  strenuously  object  to  having  employers,  par- 
ticularly small  emplo3?ers,  regardless  of  income,  pay  50  percent  of  the 
bill  for  this  subsidy. 

NFIB  would,  therefore,  offer  the  broad  outline  of  an  alternative 
proposal.  It  is  not  complete;  many  of  the  specifics  need  placement. 
But  we  offer  the  proposal  now  because  NFIB  would  like  you  to  be 
thinking  about  revision  of  the  entire  social  security  program  rather 
than  just  another  quick  fix  to  keep  it  solvent  for  another  few  years. 

It  is  our  understanding,  Dr.  Richard  Zeckhauser  of  Harvard  will 
testify  before  this  subcommittee  in  the  next  few  days  offering  some 
of  the  conceptual  changes  we  do. 

NFIB  suggests  the  existing  OASI  program  be  divided  in  two.  For 
lack  of  better  terminology,  we  w411  refer  to  the  two  resulting  programs 
as  part  A  and  part  B. 

Part  A  would  resemble  an  insurance  program.  It  would  be  financed 
by  employer-employee  contributions  just  as  the  existing  system.  But 
the  benefit  structure  of  part  A  differs  from  the  existing  system  in  that 
the  existing  subsidy  would  be  stripped  away,  and  benefits  accrue  to 
individual  contributors  regardless  of  household  status  or  earnings. 

In  other  words,  part  A  involves  two  primary  conceptual  changes 
from  the  existing  program.  The  beneficiary  becomes  the  individual 
rather  than  the  unit.  The  benefit  becomes  the  employer-employee  con- 
tributions plus  interest  rather  than  the  existing  "mish-mash"  of 
need  and  contributions  criteria. 

The  part  B  program  assumes  there  will  be  a  number  of  elderly  re- 
ceiving part  A  benefits  in  such  sums  that  will  not  permit  them  and/or 
their  families  to  exist  at  reasonable  standards.  Part  B,  therefore,  is 
a  program  patterned  directly  after  the  existing  supplemental  security 
income  program  (SSI) . 

Part  B  focuses  on  family  need.  Benefits  are  determined  by  sub- 
tracting family  income  from  some  arbitrary  standard.  Thus,  part  B 
beneficiaries  would  receive  two  checks,  their  part  A  entitlement  based 
on  their  employment  contributions  and  their  part  B  benefit  based  on 
their  family  need. 

Since  part  B  benefits  are  social  subsidies  and  not  earned  entitle- 
ments, they  would  be  financed  from  the  general  revenues  subject  to 
annual  appropriation. 

There  are  a  number  of  advantages  in  moving  to  such  a  system.  We 
list  10  of  them  beginning  on  page  13  of  our  full  testimony,  not  the 
least  of  which  are  a  reduction  in  OASI  payroll  taxes,  rationalization 
of  the  benefit  structure  and  a  decrease  in  long-term  obligations. 

Regrettably,  NFIB  does  not  see  the  principles  used  to  develop  our 
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OASI  proposal  as  being  applicable  to  the  disability  insurance  and 
hospital  insurance  program.  Small  business  recognizes  that  a  tax  rate 
(or  wage  base)  increase  whether  for  OASI  or  Hospital  Insurance, 
makes  no  practical  difference  for  the  small  employer  and  his  em- 
ployees. And  we  are  disturbed  by  the  upward  trend  in  total  costs 
for  the  DI  and  HI  programs.  Nevertheless,  NFIB  cannot  provide  any 
reasonable  conceptual  alternative  to  these  two  programs  at  this  time. 

Mr.  Chairman,  NFIB,  on  behalf  of  small  business  has  attempted  to 
provide  you  with  the  reasons  we  believe  make  the  administration's 
proposals  unsatisfactory,  and  to  present  you  a  constructive,  reason- 
able alternative  to  at  least  a  major  part  of  the  problem.  We  appre- 
ciate the  opportunity  to  do  so. 

[The  prepared  statement  follows : J 

Statement  of  James  D.  "Mike"  McKevitt,  Washington  Counsel,  National 

Federation  of  Independent  Business 

Mr.  Chairman,  NFIB  on  behalf  of  its  SIO.OOO  member  firms  appreciates  the  op- 
portunity to  present  the  views  of  small  business  on  President  Carter's  Social 
Security  financing  proposals.  Social  Security  is,  of  course,  enormously  important 
to  small  business  as  56%  of  the  private  non-farm  vrork  force  is  employed  by 
small  firms.  In  fact,  if  forced  to  choose  issues  which  have  sustained  active 
membership  interest  over  the  past  decade.  Social  Security  would  easily  rank 
among  the  top  three.^ 

At  the  outset,  we  think  it  vital  to  outline  certain  characteristics  of  small 
businesses  that  are  not  well  recognized.  Individually  small  business  is  indeed 
small,  but  in  aggregate  small  business  is  big  business — by  far  the  nation's  largest 
business.  There  are  approximately  3.7  million  employers  in  the  nation  of  which 
over  95%  are  small.  Tliese  firms  produce  43%  of  the  private,  nonfarm  GNP. 
But,  NFIBs'  median  member,  which  reflects  the  small  business  community  as  a 
whole,  annually  grosses  about  $300.000-$.350,000  and  employs  6-9  people  (full- 
time  and  part-time  employees).  If  not  totally  absent,  hard  data  on  small  busi- 
ness is  usually  weak.  But  NFIB  would  like  to  present  a  few  facts  that  influence 
us  and  that  we  hope  will  be  helpful  to  you  in  your  deliberations. 

Small  business  is  more  labor  and  less  capital  intensive  than  big  business.  The 
Small  Business  Administration  estimates  it  takes  an  average  investment  of 
$7,250  to  create  one  job  in  a  small  firm ;  *  the  Department  of  Commerce  has 
estimated  investment  costs  as  high  as  $30,000  for  larger  firms. 

Payroll  as  a  percentage  of  gross  varies  enormously  from  type  of  business  to 
type  of  business.  Construction  tends  to  be  the  highest  with  approximately  25 
percent  and  wholesaling  the  lowest  with  approximately  7  percent.'  The  retail 
trade  which  constitutes  the  largest  small  business  sector  is  about  10  percent. 

Wages  paid  by  small  firms  tend  to  be  generally  lower  than  in  large  firms. 
NFIB  data  indicates  that  approximately  50  percent  of  the  persons  employed 
(full-time  and  part-time)  by  small  business,  exclusive  of  the  construction,  agri- 
culture, and  manufacturing  sectors,  are  paid  less  than  $3.00  per  hour.*  Regret- 
tably, we  have  great  difficult  providing  you  data  estimating  the  number  of  persons 
employed  by  small  business  earning  $16  500  (the  Social  Security  wage  base)  or 
more.  All  evidence  indicates  it  is  a  relatively  small  percentage,  at  least  in  com- 

1  The  other  two  are  OSHA  and  paperwork.  Ninetv-five  percent  of  our  niprnber=!hip 
employs  40  or  fewer  people,  making  the  size  distribution  of  NFIB  tilt  slightly  toward 
smaller  and  medium  sized  small  business. 

-  Letter  from  Andrew  A.  Canellas,  Acting  Assistant  Administrator,  Small  Business 
Administration  to  James  D.  McKevitt,  Washington  Counsel,  National  Federation  of 
Indenendent  Business,  March  8.  1977. 

3  For  Proprietorships  of  between  $200,000  and  .'iSSOO.OOO  annual  gross  receipts.  Internal 
Revenue  Service,  Statisticsi  of  Income — 1972,  Business  Income  Tax  Returns,  (U.S.  Govern- 
ment Printing  Office  :  Washington,  D.C.),  1976. 

*  Dnnkelberg.  William  C,  NFIB  Statement  on  H.R.  3744,  Proposed  Fair  Labor  Standards 
Amendments  of  1977,  before  the  Subcommittee  on  Labor  Standards  of  the  House  Com- 
mittee on  Education  and  Labor,  March  9.  1977.  The  statement  was  based  on  extrapolations 
made  from  data  contained  in  :  Dunkelberg,  William  C,  and  Bailey.  Richard  M.,  Minimum 
Wage  Legislation  and  the  Independent  Business  Community,  (NFIB:  San  Mateo,  Cal.), 
1973.  Also  see :  "Emi»loy*'e  Compensation  in  the  Private  Non-Farm  Economy,  1972'', 
Bureau  of  Labor  Statistic.-?.   (U.S.  Government  Printing  Office:  Washington,  D.C.),   1975. 
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parison  to  larger  firms.  But  there  will  be  considerable  variation  by  industry 
sector,  regional,  and  urban-rural  factors." 

The  relatively  low  wage  levels  shouldn't  be  surprising  in  light  of  the  fact 
that  self-employed  workers  (small  business  proprietorships)  have  lower  median 
earnings  than  do  wage  and  salary  employees,  even  though  these  proprietors 
put  in  long  hours  and  frequently  use  unpaid  family  labor."  But  the  range  of 
self-employed  worker  earnings  is  greater  as  many  do  quite  well  and  others  fare 
rather  badly.  To  some  degree,  the  Census  statistics  on  which  these  statements 
are  based,  are  deceptive.  A  large  number  of  small  businessmen  are  incorporated, 
thereby,  technically  classifying  these  entrepreneurs  as  employees.  Since  larger 
small  firms  tend  to  be  incorporated,  it  is  NFIB's  judgment  that  small  entrepre- 
neurs' earnings  (understanding  they  include  payback  on  the  original  investment) 
are  somewhat  higher  than  wage  and  salary  employees  when  this  segment  of 
entrepreneur  is  included.^  As  a  result,  the  typical  small  businessman,  judged 
by  income,  falls  squarely  in  the  middle  class. 

When  reviewing  President  Carter's  Social  Security  financing  proposals,  NFIB 
kept  several  factors  in  mind : 

First,  small  businessmen  and  their  employees  will  utilize  Social  Security  in 
varying  degrees  as  a  part  of  their  retirement  income.  Therefore,  NFIB  has  a 
strong  interest  in  maintaining  a  viable  Social  Security  program ; 

Second,  Social  Security  taxes  are  a  cost  of  labor  and  part  of  the  overall  costs 
of  doing  business.  Increased  fixed  business  costs  are  particularly  critical  to  small 
business  as  many  are  faced  with  serious  cash  flow  problems  and  their  ability 
to  pass  on  increased  fixed  costs  is  severely  restricted ; 

Third,  do  these  proposals  end  Social  Security  tax  increases  or  are  they  merely 
another  step  in  seemingly  endless  increases?  Small  business  cannot  continue 
being  "nickel  and  dimed"  to  death  ; 

Fourth,  Social  Security  is  not  the  only  government  decreed  cost  of  business 
increase  we  face.  Minimum  wage  is  currently  being  discussed  in  the  House  as 
are  energy  taxes,  and  while  National  Health  Insurance  has  only  been  postponed, 
it  is  likely  to  return  ; 

Fifth,  paperwork  is  an  enormous  problem  for  small  business.  The  Senate  Small 
Business  Committee  has  estimated  a  smaU  entrepreneur  will  spend  one  day 
per  week  filling  out  government  generated  forms ; 

Sixth,  the  family,  generally  a  wife,  often  spends  considerable  time  working 
for  the  firm  as  unpaid  labor.  As  a  practical  matter,  they  receive  no  wages,  thereby, 
avoiding  Social  Security  taxes.  This  arrangement  is  prevalent  because  spouses 
cannot  draw  their  own  benefits  anyway.  We  find  the  phenomenon  is  most  frequent 
in  the  smallest  businesses  and  those  having  diflBculty  ; 

Seventh,  small  business  believes  in  equity.  Small  business  should  neither  pay 
a  disproportionately  large  share  of  any  program  nor  should  it  pay  a  dispropor- 
tionately small  one;  and 

Finally,  NFIB  not  only  considers  itself  the  protector  of  existing  small  business, 
but  also  of  the  opportunity  to  become  a  small  entrepreneur.  Therefore,  proposals 
adversely  impacting  entry  into  the  business  community  concern  us. 

Applying  these  considerations  to  President  Carter's  Social  Security  financing 
proposals,  NFIB  finds  them  generally  wanting.  Only  on  the  first — financial 
viability  of  the  program — does  the  President's  proposals  meet  small  business 
tests  and  that  is  precisely  the  point  on  which  we  are  least  qualified  to  speak. 
Tliere  is  no  doubt  in  our  minds  that  the  package  will  increase  revenues  and 
reduce  obligations,  thereby  bringing  to  the  Fund(s)  some  degree  of  financial 
integrity.  But  we  are  not  here  as  actuaries  and  must  reasonably  defer  those 
jtidgments  to  others. 


"  If  it  Is  assumed  supervisory  and  managerial  employees  and  no  one  else  earn  the 
wasre  base  or  more  (shaky  assumptions  at  best),  NFIB  membership  profile  data  indicates 
41  percent  have  no  employees  earning  the  wage  base,  30  percent  have  one,  20  percent 
have  two  to  four,  5  percent  have  five  to  eight,  and  the  remainder  have  nine  or  more.  On 
a  sector  by  sector  basis,  however,  matters  change  dramatically  with  the  median  small 
manufacturer  having  approximately  one  of  four  employers  in  some  supervisory  or  mana- 
gerial capacity. 

8  For  a  more  detailed  discussion  on  self-employed  workers,  see:  Ray,  Robert  N.,  A 
Report  on  Self-Employed  Americans  in  197B",  Monthly  Lahor  Review,  (U.S.  Department 
of  Labor:  Washington,  D.C.),   January,  1975. 

''The  NFTB  Quarterly  Economic  Report  for  Ismail  Business,  (eds.)  Dunkelherg.  Willmm 
C,  and  Bailey.  Richard  M.,  (NFIB:  San  Mateo,  Cal.),  series,  clearly  demonstrates  the 
better  financial  position  of  larger  small  firms  vis-a-vis  smaller  small  firms.  But  after-tax 
earninsrs  per  dollar  of  sales  for  manufacturing  corporations  are  approximately  twice 
as  much  for  large  manufacturers  as  small  ones.  See:  Federal  Trade  Commission,  Quarterly 
Financial  Report  for  Manufacturing,  Mining  and   Trade   Corporations,  series. 
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On  virtually  every  other  account,  however,  the  proposals  fail  small  business 
needs.  While  NFIB  recognizes  that  larger  firms  will  proportionately  bear  a 
greater  burden  from  these  proposals  than  we,  and  that  worse  possible  solutions 
to  the  current  financial  dilemma  for  us  exist,  the  Carter  proposals  are  generally 
harmful  to  small  business  as  much  for  what  they  do  not  do  as  for  what  they 
do  do.  Let  me  share  some  of  our  specific  concerns  : 

The  Administration  proposals  do  continue  to  raise  payroll  taxes.  While  the 
amount  of  increase  will  vary  considerably  from  firm  to  firm,  removal  of  the  wage 
base  from  the  employer's  contribution  would  affect  a  very  rough  15  percent  to 
20  percent  of  small  firm  employees.^  The  provision  would  generally  leave  the 
smaller  proprietors  untouched.  With  a  $30,000-$35,000  payroll  spread  among 
four  full-time  employees  and  one  part-time  employee,  there  are  proportionately 
few  instances  where  a  single  employee  will  be  earning  more  than  the  wage  base. 

As  the  size  of  firms  grow,  matters  do  change.  Small  manufacturers,  for  ex- 
ample, which  tend  to  pay  higher  wages  as  well  as  employ  more  people  per  firm 
than  small  retailers,  will  be  affected  by  the  abolition  of  the  wage  base  for  em- 
ployer contributions — some  rather  seriously.  The  same  would  be  true  of  small 
wholesalers  althoaigh  to  a  lesser  extent  as  the  frequency  of  skilled  labor  em- 
ployed is  less.  But  construction,  transportation,  and  professional  services,  largely 
irrespective  of  firm  size,  will  feel  an  impact. 

The  typical  small  firm  will  feel  the  greatest  impact  from  the  tax  rate  increase. 
The  %  of  1  percent  increase  in  the  nondeductible  self -employment  tax,  and  the 
scheduled  .20  percent  rate  hike  as  well  as  the  accelerated  .25  percent  proposal 
will  affect  every  firm.  While  the  dollar  increase  per  se  may  seem  relatively  small 
for  the  individual  firm,®  it  must  be  viewed  in  historical  perspective  and  in  light 
of  other  government  mandated  fixed  cost  increases.^" 

The  point  you  must  bear  in  mind  is  that  a  $100  or  even  a  $1,000  (depending 
on  firm  size)  government  mandated  fixed  cost  increase  probably  will  not  in  and 
of  itself  kill  any  small  firm  or  forbid  entry  of  new  firms.  But  it  is  this  $100  or 
$1,000  increase  repeated  ad  infinitum  that  is  driving  small  business  to  the  wall. 
This  trend  simply  cannot  be  sustained.  But  here  we  see  the  President's  Social 
Security  proposals  doing  precisely  that. 

Supposedly  these  financing  proposals  will  rectify  the  short-term  and  long-term 
financial  problems  of  Social  Security.  However,  NFIB  has  this  nagging  suspicion 
we  will  be  forced  to  come  back  again  in  the  near  future,  because  even  if  passage 
of  these  proposals  patch  the  financing  mechanism,  we  see  a  bulge  growing  in 
the  benefit  structure. 

Perhaps,  we  rely  too  heavily  on  experience  in  making  this  assessment.  But 
we  see  serious  questions  of  beneficiary  equity  which  will  have  to  be  addressed. 
NFIB  itself  has  raised  on^? — the  v,-ife  who  is  in  fact  a  partner  in  the  business 
and  cannot  draw  benefits.  Unquestionably,  each  of  your  offices  has  received  vol- 
uminous correspondence  on  the  problem  of  the  earnings  limitation  imposed  on 
working  senior  citizens.  Even  President  Carter,  at  the  time  this  testimony  was 
in  preparation,  indicated  he  would  appoint  a  blue-ribbon  panel  to  revew  Federal 
retirement  benefits.^^ 

So,  when  that  bulge  is  patched  in  the  benefit  structure,  we  must  also  apply 
another  patch  on  the  resulting  financing  bulge.  Will  small  business  then  return 


8  As  mentioned  earlier  In  the  testimony,  NFIB  has  an  enormously  difficult  tiine  esti- 
mating: the  number  of  small  business  employees  earning  the  wage  base  or  more.  The  "1.5 
percent  to  20  percent"  estimate  is  given  only  to  present  the  Subcommittee  with  some 
"ball  park"  figure,  and  is  clearly  not  meant  to  be  definitive. 

The  estimate  was  derived  by  taking  the  19  million  employees  estimated  by  the  Social 
Security  Administration  to  be  earning  .$16,500  or  more  and  subtracting  nnproximntely  10 
percent  employed  by  State  and  local  governments.  Comparative  "pay  for  the  time  worked'' 
ratios  were  then  developed  for  firms  employing  less  than  100.  100  to  499,  and  500  or 
more,  from  BLS  figures.  The  number  of  persons  employed  by  firm  size  was  then  taken 
from  Census  data.  Since  firms  under  100  employees  employed  roughly  half  the  private 
work  force,  but  paid  a  20  percent  lower  average  compensation,  it  was  estimated  that 
approximately  6.8  million  employees  would  be  affected.  Dividing  that  figure  into  the 
total  number  of  persons  employed  by  these  firms  yields  the  very  rough  estimatp. 

9  Assume  a  small  firm  with  a  $40,000  payroll  and  the  proprietor  earning  ?1 6.500.  His 
existing  total  Social  Security  bill  as  .$3,495 — the  equivalent  of  20  percent  of  the  pro- 
prietor's income.  Other  factors  remaining  constant,  the  increased  bill  would  be  .$162.50. 

w  Between  1970  and  1980,  the  Social  Security  wage  base  will  have  rison  from  $7,800 
to  $20,700  and  the  tax  rate  from  4.8  percent  to  6.05  percent  for  the  employer.  The  wage 
base  will  have  doubled  for  both  State  and  Federal  Unemployment  Comnensation  nrn- 
grams  with  the  estimated  average  tax  rate  for  both  moving  from  1.74  percent  to  SA5 
percent.  The  minimum  wage  was  $1.60  in  1974  and  will  rise  to  heaven  only  knows  what 
in:  1980.  ,      , 

11  After  inouiries  to  the  White  House  and  HFW.  it  is  not  yet  clear  whether  or  not 
Social  Security  will  be  among  those  retirement  benefits. 
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with  the  same  assessment  of  the  new  financing  proposals  that  we  now  offer  on 
Se'^ident  Carter's  financing  proposals-'-Yes,  it  will  adversely  impact  us;  no 
ft  will  not  km  us  in  and  of  itself. "-or  will  small  bus  ness  then  return  with  the 
assessment— "This  is  the  straw  that  breaks  the  camel  s  back .' 

PerMrTs  worse  the  Administration's  proposals  unnecessarily  perpetuate  mapor 
inSfes  smaU  business  currently  encounters  in  the  Social  Security  financing 
structure  We  all  recognize  the  Social  Security  system  is  a  massive  inter-genera- 
tSn^l  (and  intra-generational  for  that  matter)  income  transfer  program.  In 
fac  two  of  every  See  dollars  paid  out  in  retirement  benefits  (1970)  are  not 
Se  contribution  of  the  beneficiary  and  his  employer  (plus  interest).-  Those  two 
dollars  are  a  direct^cash  transfer  program  from  the  working  generations  to  the 

''"^NFlVdols  norchallenge  the  social  goal  of  providing  low-income  retirees  with 
some  tvpe  of  subsidized  income.  That  is  another  question.  But  small  business 
does  strenuously  object  to  having  employers,  particularly  small  empioyeis,  re- 
gardless of  income,  pav  50  percent  of  the  bill  for  this  subsidy. 

LeS  take  an  example  :  Mr.  Jones,  an  employer  earns  $20,000  from  his  business  ; 
his  pavroll  is  $35,000,  all  of  which  is  subject  to  Social  Security  tax.  Mr.  Jones 
therefore  annual  v  pavs  $1,732.50  into  OASDI  on  behalf  of  his  employees,  and 
a  non-deducUble  $1,155  on  his  own  behalf.  Mr.  Smith,  an  employee,  also  earns 
$->0  000  His  pavment  into  OASDI  is  $816.75.  That  means  employer  Jones  ^ylth 
the' same  income  as  employee  Smith,  pays  $2,070.75  more.  Assuming  two-thirds 
of  these  dollars  are  directed  to  subsidizing  current  retirees,  Mr.  Jones  is  paying 

$1,3.S7.40  more  in  subsidy."  .  ,        ^  , 

NFIB  simplv  cannot  rationalize  this  condition.  Nor,  for  example  can  ^^e 
rationalize  governmental  employees  not  helping  pay  the  subsidy.  But  the  Ad- 
ministration's  proposals  perpetuate  these  unjust  conditions  and  make  them 
worse  by  placing  an  even  greater  burden  on  small  business.  So,  small  business 
is  not  only  being  told  to  shoulder  a  greater  amount  of  the  subsidy  load,  but 
shoulder  a  load  that  is  inequitable  in  the  first  place.  ,      c     •„! 

NFIB  does  not  wish  to  criticize  the  Carter  administration  too  severely.  Social 
security  problems  are  not  of  its  making  and  it  was  forced  by  circumstance  into 
immediate  action.  Our  complaint  lies  with  an  unimaginative  response  and  a 
failure  to  utilize  this  enormous  opportunity  to  review  the  entire  social  security 

pro2fr3.ni 

Having  told  vou  small  business  is  not  happy  with  the  Carter  Administration 
proposals,  we  feel  it  incumbent  upon  us  to  offer  you  a  reasonable  and  responsible 
alternative.  While  the  proposal  remains  a  skeleton,  we  feel  it  offers  significant 
promise  in  resolving  the  financing  problem  as  well  as  many  questions  of  bene- 
ficiary equity.  NFIB  does  not  offer  this  as  the  only  acceptable  approach  to  small 
business,  but  as  one  moving  the  discussion  in  new  positive  directions. 

The  following  are  the  assumptions  upon  which  the  NFIB  proposal  is  based : 

NFIB  assumes  the  Social  Security  Trust  Fund  is  in  financial  difficulty,  and  the 
gap  between  revenues  and  obligations  will  continue  to  grow  without  significant 
change  in  the  existing  system  ; 

NFIB  assumes  payroll  taxes,  of  which  Social  Security  is  the  largest,  adversely 
affects  employment  and  are  a  cost  of  doing  business ; '" 

NFIB  assumes  it  is  not  socially  wise  nor  politically  feasible  to  retluce  benefits 

of  present  retirees ;  i-     ^    ^ 

NFIB  assumes  employer-employee  contributions  are  an  essential  ingredient  ot 

a  Federal  retirement  insurance  program  ;  and 

NFIB  assumes  social  programs  in  contrast  to  insurance  programs,  should  be 

financed  progressively  via  the  graduated  income  tax. 

NFIB  proposes  the  existing  OASI  program  be  divided  in  two.^°  For  lack  of 

better  terminology,  we  will  refer  to  the  two  resulting  programs  as  Part  A  and 

Part  B. 


« Munro,    Douglas    R.,    "Welfare    Component    and    Labor    Supply    Effect    of    OASDHI 
Retirement  Benefits,"   (Ph.  D.  dissertation,  Ohio  State  University:  Columbus,  Ohio),  19  i  6. 

13  The  ratio   of  subsidy   to   contribution   should   shortly   be   approximntely    1:  1. 

14  The  subsidy  Is  slightly  inflated  because  the  OASDI  rather  than  the  OASI  tax  was 

used  in  the  calculation.  .  .    ^     ,  ,    t  <<     at  te    ^f    +i,„ 

"See  "Economic  Recovery  and  the  Financing  of  Social  Insurance  ,  Staff  of  the 
Senate  Budget  Committee,  (U.S.  Goyernment  Printing  Office:  Washington,  D.C),  19.7. 
WAS  this  testimony  was  in  final  preparation,  an  articulate  though  brief  essay  was 
published  arriving  at  the  same  conclusion  as  did  NFIB.  See :  Boskin.  ^/ich^el  J  ,  Social 
Security  •  The  Alternatives  Before  Us",  The  Crisis  m  Social  Security:  Prohlems  and 
Prospects,  (ed)  Michael  J.  Boskin,  (Institute  for  Contemporary  Studies:  San  Francisco. 
Cal.),1977. 
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Part  A  would  resemble  an  Insurance  program.  It  would  be  financed  by 
employer-employee  contributions  just  as  the  existing  system.  But  the  benefit 
structure  of  Part  A  differs  from  the  existing  system  in  that  the  existing  subsidy 
would  be  stripi>ed  away,  and  benefits  accrue  to  individual  contributors  regard- 
less of  household  status  or  earnings. 

In  other  woi*ds,  Part  A  involves  two  primary  conceptual  changes  from  the  exist- 
ing program.  The  beneficiary  becomes  the  individual  rather  than  the  unit.  The 
benefit  becomes  the  employer-employee  contributions  plus  interest  rather  than 
the  existing  "mish-mash"  of  need  and  contributions  criteria. 

The  Part  B  program  assumes  there  will  be  a  number  of  elderly  receiving 
Part  A  benefits  in  such  sums  that  will  not  permit  them  and/or  their  families  to 
exist  at  reasonable  standards.  Part  B,  therefore,  is  a  program  patterned  directly 
after  the  existing  Supplemental  Security  Income   (SSI)   program. 

Part  B  focuses  on  family  need.  Benefits  are  determined  by  subtracting  family 
income  from  some  arbitrary  standard.  Thus,  Part  B  beneficiaries  would  receive 
two  checks,  their  Part  A  entitlement  based  on  their  employment  contributions 
and  their  Part  B  benefit  based  on  their  family  need. 

Since  Part  B  benefits  are  social  subsidies  and  not  earned  entitlements,  they 
would  be  financed  from  the  general  revenues  subject  to  annual  appropriation. 

There  are  a  number  of  advantages  in  moving  to  such  a  system  : 

First,  we  make  the  system  rational  and  comprehensible.  Very  few  persons 
including  those  receiving  Social  Security  benefits  have  even  a  minimal  under- 
standing of  how  the  existing  system  operates.  Beyond  paying  Social  Security 
taxes,  drawing  Social  Security  benefits,  and  having  a  Social  Security  number,  the 
program  remains  a  mystery.  There  is  simply  no  good  reason  for  unnecessarily 
perpetuating  such  complexity  in  an  open  democratic  society. 

Second,  the  proposal  allows  us  to  address  specific  problems  without  creating 
distortions  in  other  parts  of  the  program.  For  example,  if  it  were  determined 
under  the  current  program  that  the  minimum  benefit  needed  to  be  raised,  then 
the  system  miglit  be  further  distorted  by  forcing  a  tax  rate  increase  (regressive) 
or  a  wage  base  hike  which  eventually  raises  the  maximum  benefit  and  causes 
long-term  obligations  to  soar.  In  attempting  to  raise  Social  Security  revenues. 
President  Carter  decided  to  generally  avoid  these  two  distortions,  but  created  a 
third  one,  i.e.,  removal  of  the  wage  base  for  employers  only. 

Third,  the  proposal  places  rationality  and  equity  into  the  benefit  structure 
from  the  beneficiaries'  perspective.  That  is  not  now  true.  Persons  who  contribute 
don't  necessarily  receive  benefits,  i)ersons  who  don't  contribute  may  receive 
benefits.  Some  are  "docked"  for  working  after  retirement,  while  others  having 
a  greater  income  receive  the  full  benefit.  It  simply  doesn't  make  any  sense. 

The  proposal  eliminates  most  of  those  problems.  Part  A  benefits  are  your 
contributions  plus  interest.  Part  B  benefits  are  more  arbitrary,  but  are  generally 
classified  as  "need." 

Fourth,  the  proposal  forces  persons  not  contributing  to  Social  Security  to 
pay  their  fair  share  of  the  subsidy  given  low  income  retirees.  Since  Part  B 
benefits  will  be  financed  from  general  revenues,  no  person  can  escape  paying 
his  fair  share.  The  largest  group  affected  will  be  the  approximately  two  million 
civilian  Federal  employees  who  now  contribute  virtually  nothing  to  the  main- 
tenance of  the  low-income  elderly. 

Fifth,  the  proposal  permits  utilization  of  general  revenues  without  violating 
the  general  principles  of  a  trust  fund. 

Sixth,  the  proposal  reduces  payroll  taxes,  thereby,  creating  employment  and 
halts  regressive  taxation. 

To  some  degree  labor  is  an  elastic  commodity.  The  higher  its  cost,  whether  the 
specific  cost  be  wages,  benefits,  payroll  taxes,  etc.,  the  greater  the  propensity  to 
substitute  for  labor.  As  the  staff  report  of  the  Senate  Budget  Committee  pointed 
ou,  "The  existing  system  of  employer  payroll  taxation  creates  a  number  of  anti- 
jobs  biases."  " 

The  current  Social  Security  financing  structure  is  regressive  in  that  it  compels 
lower  income  i)eople  to  pay  a  considerably  higher  proportion  of  their  income 
to  support  a  social  subsidy  program  than  do  higher  income  people.  In  fact,  a 
substantial  number  of  Americans  now  pay  more  in  Social  Security  taxes  than 
income  taxes.  The  proposal  effectively  changes  that  condition  by  financing  the 
subsidy  (PartB)  through  general  revenues. 

Seventh,  employer-employee  contributions  would  still  be  made  to  create  an 
earned  entitlement.  The  employee  would,  therefore,  draw  a  Part  A  benefit  that 


"  "Economic  Recovery  and  the  Financing  of  Social  Insurance",  op.  dt.,  p.  5. 


335 

is  his  by  right  and  not  by  the  gratuity  of  Uncle  Sam.  It  also  ensures  that  every 
employee  is  compelled  to  some  extent  to  make  a  contribution  to  his  own  retire- 
ment. While  one  of  the  criticisms  of  this  proposal  will  be  that  it  serves  as  a  dis- 
incentive to  saving  for  retirement,  the  proposal  certainly  is  far  more  reasonable 
in  that  regard  than  drawing  totally  from  general  revenues. 

Eighth,  the  increasing  coverage  and  reliance  on  private  pension  plans  should 
in  the  long  term  relax  the  cost  of  Part  B.  In  other  words,  the  growing  number  of 
workers  which  would  be  entitled  to  both  Part  A  and  private  pension  benefits 
would  over  a  period  substantially  reduce  the  number  of  persons  qualifying  under 
Part  B.  That  reduces  public  expense  and  public  involvement  in  the  retirement 
system. 

Ninth,  at  some  point  in  time  (we  assume  a  transition)  relatively  poor  work- 
ers, whether  employees  or  employers,  would  stop  helping  subsidize  wealthy  re- 
tirees.'* All  retirees  receive  a  subsidy  under  the  existing  benefit  structure  whether 
it  is  needed  or  not.  That  situation  would  not  occur  under  this  proposal  because 
those  not  in  need  would  receive  only  the  Part  A  benefit. 

Lastly,  the  proposal  will  restore  lessening  confidence  in  a  successful  and  still 
popular  program.  The  success  of  Social  Security  has  been  founded  in  the  public's 
willingness  to  finance  it.  But  increasingly  younger  workers  are  questioning  the 
proportionately  large  amount  they  are  paying  and  wondering  whether  anything 
will  be  left  when  they  retire.  This  is  not  a  healthy  sign. 

By  alleviating  the  regressive  taxation  and  rationalizing  the  benefit  structure, 
the  proposal  helps  bolster  long-term  public  support  for  the  program. 

Despite  overwhelming  advantages,  this  proposal  is  not  without  defects.  It  has 
liabilities  and  we  believe  it  only  fair  to  discuss  at  least  some  of  them : 

A  practical  problem. — There  must  be  some  transition  period  (at  least  on  the 
benefit  side)  so  that  persons  can  plan  their  retirement.  This  is  of  particular  con- 
cern to  persons  nearing  retirement  age.  "While  to  many  beneficiaries  there  will 
be  no  problem  in  switching  to  the  new  program  immediately,  it  would  prove 
difficult  for  many  of  those  receiving  a  private  pension  as  well  as  Part  A  benefits. 
For  example,  John  Doe  plans  to  retire  at  age  65  in  1980.  He  counts  on  receiving 
$400  a  month  from  his  Social  Security  and  $-^00  a  month  from  his  private  pen- 
sion for  a  total  of  $800  per  month.  Under  the  proposal,  however,  the  Part  A 
benefit  would  only  be  about  $200.  Therefore,  he  would  only  total  $600  per  month. 
(It  is  assumed  $600  per  month  is  too  much  to  qualify  for  Part  B  benefits.)  As  a 
result,  some  phase-in  period  is  crucial. 

Strengthened  private  pension  plans. — Since  relatively  high  income  benefi- 
ciaries over  a  period  of  time  would  have  their  Federal  benefit  relatively  reduced 
to  their  true  entitlement,  pressure  would  be  added  to  strengthen  existing  private 
plans  and  institute  new  ones."  Such  a  development  would  have  far  reaching 
ramifications  that  we  are  not  totally  able  to  assess.  Positively,  it  moves  the  pri- 
vate sector  in  to  a  relatively  greater  role  in  the  provision  af  retirement  income, 
which  should  also  mean  greater  availability  of  investment  capital.  Negatively, 
it  means  greater  influence  over  the  capital  markets  by  pension  fund  trustees. 

Disincentive  to  save  and  provide  pension  plans. — It  can  be  argued  that  low 
income  which  now  have  difficulty  saving  would  have  absolutely  no  incentive  to 
do  so  under  the  proposal.  This  would  be  particularly  true  if  this  individual  did 
not  qualify  for  some  private  plan.  In  other  words,  since  he  knows  Part  B  will 
take  care  of  him  anyway,  why  save  any  of  his  already  limited  funds? 

Similarly,  why  should  an  employer  establish  a  modest  pension  program  when 
he  recognizes  Part  B  will  take  care  of  his  employees  anyway  ? 

There  will  unquestionably  be  persons  taking  advantage  of  the  situation,  but 
then  isn't  that  the  situation  now?  Further,  we  would  not  exjject  Part  B  to  pro- 
vide princely  simis  to  beneficiaries  and  we  further  anticipate  some  consideration 


"  Total  family  money  income  In  1974  where  heads  of  household  were  65  and  over  was 
as  follows  : 

Percent  of 

Income :  families 

$4,999    or    less 28.  3 

$5,000-$9,999 38.  4 

$10,000-$14,999 17.  3 

$15,000  or  more Ki.  0 

Source:  U.S.  Bureau  of  the  Census,  Current  Population  Reports,  Series  P-60,  No.  101, 
"Money  Income  in  1974  of  Families  and  Persons  in  the  United  States",  (U.S.  Government 
Printing  Office:  Washington,  D.C.),  1976.  „,  ,.. 

"  For  a  discussion  of  small  business  and  private  pension  plans,  see :  Fielding,  Bruce  (i., 
NFIB  statement  on  S.  901,  "Pension  Simplification  Act",  before  the  Subcommittee  on 
Private  Pension  Plans  and  Employee  Fringe  Benefits  of  the  Senate  Committee  on  Finance, 
May  24,  1977. 
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of  positive  personal  savings  and  private  benefits  would  be  considered  in  Part  B 
calculations. 

Administration. — Any  subsidy  program  has  administrative  problems  and  Part 
B  should  be  no  different.  Questions  and  determination  of  need  are  not  always  easy 
to  tackle,  particularly  when  large  numbers  of  persons  are  involved.  But  there 
would  exist  one  major  practical  difference  between  administering  Part  B  and  a 
conventional  subsidy  program.  That  is,  the  income  of  the  elderly  tends  to  be 
fixed  and  subject  to  fewer  fluctuations  than  a  conventional  welfare  recipient. 
Persons  are  also  less  mobile.  This  eases  administration  of  Part  B  considerably. 
And  while  it  will  always  remain  a  problem,  it  may  not  prove  as  difficult  as  maiiy 
might  expect. 

Only  one  program. — The  proposal  directly  addresses  only  one,  ableit  by  far 
the  largest,  of  the  Social  Security  funds.  But  there  is  no  intrinsic  reason  why 
the  OASI  program  cannot  be  reformed  in  the  manner  suggested  without  a  simul- 
taneous conceptual  change  in  the  other  programs. 

Regi-ettably,  XFIB  does  not  see  the  principles  used  to  develop  our  OASI  pro- 
posal as  being  applicable  to  the  Disability  Insurance  and  Hospital  Insurance 
programs.  These  programs  are  conceptually  as  well  as  practically  based  on  the 
principles  of  "shared  risk".  Therefore,  while  there  may  be  an  inter-generational 
subsidy  to  pay  the  "premiums",  to  distinguish  who  belongs  to  what  and  which 
revenue  drawer  should  account  for  what  part  of  the  premiums,  becomes  a  mess 
in  practice  if  not  in  theory. 

Small  business  recognizes  that  a  tax  rate  (or  wage  base)  increase  whether  for 
OASI  or  Hospital  Insurance,  makes  no  practical  difference  for  the  small  employer 
and  his  employees.  And  we  are  disturbed  by  the  upward  trend  in  total  costs  for 
the  DI  and  HI  programs.  Nevertheless,  NFIB  cannot  provide  any  reasonable  con- 
ceptual alternatives  to  these  two  programs  at  this  time. 

Mr.  Chairman.  NFIB,  on  behalf  of  small  business,  has  attempted  to  provide 
you  with  the  reasons  we  believe  make  the  Administration's  proixisals  unsatis- 
factory, and  to  present  you  a  constructive,  reasonable  alternative  to  at  least  a 
major  part  of  the  problem.  We  appreciate  the  opportunity  to  do  so. 

STATEMENT  OF  ROBERT  F.  MATSON 

Mr.  Matson.  Mr.  Chairman,  if  we  could,  I  am  Robert  Matson  of  the 
National  Association  of  Manufacturers,  and  we  have  a  full  testimony 
to  submit  for  the  record. 

I  have  a  brief  statement  I  can  speed  through  in  5  or  6  minutes,  if  I 
really  speed. 

My  name  is  Robert  Matson,  of  the  Bethlehem  Steel  Corp.  in  Bethle- 
hem, Pa.  I  am  chairman  of  the  Task  Force  on  Social  Security  of  the 
National  Association  of  Manufacturers.  With  me  is  Preston  C.  Bassett, 
an  actuai-y  with  Towers,  Perrin,  Forster  and  Crosby,  Inc.,  an  orofaniza- 
tion  of  consultants  to  management  specializing  in  employee  benefits 
and  actuarial  concerns. 

We  appear  today  at  the  invitation  of  the  Subcommittee  on  Social 
Security  to  present  the  views  of  the  National  Association  of  Manufac- 
turers, a  voluntary  nonprofit  business  organization  with  membership 
of  over  13,000  manufacturing  businesses. 

Mr.  Chairman,  we  are  here  to  join  the  Carter  administration,  the 
trustees  of  the  Social  Security  Trust  Funds  and  you  in  recognizing  tlie 
seriousness  of  the  financial  situation  the  social  security  system  faces. 
We  urge  Congress  to  act  before  the  end  of  the  1977  calendar  year  to 
resolve  the  growing  inability  of  the  social  security  system  to  meet  its 
obligations. 

The  recommendations  we  are  making  are  not  only  those  of  the  NAM 
but  are  the  shared  views  of  the  business  community  as  represented  by 
the  Business  Roundtable,  the  Chamber  of  Commerce  of  the  United 
States  and  the  Association  of  State  Chambers  of  Commerce. 
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Because  we  believe  that  the  most  urgent  problem  for  the  social 
security  system  is  financial,  we  will  limit  our  presentation  to  a  dis- 
cussion of  the  Carter  administration  proposals  for  social  security 

financing  and  our  own.  .  n   n       i  r        .o 

We  support  the  Carter  administration  proposal  for  decoupling  as 
to  the  underlying  principles,  but  differ  on  the  replacement  ratio  to 
be  maintained.  We  support  the  increase  in  the  tax  on  the  self-employed 
and  tlie  change  in  the  definition  of  dependent.       _ 

We  strono-ly  oppose  a  tax  on  the  employer's  entire  payroll,  the  use 
of  o-eneral  revenue  financing  to  meet  the  system's  short-term  needs 
the^hift  in  taxes  from  the  hospital  insurance  trust  fund  to  avoid 
depletion  of  the  disability  insurance  trust  funds  and  an  increase  on 
the  taxable  wage  base  for  employees.       ^       .  ,  .,    ,  ,i_^,^ 

We  oppose  o-eneral  revenue  financing  of  social  security  because  theie 
are  no  excess^eneral  revenues  to  transfer.  Such  a  move  puts  a  stop 
to  the  ability  of  the  system  to  support  itself,  and  undennines  the 
concept  of  eaiiied  rights  to  benefits— the  foundation  blocks  for  public 
acceptance  and  willingness  to  support  the  system.  -u^,.^,,^ 

Taxino-  the  entire  employer  payroll  destroys  the  50-^0  cost  shaimg 
principle  wliich  has  worked  so  well  for  over  40  years  It  will  cost 
implovers  some  $30  billion  in  the  first  5  years  and  relatively  more 
later  This  proposal  will  fall  very  hard  on  nonprofit  employers,  in- 
creasing social  security  costs  l^y  14.5  percent  for  colleges  and  uni- 
vei-sitiel  and  10.7  percent  for  large  State  and  local  governments. 
Also,  at  a  time  when  Government  is  trying  to  encourage  industry  to 
invest  so  as  to  create  more  jobs,  the  administration  is  proposing  some- 
thing which  may  well  cut  into  the  resources  of  private  pension  lunds 
which  are  a  maior  source  of  investment  capital.  ,  ^t  .  ^,  • 
We  propose  changes  which  will  rebuild  the  confidence  of  the  Ameii- 
can  people  in  the  social  security  system  by  financing  the  sjsto  in  t^e 
traditional  way  to  do  what  social  security  was  intended  to  do.  VVe 
make  our  recommendations.  ,     

( 1 )  An  immediate  tax  increase  of  at  least  3  percent  on  the  employer 
and  the  employee.  NAM  believes  an  additional  tax  increase  of  2  pei- 

cent  will  be  needed  by  1982.  ^,         ,,         .        -,  .^  -,./  t:„,po  the 

(2)  An  increase  in  the  tax  on  the  self-employed  to  II/2  times  ttie 

""^S^'^^rchanc^e  in  the  definition  of  dependent  to  that  proposed  by  the 
^^J^^lSSf-a  wage-indexing  basis  which  wc^d^ore  the 

^rr  I^^^^^^^S^-^SP^^  we 

do  i?  today  because  we  believe  a  tax  increase  is  the  most  responsible 
tommenLion  we  can  make.  Our  studies  show  that  «- -^^X^J^ 
absorb  a  modest  tax  increase  at  this  time.  Equal  taxes  ^l^the  employ^^^ 
and  the  employee  make  it  clear  to  everyone  how  benefits  aie  financed 
a  so  protect  Congress  from  constituent  pressure  to  increase  bene- 
fit in  the  future  without  corresponding  increases  m  taxes.  We  believe 
people  will  accept  a  modest  tax  increase  now  m  order  to  return  ttie 
social  security  system  to  a  sound  financial  basis.  ^.^    ,  ,    .  ^^  .t,-. 

Mr.  Chairman,  you  may  recall  that  when  we  testified  before  this 
committee  in  July  1976,  your  committee  asked  business  ^  develop  a 
uniform  position  on  decoupling.  In  response  to  that  request  ^he  Na- 
tional Association  of  Manufacturers,  the  Business  Roundtable^tiie 
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Chamber  of  Commerce  of  the  United  States  and  the  Association  of 
State  Chambers  of  Commerce  have  agi^eed  to  support  the  formula 
presented  by  the  American  Council  on  Life  Insurance. 
_  We  urge  you  to  act  promptly  on  this  and  the  other  recommenda- 
tions we  have  made  this  morning. 

Gentlemen,  on  behalf  of  NAM,  may  I  express  our  appreciation  of 
bemg  here  today  and  may  I  thank  you  for  your  courteous  attention. 
[The  prepared  statement  follows:] 

Statement  of  the  National  Association  of  Manufacturers 

SUMMARY 

1.  The  Xational  Association  of  Manufacturers  recommends  a  four  part  pro- 
gram to  alleviate  the  social  security  system's  financing  problems  : 

(a)  An  immediate  tax  increase  of  3  percent  on  the  employer  and  the  employee. 
If  present  economic  and  demographic  projections  hold,  an  additional  tax  increase 
of  2  percent  will  be  needed  by  1982. 

(&)  An  increase  in  the  tax  on  the  self-employed  to  the  traditional  level  of  one 
and  one-half  times  the  employee  rate. 

(c)  A  change  in  the  definition  of  dependent  to  that  proposed  by  the  Carter 
administration. 

((Z)  Revision  of  the  present  method  of  computing  initial  retirement  henefits  to 
stabilize  the  percentage  of  preretirement  income  replaced  by  social  security  at 
1971-72  levels. 

2.  NAM  opposes  several  of  the  Carter  administration  proposals  for  social 
security  financing: 

(a)  Any  earnings  base  increase  as  not  cost  effective. 

(b)  Any  use  of  general  revenue  funds  to  finance  social  security  because  in  the 
present  state  of  our  deficit  budget,  there  are  no  general  revenues  to  transfer 
general  revenue  financing  contributes  to  inflation,  establishes  a  poor  precedent 
tor  solving  future  difficulties  with  the  system,  and  undermines  public  confidence 
m  the  system. 

(c)  Taxing  the  entire  employer's  payroll  because  it  places  an  unfair  burden 
on  employers  and  cuts  into  the  availability  of  investment  capital.  This  proposal 
places  a  particularly  heavy  burden  on  nonprofit  employers. 

(d)  Shift  in  health  trust  funds  because  the  health  trust  funds  are  projected  to 
run  out  in  the  late  1980's  even  if  no  transfer  takes  place. 

statement 

My  name  is  Robert  Matson.  from  Bethlehem  Steel  Corp.,  in  Bethlehem.  Pa 
lam  also  chairman  of  the  Task  Force  on  Social  Security  of  the  National  Asso- 
ciation of  Manufacturers.  With  me  is  Preston  C.  Bassett,  an  actuary  with  Towers, 
Perrm  Forster  and  Crosby,  Inc..  an  organization  of  consultants  to  management 
specializing  m  employee  benefits  and  actuarial  concerns.  We  had  technical 
advice  from  Dr.  Robert  J.  Myers,  professor  of  actuarial  science,  Temple  Uni- 
versity and  chief  actuary  for  the  social  security  system  from  1947-70  Dr  Myers 
serves  as  a  consultant  to  NAM. 

We  appear  today  at  the  invitation  of  the  Subcommittee  on  Social  Security 
to  present  the  views  of  the  National  Association  of  Manufacturers,  a  voluntary 
nonprofit  business  organization  with  membership  of  over  13,000  manufacturing 
organizations. 

Mr.  Chairman,  we  are  here  to  join  the  Carter  administration,  the  trustees  of 
the  Social  Security  Trust  Funds  and  you,  in  recognizing  the  seriousness  of  the 
finnacial  situation  of  the  social  security  program.  We  urge  the  Congress  to  act 
before  the  end  of  the  1977  calendar  year  to  resolve  the  growing  inability  of 
the  social  security  system  to  meet  its  obligations. 

The  recommendations  we  are  making  are  not  only  those  of  the  NAM  but  are 
also  those  of  the  business  community  as  represented  by  the  Business  Round- 
table,  the  Chamber  of  Commerce  of  the  United  States  and  the  Association  of 
State  Chambers  of  Commerce. 

Rather  than  take  up  valuable  committee  time  in  making  a  further  presentation 
on  the  nature  of  the  financial  crisis,  we  will  merely  point  out  that  we  presented 
our  views  on  the  problem  to  you  in  June  1975,  in  February  1976,  and  again  in 
July  1976.  Our  view  of  the  problem  is  reinforced  by  the  annual  reports  of  the 
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Board  of  Trustees  of  the  Social  Security  Trust  Funds  for  the  years  1975,  1976, 
and  1977,  as  well  as  by  the  testimony  presented  June  24,  1977  by  Robert  J.  Myers 
before  the  Subcommittee  on  Social  Security,  Committee  on  Finance,  U.S.  Senate. 
Our  time  today,  will  be  devoted  primarily  to  the  financial  problems  of  the  system 
because  we  believe  the  financial  problems  are  the  principle  and  most  immediate 
problems  social  security  faces.  Other  issues  such  as  coverage,  totalization,  claims 
procedures  can  be  deferred  until  the  Advisory  Committee  meets  and  makes  its 
recommendations  next  year.  We  will  begin  with  a  discussion  of  the  Carter 
administration's  proposals  for  social  security  financing. 

Carter  administration  proposals 

The  subcommittee's  notice  of  these  hearings  indicates  that  you  are  seeking 
views  on  the  Social  Security  Financing  proposal  made  recently  by  the  Carter 
administration.  May  we  first  congratulate  President  Carter  on  the  speed  with 
which  he  addressed  himself  to  the  serious  problems  we  are  discussing  today.  We 
join  in  his  request  that  Congress  act  promptly  on  this  matter.  We  support  the 
Carter  proposal  for  decoupling  as  to  the  underlying  principles,  but  differ  on  the 
replacement  ratio  to  be  maintained.  As  we  have  already  mentioned,  we  support 
the  increase  in  the  tax  on  the  self-employed  and  the  change  in  definition  of 
dependent.  We  strongly  oppose  a  tax  on  the  employer's  entire  payroll,  the  use  of 
general  revenue  financing  to  meet  the  system's  short-term  needs,  the  shift  in  the 
taxes  from  the  hospital  insurance  trust  fund  to  avoid  depletion  of  the  disability 
insurance  trust  funds  and  an  increase  in  the  taxable  wage  base  for  employees. 

(1)  Use  of  general  revenue  funds. — NAM  is  opposed  to  any  use  of  general  reve- 
nues to  finance  the  social  security  system  because  : 

(a)  It  is  a  financing  charade.  There  are  no  general  revenue  funds  to  transfer 
to  the  social  security  system.  Transferring  moneys  from  the  country's  general 
revenues  will  only  add  to  the  national  debt.  Not  only  is  such  a  move  inflationary, 
it  will  add  to  the  difficulty  of  balancing  the  federal  budget — one  of  President 
Carter's  expressed  objectives. 

(6)  Drawing  from  general  revenues  at  times  of  high  unemployment  (6-percent 
unemployment  is  the  trigger  point)  will  put  an  additional  drain  on  Federal  reve- 
nues at  a  time  when  they  are  always  low.  Such  a  move  will  compound  the  Federal 
debt  when  it  can  least  stand  it. 

(c)  The  switch  to  general  revenue  financing  due  to  poor  experience  with  un- 
employment, establishes  a  precedent  for  its  use  if  other  difficulties  beset  the  sys- 
tem— low  productivity,  inflation,  increased  numbers  of  retirements  at  earlier 
ages. 

(d)  The  Carter  administration  bills  its  general  revenue  recommendation  as 
temporary.  NAM  believes  that  it  is  foolish  to  assume  that  once  the  move  to 
general  revenue  financing  is  made,  the  change  will  be  anything  but  permanent. 

(e)  The  addition  of  general  revenue  financing  undermines  public  confidence  in 
the  system.  First,  by  putting  a  stop  to  the  system's  ability  to  support  itself ;  second 
by  greatly  undermining  the  concept  of  earned  rights  to  benefits.  Both  of  these 
principles  are  foundation  blocks  for  public  acceptability  and  willingness  to  sup- 
port the  system. 

(2)  Taxing  the  employer's  entire  payroll. — This  proposal  runs  counter  to  the 
basic  philosophy  of  social  security,  places  an  unfair  burden  on  employers,  and 
cuts  into  the  availability  of  investment  capital. 

Taxing  the  entire  employer's  payroll  destroys  the  50-50  cost  sharing  principle 
which  has  worked  so  well  for  over  40  years. 

The  employer  cost  for  social  security  will  increase  by  $30  billion  in  the  first  5 
years  of  this  proposal — and  relatively  more  later,  because  this  proposal  does  not 
become  fully  effective  until  1981.  The  costs  will  have  to  be  met  by  increasing 
prices,  cutting  down  direct  wages  to  employees,  or  cutting  back  on  the  private 
benefit  package  the  employer  could  have  offered,  were  it  not  for  this  tax  burden. 
Those  companies  and  industries  who  now  pay  premium  wages  will  find  themselves 
with  proportionately  higher  operating  expenses  than  those  organizations  which 
pay  lower  wages.  Such  changed  costs  may  well  affect  their  competitive  position 
adversely. 

This  tax  will  also  fall  very  hard  on  nonprofit  employers.  The  Senate  Finance 
Committee  staff  report  ^  shows  that  the  increased  costs  as  a  percent  of  payroll 
for  colleges  and  universities  will  be  17.5  percent ;  for  large  State  and  local  gov- 
ernment, 10.7  percent ;  for  nonprofit  institutions,  10.6  percent.  Some  of  our  most 

1  "Staff  Data  and  Materials  Relating  to  Social  Security  Financing,"  prepared  hy  the 
Staff  for  the  use  of  the  Committee  on  Finance,  U.S.  Senate,  Washington,  D.C.,  1977,  pp. 
100-101. 
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valued  institutions  may  find  it  very  difficult  to  meet  tliese  costs  and  may  be  forced 
to  curtail  some  of  their  activities.  Tliere  are  businesses  too  which,  very  simply, 
will  not  be  able  to  absorb  these  costs  and  will  fail. 

Cutting  into  the  availability  of  equity  capital  is  a  subtle  pitfall  of  this  aspect 
of  the  Carter  proposal.  If  employer  costs  of  social  security  increase,  the  increase 
is  likely  to  be  met  by  channeling  money  that  would  have  gone  to  private  pension 
contributions  into  the  social  security  system.  Social  security  contributions  go 
to  the  Government  and  are  used  to  meet  benefit  obligations  and  operating  ex- 
penses. Private  pension  contributions  however,  go  into  funds  which  are  invested 
and  made  to  grow  so  as  to  meet  later  benefit  obligations.  These  private  pension 
funds  are  a  major  source  of  investment  capital.  The  Wall  Street  Journal  in  its 
editorial  of  June  24,  1977  points  out  that  "the  market  value  of  common  stocks 
held  by  private,  noninsured  pension  funds  was  about  $108  billion  at  the  end 
of  (1976)".  At  a  time  when  Government  is  trying  to  encourage  industry  to  invest 
so  as  to  create  new  jobs,  it  is  proposing  something  here  which  may  well  cut  into 
a  major  source  of  capital  with  which  to  create  those  jobs.  We  urge  that  no  such 
move  be  made  without  serious  consideration  of  this  capital  creation  problem. 

(3)  SM-ft  in  taxes  from  the  hospital  insurance. — The  administration  proposes 
a  shift  of  tax  rates  now  scheduled  in  present  law  between  the  OASI  program, 
the  DI  program,  and  the  HI  program  to  avoid  the  exhaustion  of  the  DI  trust 
fund  to  provide  additional  funds  for  OASI. 

This  is  a  camouflage  and  not  a  real  solution.  The  1977  trustees  report  predicts 
the  exhaustion  of  the  HI  fund  by  the  late  1980's.  The  administration  believes  the 
move  is  safe  because  savings  will  arise  from  its  hospital  care  cost  containment 
legislation.  NAM  believes  such  savings  cannot  be  counted  upon  until  they  have 
been  realized. 

Mr.  Chairman,  our  presentation  today  is  based  on  our  beliefs  as  to  the  pur- 
poses of  social  security.  The  social  security  system  is  a  system  which  provides  for 
the  security  of  the  retired  workers  and  their  beneficiaries  by  payroll  taxes  on  the 
workers  and  their  employers  participating  in  the  system.  In  other  words,  the 
system  is  based  on  the  ability  of  productive  employees  and  their  employers  to 
finance  the  benefits  of  the  elderly,  the  disabled  and  the  survivors  of  deceased 
employees.  The  cost  to  finance  these  benefits  should  continue  to  be  equitably 
and  responsibly  shared  by  our  productive  employees  and  their  employers. 

We  also  continue  to  believe  in  one  of  the  founding  principles  of  the  social 
security  system — that  it  should  provide  a  basic  fioor  of  protection.  The  balance 
of  the  economic  needs  of  our  citizens  should  desirably  come  through  the  private 
sector.  Also,  we  support  a  backstop  of  public  assistance  for  those  whose  needs  are 
not  met  by  social  security  plus  other  resources. 

Proposals 

Guided  by  these  principles,  we  make  the  following  proposals  : 

(1)  An  immediate  tax  increase  of  at  least  3  percent  on  the  employer  and  on  the 
employee,  and  a  corresponding  increase  for  the  self-employed. 

(2)  An  increase  on  the  tax  on  the  self-employed  to  one  and  one-half  times  the 
employee  rate. 

(3)  A  change  in  the  definition  of  dependent  to  that  proposed  by  the  Carter 
administration. 

(4)  Decoupling  on  a  wage-indexing  basis  which  would  restore  the  earnings 
replacement  ratio  to  the  1971-72  level. 

Rationale  for  proposals 

(1)  Tax-rate  increase. — Some  $70  billion  in  additional  revenue  is  needed  over 
the  next  5  years.  Business  pays  approximately  50  percent  of  the  cost  of  the  social 
security  system,  so  it  knows  that  the  question  is  not  whether  additional  revenues 
are  needed,  but  how  they  will  be  raised.  The  business  community  has  given  this 
question  much  serious  thought. 

We  propose  a  tax  increase  as  a  general  principle  because  it  clearly  places  the 
cost  of  the  program  on  those  who  will  eventually  benefit  from  the  system  and  on 
their  employers.  People  have  accepted  this  tax  since  social  security  first  became 
effective  more  than  40  years  ago.  They  view  the  tax  as  an  insurance  premium 
that  entitles  them  to  benefits  when  they  reach  retirement  age.  Tbus,  paying  the 
tax  has  given  American  workers  a  sense  of  security  and  a  feeling  of  satisfaction 
about  our  social  security  system.  Retired  employees  accept  their  benefit  payments 
as  an  earned  right  and  do  not  feel  they  are  receiving  welfare  doles. 

Studies  by  the  Chamber  of  Commerce  of  the  United  States  referred  to  in  their 
testimony,  indicate  the  economic  impact  of  a  tax  increase  on  employees  would  be 
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slight.  The  tax  increase  amounts  to  less  than  $1  per  week  for  almost  all  partici- 
pants. 

We  oppose  any  earnings  base  increase  beyond  what  the  automatic-adjustment 
provisions  will  do,  because  such  increases  are  not  cost  effective  because  a  large 
portion  of  what  revenue  is  gained  in  the  short  run  is  off-set  by  increased  liability 
for  high-wage  employees. 

Our  proposal  then  is  to  increase  the  tax  rate  on  the  employer  and  on  the  em- 
ployee by  at  least  3  percent  beginning  January  1,  1978,  with  a  corresponding 
increase  for  the  self-employed.  If  the  3  percent  tax  is  effective  January  1.  1978, 
we  believe  an  additional  tax  increase  of  2  percent  will  be  needed  by  19S2.  Recog- 
nizing the  difficulty  of  making  economic  and  demographic  projections,  we  are  pre- 
pared to  defer  our  recommendation  for  the  additional  2  percent  tax  increase,  at 
present. 

Attached  is  a  table  prepared  by  Dr.  Robert  J.  Myers  showing  the  estimated 
operations  of  the  OASI  and  DI  trust  funds  combined  during  calendar  years  1977 
to  1987  under  present  law  and  under  the  program  as  modified  by  the  administra- 
tion proposal  and  the  business  community  proposal. 

TABLE  1.— ESTIMATED  OPERATIONS  OF  THE  OASI  AND  DI  TRUST  FUNDS,  COMBINED,  DURING  CALENDAR  YEARS 
1977-87  UNDER  PRESENT  LAW  AND  UNDER  THE  PROGRAM  AS  MODIFIED  BY  THE  ADMINISTRATION'S  PROPOSALS 
AND  THE  BUSINESS  COMMUNITY  PROPOSALS 

[In  billions  of  dollars] 


Income 

Outgo 

Net  increase  in  fu 

nds 

Admin- 

Admin- 

Admin- 

Present 

istration 

Business 

Present 

istration 

Business 

Present 

istration 

Business 

Calendar  year 

law 

proposal 

proposal 

law 

proposal 

proposal  1 

law 

proposal 

proposal 

19772 

82.1 

82.1 

82.1 

87.7 

87.7 

87.7 

-5.6 

-5.6 

-5.6 

19782 

90.7 

98.0 

96.3 

97.5 

97.4 

97.4 

-6.9 

.6 

-1.1 

19792 

99.5 

108.5 

106.4 

107.4 

107.1 

107.0 

-7.9 

1.4 

-.6 

19802 

108.9 

121.3 

116.9 

118.0 

117.4 

116.3 

-9.1 

3.9 

.6 

19812 

117.4 

134.1 

127.0 

128.9 

128.0 

125.7 

-11.5 

6.1 

1.3 

19822 

125.2 

144.7 

136.0 

140.1 

138.7 

135. 1 

-14.9 

6.0 

.9 

19832 

132.9 

155.1 

145.5 

152.1 

149.9 

144.7 

-19.2 

5.2 

.8 

19842 

140.7 

165.7 

155.4 

165.1 

162.1 

155.1 

-24.4 

3.6 

.3 

19852 

148.4 

184.8 

165.7 

179.2 

175.4 

166.3 

-30.9 

9.4 

-.6 

19862 

156.2 

198.3 

176.3 

194.4 

189.4 

178.2 

-38.2 

8.9 

-1.9 

19872 

164.4 

211.7 

188.0 

210.5 

204.4 

191.3 

-46.2 

7.2 

-3.3 

1  Including  the  effect  of  the  revised  dependency  test  for  auxiliary  and  survivor  benefits  as  inthe  administration  proposal. 

2  Because  it  is  estimated  that  the  DI  trust  fund  will  be  exhausted  in  1979  under  present  law,  the  figures  for  1979-87 
under  present  law  are  theoretical. 

Of  cour.se,  no  one  likes  to  have  their  taxes  increased — no  matter  what  the 
reason.  But  who  would  have  thought,  when  the  social  security  system  was 
enacted  with  a  1  percent  tax  on  the  first  $3,000  of  earnings,  that  the  tax  would 
reach  almost  6  percent  on  earnings  up  to  $16,500?  However,  people  view  the 
social  security  tax  as  a  type  of  savings.  So,  there  is  no  reason  why  the  tax  rate 
cannot  continue  to  increase  gradually,  as  needed,  to  finance  the  social  security 
system.  We  believe  that  people  will  accept  a  modest  tax  increase  now  in  order 
to  return  the  social  security  system  to  a  sound  financial  basis  for  the  future. 

Another  reason  for  retaining  equal  taxes  on  both  the  employee  and  the 
employer  as  the  sole  financing  basis  is  that  benefits  could  not  be  increased  in  the 
future  without  corresponding  increases  in  taxes.  This  provides  the  administra- 
tion and  Congress  with  a  strong  weapon  to  counteract  the  constant  pressures  for 
ever-increasing  levels  of  Social  Security  benefits.  Members  of  Congress  need  all 
the  support  they  can  get  to  ward  off  these  pressures  for  higher  Government 
benefits. 

Social  security  tax  rate  increases  have  been  criticized  as  regressive  and  as  a 
possible  danger  to  the  needed  expansion  of  the  economy.  Those  who  label  the 
tax  as  regressive  overlook  several  fundamental  aspects  of  the  system : 

(a)  The  tax  is  not  higher  on  smaller  earnings,  but  rather  at  the  same  rate  on 
all  taxed  earnings. 

(ft)  Benefits  are  weighted  in  favor  of  low  earnings;  upon  retirement,  for 
example,  under  present  law,  the  monthly  benefit  is  146  percent  of  the  first  $110 
of  average  monthly  earnings,  with  the  percentage  descending  in  stages  from 
lower  to  higher  earnings  until  it  reaches  21  percent  of  the  top  $100  of  taxed 
income. 
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Overall  the  program  is  not  regressive. 

(2)  Increase  in  the  tax  rate  on  the  self-employed. — We  are  suggesting  here 
that  the  tax-rate  on  the  self-employed  be  returned  to  its  traditional  proportion 
of  the  tax  on  employees — 150  percent. 

(3)  Change  in  the  definition  of  dependent. — NAM  fully  supports  the  proposal 
of  the  Carter  administration  to  establish  consistency  with  the  U.S.  Supreme 
Court's  decision  in  the  Goldfarb  case.  The  administration  proposes  that  in  order 
to  qualify  for  benefits,  a  person  be  required  to  show  that  he  or  she  earned  less 
than  one-half  of  the  couple's  total  income  in  the  three  years  prior  to  application 
for  benefits.  Such  a  change  in  the  eligibility  test  for  dependent's  benefits  is  con- 
sistent with  NAM'S  belief  that  men  and  women  should  be  treated  equally  under 
the  system.  It  assures  dependency  benefits  for  those  who  need  them  and  averts 
the  cost  of  providing  benefits  to  those  who  have  proven  themselves  the  primary 
providers  for  their  households. 

(4)  Decoupling  on  a  wage-indexing  basis : 

The  benefit  liability  developing  under  the  present  "coupled"  method  of  com- 
puting benefits,  is  responsible  for  at  least  half  of  the  75-year  financial  deficit 
projected  by  the  intermediate  cost  estimate  in  the  trustees  report.  Therefore,  we 
believe  that  it  is  essential  that  Congress  enact  some  form  of  decoupling  this 
year.  A  number  of  alternative  methods  have  been  proposed.  NAM  supports  the 
formula  advocated  by  the  American  Council  of  Life  Insurance,  which  is  a  wage- 
indexing  formula  designed  to  restore  the  income  replacement  ratio  to  the  1971-72 
level. 

The  percentage  of  replacement  of  preretirement  earnings  (the  replacement 
ratio)  should,  over  the  long  run,  stay  constant  and  at  a  realistic  level.  Under 
the  present  automatic-adjustment  provisions,  it  is  likely  that,  after  some  years 
in  the  future,  the  benefits  provided  by  OASDI  could  exceed  a  participant's  pre- 
retirement income  and  certainly  his  after-tax  income.  Such  a  situation  alters  the 
intent  of  the  program  and  also  places  an  unbearable  financial  burden  on  future 
generations. 

NAM  believes  that  once  retirees  enter  the  OASDI  benefit  rolls,  they  should 
continue  to  receive  benefit  adjustments  according  to  increases  in  the  Consumer 
Price  Index.  We  are  advocating  overhaul  of  the  method  of  computing  initial 
retirement  benefits  so  as  to  stabilize  the  replacement  ratios.  We  believe  this  can 
best  be  done  by  "wage-indexing"  the  employee's  earnings  record  and  then  utiliz- 
ing a  new  benefit  formula. 

Let  me  explain  wage-indexing  through  an  example.  Assume  that  the  average 
wage  in  covered  employment  was  $5,000  in  1966  and  that  the  average  wage  in  the 
year  preceding  the  year  in  which  our  person  retires  is  $10,000.  The  worker's 
covered  wage  of  $6,000  for  1966  is  indexed  in  the  following  manner : 

$6,000  is  multiplied  by  ^^^  or  2 

o,UUU 

which  produces  an  indexed  wage  for  1966  of  $12,000. 

A  worker's  covered  wage  for  each  year  is  indexed  in  this  manner.  Then,  in  the 
same  way  that  the  average  monthly  wage  (AMW)  is  now  computed,  the  indexed 
wages  are  used  to  obtain  the  average  indexed  monthly  earnings  (AIMB).  The 
AIMB  is  then  applied  to  a  new  benefit  formula. 

The  most  important  consideration  in  changing  the  benefit  formula  is  the 
question  of  the  level  of  replacement  ratios.  Determining  an  appropriate  relation- 
ship between  initial  OASDI  benefits  and  earnings  prior  to  retirement  is  entirely 
judgmental. 

NAM  believes  that,  in  view  of  the  current  and  anticipated  financial  problems 
of  the  program,  the  replacement  ratios  under  present  law  are  too  high.  The  fol- 
lowing table  illustrates  replacement  ratios  under  present  law  for  a  person  attain- 
ing age  65  at  the  beginning  of  1978. 

REPLACEMENT  RATIO— PERSON  ATTAINING  AGE  65  BEGINNING  1978 

Benefit  as 

Primary  old-age  percent  of 

Earnings  record  benefit         final  earnings 

Maximum 

125  percent  of  average 

Average 

75  percent  of  average 

50  percent  of  average 

25  percent  of  average 


$459.  80 

33 

426.  90 

41 

368. 90 

45 

305.  70 

49 

238.  70 

58 

169.  30 

82 
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The  formula  we  join  the  ACLI  in  recommending  will  eventually  lower  replace- 
ment ratios  by  about  10  percent  below  current  levels.  It  would  cut  the  anticipated 
long-range  deficit  of  8.2  percent  of  taxable  payroll  by  about  5.4  percent  of  taxable 
payroll,  to  2.8  percent  of  taxable  payroll.  The  formula  is  as  follows,  if  it  is  to 
become  effective  for  1978  : 

82  percent  of  the  first  $175  of  AIME 
30  percent  of  the  next  $700  of  AIME 
10  percent  of  the  AIME  over  $875 

Application  of  this  formula  will  stabilize  replacement  ratios  at  about 

30  percent  for  maximum  earnings 

40  percent  for  average  earnings,  and  at 

52  percent  fur  low  earnings. 

We  make  our  recommendation  with  the  belief  tliat  the  change  should  include 
a  "savings  clause"  to  assure  that  future  retirees  would  not  receive  less  than 
what  they  would  have  received  under  the  present  formula  frozen  in  its  form 
as  it  will  be  at  the  end  of  1977. 

This  proposal  will  provide  a  floor  of  income  protection  for  every  working 
American  if  and  wlien  he  or  she  is  mialde  to  work  or  reaches  an  age  when  he 
or  she  no  longer  wants  to  work.  Our  proposal  does  not  encourage  full-income 
replacement  because  we  believe  that  income  replacement  lieyond  the  level  we 
have  suggested  is  more  properly  done  through  private  retirement  and  in- 
vestment programs. 

Mr.  Chairman,  you  may  recall  that  when  we  testified  before  Congress  in  July 
of  1970.  business  organizations  were  agreed  that  decoupling  as  es.sential  to 
the  soundness  of  the  .system  but  were  recommending  may  difTerent  formulas. 
At  that  time  your  committee  a.^^ked  us  to  develop  a  uniform  position  position  on 
decoupling.  In  re.spon.se  to  that  request,  the  National  Association  of  Manufac- 
turers, the  Bu.siness  Roundtable,  The  Chamlier  of  Commerce  of  the  United  States 
and  the  Association  of  State  Chambers  of  Commerce  have  agreed  to  support 
the  formula  presented  by  the  American  Council  of  Life  Insurance.  We  urge 
you  to  act  promptly  on  this  and  the  other  recommendations  we  have  made  this 
morning. 

Gentlemen,  on  behalf  of  NAM.  may  I  exi)ress  our  appreciation  of  being  here 
today  and  may  I  thank  you  for  your  courteous  attention. 

Mr.  Jacobs.  Thank  you,  sii'. 

STATEMENT  OF  STANLEY  L.  KING 

Mr.  KixG.  My  name  is  Stanley  King  and  I  am  appearing;  here  on 
behalf  of  the  chamber  of  commerce  and  you  have  already  been  in- 
troduced to  Mr.  Bassett  who  is  also  with  me. 

Mr.  Matson  has  already  spelled  out  a  number  of  things  that  the 
chamber  of  commerce  agrees  with  so  I  will  really  shorten  down  my 
sunnnary  for  the  benefit  of  the  committee  liere. 

Mr.  Chairman,  we  apj^laud  your  efforts  and  that  of  President 
Carter  in  placing  social  security  financing  among  your  top  priorities. 
There  are  few  problems  of  greater  concern  to  the  American  public 
than  the  resolution  of  the  social  security  financing  crisis. 

We  are  happy  to  be  here  to  stress  the  urgency  of  this  matter.  We 
wholeheartedly  endorse  the  recommendations  of  the  administration 
and  the  board  of  trustees  for  the  social  security  system  that  Congress 
must  act  this  year  to  resolve  the  growing  crisis. 

Of  the  eight  specific  proposals  advanced  by  the  Carter  administra- 
tion, we  substantially  concur  in  three;  decoupling,  revising  the  de- 
pendency test  and  raising  the  tax  upon  the  self-employed.  AVe  oppose 
the  remaining  five  and  T  want  to  interject  at  this  point  that  we  are 
unalterably  opposed  to  any  suggestion  to  use  general  revenues  or  other- 
wise depart  from  tested  modes  of  financing  the  social  security  system. 
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The  problem  we  face  today  is  tAvofold.  We  must  first  overcome  a 
short-term  deficit  tliat,  unless  corrected,  will  result  in  the  un- 
thinkable prospect  of  social  security  not  being  able  to  issue  its  benefit 
checks,  particularly  to  disability  claimants  where  the  need  in  many 
cases  is  great  and  the  funds  are  almost  gone.  The  fuse  on  this  problem 
is  is  extremely  short.  The  disability  insurance  trust  fund  could  exhaust 
late  next  year. 

The  second  problem  to  be  tackled  is  a  long  range  problem  and  it  is 
caused  largely  by  demographic  trends  and  a  faulty  benefit  formula. 
Each  year,  we  delay  in  resolving  this  crisis  makes  the  solution  that 
much  more  painful  and  difficult. 

Now  what  are  our  recommendations  ? 

The  business  comnnmity  joins  the  rest  of  the  Nation  in  wanting  a 
soundly  financed  social  security  program.  It  is  in  our  interest  and  that 
of  the  employees  and  their  dependents  to  assure  the  financial  integrity 
of  this  prograin. 

Since  the  business  community  underwrites  almost  one-half  of  the 
cost  of  this  program  and  since  vast  sums  of  money— at  least  $70  billion 
in  added  revenues— will  be  needed  in  OASDI  funds  between  now  and 
1982,  a  great  deal  of  attention  has  been  devoted  to  devising  an  appro- 
priate solution. 

We  have  developed  a  solution  that  is  economically  supportable  and 
publicly  acceptable.  We  believe  that  we  have  that  solution,  and  we  are 
pleased  to  share  it  with  you. 

Let  me  summarize  our  recommendations. 

Our  proposal  solves  the  short-term  deficit  as  well  as  substantially 
decreasing  the  long-range  deficit.  It  deals  with  the  pressing  need  to 
revise  the  program's  financing  as  well  as  its  benefit  structure.  More- 
over, it  ofters  a  plan,  that,  unlike  other  proposals,  relies  upon  tested 
methods  of  keeping  social  security  on  a  sound  financial  basis. 

Our  recommendation  calls  for  Congress  to  act  this  year,  1977,  on 
three  features  of  the  law. 

First,  Congress  should  approve  an  increase  in  the  tax  rate  of  not 
less  than  three-tenths  of  1  percent  on  employers  and  employees  to 
become  efiective  on  January  1, 1978. 

Second,  Congress  should  reestablish  the  OASDI  tax  rate  on  the  self- 
employed  at  the  traditional  level  of  1.5  times  the  tax  rate  levied  on 
employees. 

Third,  Congress  should  modify  the  social  security  benefit  computa- 
tion formula  to  eliminate  the  inadvertent  overadjustment  for  inflation 
that  has  been  in  effect  since  1972  for  determining  the  initial  benefit 
claims  of  future  retirees.  This  modification,  known  as  decoupling, 
should  be  accomplished  by  adopting  a  wage-indexed  benefit  formula 
that  would  restore  future  benefits  to  the  wage  replacement  ratios  in 
effect  prior  to  the  adoption  of  the  flawed  1972  benefit  formula. 

Our  testimony  spells  out  our  rationale  in  detail.  We  particularly 
want  to  draw  your  attention  to  the  difference  between  our  proposal 
and  the  administration's  proposals  which  are  shown  in  exhibits  5  and  ('> 
on  page  11  of  our  final  testimony.  That  would  complete  my  summary. 

Thank  you  very  much. 

[The  prepared  statement  follows :] 
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Statement  ob"  the  Chamber  of  Commerce  of  the  United  States,  by  Stanley  L. 

King  and  Preston  C.  Bassett 

My  name  is  Stanley  L.  King.  I  am  Assistant  Vice  Pi-esident  for  American  Tele- 
plione  and  Telegrapli  Company.  I  am  accompanied  i)y  Preston  C.  Bassett  wlio  is 
Vice  President  and  Actuary  for  Towers,  Perrin,  Forster,  &  Crosby,  Inc.,  an  or- 
ganization of  consultants  to  management  specializing  in  employee  benefits  and 
actuarial  services. 

We  appear  today  on  behalf  of  the  Chamber  of  Commerce  of  the  United  States, 
the  business  community's  major  spokesman  on  national  issues.  The  National 
Chamber  represents  all  business  and  industry,  large  and  small,  in  every  secciou 
of  the  country.  It  is  composed  of  more  than  3,700  local,  state  and  regional  Cham- 
bers of  Commerce,  American  chambers  of  commerce  abroad,  trade  and  profes- 
sional associations  and  over  65,000  business  firms. 

The  mission  of  the  National  Chamber  is  to  advance  human  progress  through 
an  economic,  political  and  cultural  system  based  on  individual  freedom,  initiative, 
opportunity  and  responsibility. 

We  are  pleased  to  be  invited  before  this  subcommittee  to  offer  our  views  on 
the  President's  proposals  to  solve  the  financial  crisis  confronting  the  Social 
Security  program  and  to  present  testimony  on  a  broad  range  of  social  security 
issues  including  the  disability  insurance  program,  equality  of  treatment  of  bene- 
ficiaries, earnings  limitations,  coverage  of  public  employees  and  international 
social  security  agreements. 

business    stake   in    social    SECURITY' 

Social  Security  has  become  an  integral  part  of  our  economic  security  system 
for  an  overwhelming  majority  of  Am.ericans.  Nearly  every  American  working  in 
the  private  sector  is  required  to  pay  into  the  Social  Security  program.  For  most, 
this  tax  contribution  is  matched  dollar  for  dollar  by  his  or  her  employer.  In 
11)77  these  taxes  will  total  nearly  .*fS2  l»illion  of  which  employers  will  pay  about 
one-half.  Although  employer  payments  for  Social  Security  are  not  reflected  in 
current  income  or  wages  of  the  employee,  such  payments  greatly  improve  an 
employee's  economic  security  and  well-being. 

<  )n  "the  other  hand,  these  tax  payments  represent  a  sizable  cost  of  doing 
business.  According  to  tlie  Chamber's  most  recent  survey  of  employee  benefits. 
Social  Security  tax  payments  represented  5.7  percent  of  payroll  for  all  com- 
panies during  1075.  Among  industries  surveyed  this  cost  ranged  from  a  low  of 
4.9  percent  to  a  high  of  5.9  percent.  Stated  in  dollar  terms,  the  averages  ranged 
from  $G!»!)  per  employee  per  year  for  the  petroleum  industry  to  $41(>  per  em- 
ployee for  department  stores.  For  most  employers  OASDI  was  the  most  costly 
employee  benefit.  (See  Table  1) 

Social  Security  has  economic  implications  for  business  as  well.  Perhaps  the 
most  significant  Of  these  is  its  impact  on  available  investment  capital.  To  the 
extent  that  Social  Security  reduces  current  savings  by  employee  and  earnings 
reinvestment  by  employers,  capital  formation  is  impeded. 

Guaranteeing  the  financial  integrity  of  Social  Security  is  among  the  highest 
priorities  for  our  nation.  At  stake  are  the  monthly  benefits  currently  l»eing  paid 
to  33  million  Americans  and  benefits  for  millions  of  future  retirees.  The  business 
community  wants  a  soundly  financed  Social  Security  program  which  would 
provide  a  basic  floor  of  protection  upon  which  can  lie  built  private  pensions  and 
personal  savings. 

SOCIAL    SECURITY'    PROBLEMS 

For  most  of  its  history  the  Social  Security  system  has  enjoyed  unique  support 
from  both  public  and  policymakers  alike.  Spawned  in  the  great  depression,  it 
has  grown  to  the  point  where  it  now  provides  income  assistance  to  33  million 
Americans  and  promises  to  do  so  in  the  future  to  over  a  hundred  million  more 
Americans  who  are  currently  at  work  earnings  credits  for  possible  survivor,  dis- 
abilitv.  Medicare  and  retirement  benefits. 

Despite  Social  Security's  impressive  accomplishments  it  is  in  serious  trouble 
today.  Since  1975  it  has'  heen  paying  out  more  than  it  has  collected  in  taxes 
and  there  is  little  prospect  that  this  situation  will  be  reversed  in  the  foreseeable 
future.  Unless  remedial  action  is  taken  by  Congress,  the  disaliility  insurance 
trust  fund  will  be  exhausted  in  1979  and  the  old-age  and  survivors  insurance 
trust  fund  in  1983.  If  this  is  permitted  to  occur,  we  face  the  prospect  of  Social 
Security  not  being  able  to  meet  its  commitments. 
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In  addition  to  tliese  overriding  financial  concerns.  Social  Security  is  also 
plagued  by  a  growing  threat  of  a  puUout  by  many  state  and  local  government 
employees,  claims  of  unfair  treatment  by  many  groups  of  beneficiaries,  serious 
problems  with  the  disability  insurance  program,  and  some  administrative  short- 
comings. 

(1)  Financial  Problems. — There  are  two  aspects  to  this  crisis — a  short  and  a 
long-range  revenue  shortage. 

As  described  by  the  Trustees  in  their  annual  report  for  1977,  expenditures  are 
projected  to  exceed  income  in  1977  (as  was  the  case  in  1975  and  1976)  and  each 
year  thereafter.  The  Disability  trust  fund  is  expected  to  exhaust  in  1979  and 
the  old  age  and  survivors  trust  fund  in  1983.  Should  the  economy  turn  downward, 
the  projected  insolvency  will  be  upon  us  much  sooner.  ( See  Exhibit  1 ) 

Exhibit  1 


SOCIAL  SECURITY   TRUST   FUND   RESERVES   UNDER   CURRENT   LAW 
(COMBINED   BASISI 


RESERVES  AS  PERCENT 
OF   ANNUAL   OUTLAYS 
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Pessimistic  alternative 


1983     1984     1985     1986 


Intermediate  and  optimistic 
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While  several  factors  have  produced  this  short-term  problem,  a  combination  of 
high  levels  of  inflation  and  unemployment  which  increased  benefits  and  cut  into 
tax  collections  were  the  chief  culprits. 

In  the  long-range,  outlays  from  the  OASDI  trust  funds  are  estimated  to  exceed 
income  in  every  calendar'year  from  1977  to  2051.  Under  an  intermediate  .set  of 
economic  assumptions,  the  Trustees  project  that  the  annual  deficit  will  average 
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about  S.2  percent  of  taxable  earnings  over  the  entire  75-year  period.  (See  Exhibit 
2)  This  is  equivalent  to  an  annual  deficit  of  .$66  billion  if  based  on  the  1977 
taxable  payroll.' 

Exhibit  2 
SOCIAL  SECURITY   CASH   BENEFITS:   COST  AS  A  PERCENT  OF   PAYROLL 
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This  long-range  revenue  crisis  is  primarily  due  to  a  combination  of  inflation, 
demographic  changes  and  basic  weaknesses  in  the  benefit  computation  proce- 
dures of  the  system. 

(a)  Inflation  and  Unemployment. — Since  Congress  amended  the  Social  Se- 
curity system  in  1972,  inflation  and  unemployment  have  increased  beyond  the 
expectations  of  most  analysts,  including  the  actuaries  for  the  OASDI  trust  funds. 
As  a  consequence,  the  current  long-range  financing  plan  overestimated  antici- 
pated revenues  and  underestimated  expenditures. 

(b)  Demographic  Changes. — Complicating  the  financial  future  even  more  is 
the  fact  that  current  demographic  projections  indicate  a  continuing  low  l)irthrate. 
This  will  mean  that  fewer  persons  can  lie  expected  to  enter  the  workforce  and 
pay  the  taxes  to  provide  benefits  for  a  growing  retired  population.  Because  of 
these  trends,  the  number  of  social  security  beneficiaries  for  every  hundred  work- 
ers paying  social  security  taxes  will  climb  from  about  30  per  100  this  year  to  more 
than  50  per  100  by  the  middle  of  the  twenty -first  century.  ( See  Exhibit  3. ) 


1  For   a   discussion   of   economic   assumptions   underlying   tlie    financial   projections    see 
tlie  Appendix  to  tliis  statement. 
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Exhibit  3 


PROJECTED   BENEFICIARIES  PER    HUNDRED  COVERED   WORKERS 
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(c)  Benefit  Weaknesses. — A  third  source  of  the  prospective  deficit  is  to  l)e 
found  within  the  benefit  structure  of  the  system  itself.  A  serious  flaw  in  the 
1972  amendments  will  very  likely  result  in  many  future  retirees  drawing  more 
in  monthly  benefits  than  their  pre-retirement  monthly  wages.  (See  Exhibit  4.) 

EXHIBIT  4.-S0CIAL  SECURITY  BENEFITS  UPON  RETIREMENT  AS  A  PERCENT  OF  EARNINGS  IN  THE  YEAR  BEFORE 

RETIREMENT:  PRESENT  LAW 


Without 
spouse 

With  spouse 
over  64 

1977: 

Low-wage  earner 

.                        58 

88 

Median-wage  earner 

46 

69 

High-wage  earner 

33 

50 

2000: 

Low-wage  earner _ .  .  . 

75 

113 

Median-wage  earner .._ 

53 

80 

High-wage  earner 

38 

57 

2025: 

Low-wage  earner .  . 

94 

141 

Median- wage  earner... 

63 

95 

High-wage  earner 

45 

67 

2050: 

Low-wage  efrner 

106 

159 

Median-wage  earner 

_._ 70 

104 

High-wage  earner 

48 

72 

(2)   Disability  Insiiranee  Prohlems. — As  noted 
tnislt  fund  faces  the  most  immediate  revenue  cri 
Report,  it  will  exhaust  its  balances  early  in  1979. 
imbalance  is  estimated  at  2.14  pcTcent  of  payr 
many.  The  prol)lem.  in  a  nutshell,  is  greater  rates 
lower  rates  of  recovery  than  expected.  We  believ 
to  work  disincentives  caused  by  growing  benefit 
income  plus  a  problem  plagued  definition  of  disabil 


above,  the  disability  insurance 
sis.  According  to  the  Trustee's 
Its  serious  long-range  actuarial 
oil.  The  causative  factors  are 
of  disability  than  expected  and 
e  these  are  partly  a'ttributable 
amounts  relative  to  disposable 
ity. 
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(3)  Universal  Coverage. — The  problem  of  coverage  of  all  public  employees 
ia  one  that  must  be  addressed.  Much  attention  has  deservedly  been  focused  on 
the  funding  problems  of  social  security  and  how  revenues  can  be  increased  to 
meet  its  commitments.  However,  attention  should  also  be  directed  to  the  benefit 
structure  where  inequities  in  the  system  are  producing  windfall  to  some  par- 
ticipants and  contributing  unnecessarily  to  the  drain  upon  the  trust  funds. 

(4)  Other  Problems. — ^Tliere  are  also  proiblems  with  how  the  Social  Security 
system  is  administered  which  need  to  be  examined.  Included  among  these  is  the 
prohlem  of  international  agreements. 

ADMINISTRATION    RECOMMENDATIONS 

In  the  face  of  all  these  prol)lems,  the  Administration  has  elected  to  take  on  the 
financing  crisis  first.  The  President  has  urged  a  series  of  sweeping  revisions  and 
so-called  reforms,  most  notable  of  which  are  a  hefty  increase  in  payroll  taxes — 
$35  billion  by  1982  of  which  employers  would  pay  $30  Ijillion — ^and  an  unprece- 
dented di\ersli)n  of  general  Treasury  revenues  into  the  system. 

We  applaud  the  President's  decision  to  tackle  the  fiuiincing  crisis  first.  There  is 
no  Social  Security  issue  more  important  to  the  people  of  this  country  than  the 
erosion  of  these  funds.  We  are  also  impressed  by  his  decision  not  to  accept  a 
"quick  fix"  solution  which  would  only  postpone  the  impending  insolvency. 

Of  the  eiglit  specific  proposals  the  President  has  advanced,  we  are  in  substan- 
tial agreement  with  three — decoupling,  dependents  benefits  and  the  self-employed 
tax  rate.  However,  we  are  in  opposition  to  the  remaining  five  : 
The  use  of  general  revenues  ; 
The  unlimited  employer  taxable  earnings  base  ; 
The  proposed  increa.se  in  the  employee  taxable  earnings  base ; 
Tlie  delay  in  raising  tax  rates  ;  and 

The  shifting  of  ho.spital  insurance  revenues  to  the  disability  insurance 
trust  fund. 
We  are  firmly  opposed  to  the  use  of  general  revenues  or  to  any  other  departure 
from  traditional  modes  of  financing  the  Social  Security  program.  We  urge  you  to 
reject  these  proposals. 

NATIONAL    CHAMBER    RECOMMENDATIONS 

It  is  in  our  interest  and  that  of  our  employees  and  their  dependents  to  assure 
the  financial  integrity  of  this  program. 

Since  the  business  community  underwrites  almost  one-half  of  the  cost  of  this 
program  and  since  vast  sums  of  money — at  least  $70  billion  in  added  revenue.s — 
will  be  needed  in  OASDI  funds  between  now  and  1082,  a  great  deal  of  atten- 
tion has  been  devoted  to  devising  an  appropriate  solution.  We  believe  that  we 
have  that  solution,  and  we  are  pleased  to  share  it  with  you. 

Solving  the  financial  crisis 

To  resolve  both  the  short-term  and  long-range  deficits  we  recommend  that 
Congress  act  this  year  ( 1077)  on  tliree  features  of  the  law. 

First,  Congress  should  approve  an  increase  in  the  tax  rate  of  not  less  than 
.3  percent  each  on  employers  and  employees  to  l)ecome  effective  on  January  1, 
1978. 

Second,  Congress  should  reestablish  the  OASDI  tax  rate  upon  the  self- 
employed  to  the  traditional  level  of  li/^  times  the  tax  rate  levied  upon  employees. 

Third.  Congress  should  modify  the  Social  Security  benefit  computation  formula 
to  eliminate  the  inadvertent  over-adjustment  for  inflation  that  has  been  in 
effect  since  1072  for  determining  the  initial  benefit  claims  of  future  retirees. 
This  modification,  known  as  decoupling,  shall  be  accomplished  by  adopting  a 
wage  indexed  benefit  formula  that  would  restore  future  benefits  to  the  wage 
replacement  ratios  in  effect  prior  to  the  adoption  of  the  flawed  1072  benefit 
formula. 

If  the.se  actions  are  taken  in  combination  with  our  suggestions  for  resolving 
the  disability  insurance  and  benefit  equity  problems,  social  .security's  financial 
integrity  will  be  resolved. 
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Rationale. — In  retrospect,  it  is  clear  that  the  94th  Congress  acted  wisely  in 
not  raising  Social  Security  taxes.  Such  an  increase  in  either  1975  or  1976  when 
the  economy  was  beginning  its  recovery  would  have  been  counterproductive. 

Today  the  situation  is  different.  The  economy  is  strong  and  can  absorb  a 
modest  payroll  tax  increase  without  serious  implications.  The  trust  funds 
should  now  be  restored  to  adequate  balances. 

There  is  universal  agreement  that  there  are  only  three  general  methods  of 
increasing  revenue  into  the  Social  Security  trust  funds.  These  are  (1)  an  in- 
crea.se  in  the  taxable  earnings  base  ;  (2)  an  increase  in  the  tax  rates  ;  and  (3)  the 
introduction  of  monies  into  the  system  from  sources  other  than  payroll  taxes, 
the  most  likely  source  being  general  revenues. 

Various  combinations  of  the  three  methods  are  possible,  but  we  have  con- 
cluded that  the  optimum  solution  is  to  raise  the  tax  rate  for  employers,  em- 
ployees, and  the  self-employed.  In  arriving  at  our  position,  we  considered  other 
proposals  but  rejected  them  in  favor  of  the  tax  rate  increase. 

Arguing  on  behalf  of  a  tax  rate  increase  is  not  an  enjoyable  undertaking.  No- 
body wants  to  pay  more  taxes — employers  included.  At  issue  is  not  whether  we 
raise  social  security  revenues,  but  how  they  are  to  be  raised  and  who  shall  have 
to  pay  the  added  taxes. 

AVe  recommend  a  .3  percent  increase  in  the  OASDI  tax  rate  so  that  all  who  con- 
tribute to  Social  Security  will  share  equally  in  the  added  tax.  We  believe  that 
this  is  the  most  responsible  course  of  action. 

If  Congress  adopts  our  recommendations,  the  Social  Security  program  will, 
over  the  next  10  years,  meet  its  self-imposed  standard :  disbursements  should 
about  equal  revenues.  Instead  of  a  projected  deficit  in  the  combined  trust  funds  of 
$174  billion,  these  steps  will  result  in  a  $32  billion  positive  balance.  As  a  result, 
neither  the  disability  insurance  trust  fund  nor  the  old-age  and  survivors  in- 
surance trust  fund  will  be  exhausted.  Moreover,  Congress  would  then  have  ample 
time  to  thoroughly  review  the  Social  Security  program  and  to  consider  more 
fundamental  revisions. 

Exhibit  5  illustrates  the  impact  of  recommendations  and  compares  these 
with  current  law  and  the  Administration  proposals. 

EXHIBIT  5.— ESTIMATED  OPERATIONS  OF  THE  OASI  AND  Dl  TRUST  FUNDS,  COMBINED,  DURING  CALENDAR  YEARS 
1977-87  UNDER  PRESENT  LAW  AND  UNDER  THE  PROGRAM  AS  MODIFIED  BY  THE  ADMINISTRATION'S  PROPOSALS 
AND  THE  BUSINESS  COMMUNITY  PROPOSALS 

[In  billions  of  dollars] 


Net  Increase 

Income 

Outgo 

in  funds 

Admin- 

Admin- 

Admin- 

Present 

istration 

Business 

Present 

istration 

Business 

Present 

istration 

Business 

law 

proposal 

proposal 

law 

proposal 

proposal  1 

law 

proposal 

proposal 

Calendar  year 

1977 

82.1 

82.1 

82.1 

87.7 

87.7 

87.7 

-5.6 

-5.6 

-5.6 

1978.- 

90.7 

98.0 

96.3 

97.5 

97.4 

97.4 

-6.9 

.6 

-1.1 

19792- 

99.5 

108.5 

106.4 

107.4 

107.1 

107.0 

-7.9 

1.4 

-.6 

19802.. 

108.9 

121.3 

116.9 

118.0 

117.4 

116.3 

-9.1 

3.9 

.6 

19812 

117.4 

134.1 

127.0 

128.9 

128.0 

125.7 

-11.5 

6.1 

1.3 

19822 

125.2 

144.7 

136.0 

140.1 

138.7 

135.1 

-14.9 

6.0 

.9 

19832 

132.9 

155.1 

145.5 

152.1 

149.9 

144.7 

-19.2 

5.2 

.8 

19842..... 

140.7 

165.7 

155.4 

165.1 

162.1 

155.1 

-24.4 

3.6 

.3 

19852 

148.4 

184.8 

165.7 

179.2 

175.4 

166.3 

-30.9 

9.4 

-.6 

19862.. 

156.2 

198.3 

176.3 

194.4 

189.4 

178.2 

-38.2 

8.9 

-1.9 

19872 

164.4 

211.7 

188.0 

210.5 

204.4 

191.3 

-46.2 

7.2 

-3.3 

1  Including  the  effect  of  the  revised  dependency  test  for  auxiliary  and  survivor  benefits  as  proposed  by  the  administration . 

2  Because  it  is  estimated  that  the  Dl  trust  fund  will  be  exhausted  in  1979  under  present  law,  the  figures  for  1979-87 
under  present  law  are  theoretical. 


Exhibit  6  compares  the  trust  fund  balances  under  current  law,  the  Adminis- 
tration's proposals  and  the  proposals  we  advocate  today. 
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EXHIBIT  6.— COMPARISON  OF  COMBINED  OASDI  TRUST  FUND  BALANCES  UNDER  PRESENT  LAW, 
ADMINISTRATION'S  AND  BUSINESS  PROPOSALS 

[Dollar  amounts  in  billions] 


Funds 

at  beginning  of  year  as  a  percentage 

Fu 

nds 

at  end  of  year 

of 

outgo  during  year 

Administration 

Business 

Administration 

Business 

Calendar  year 

Present  law 

proposal 

proposal ' 

Present  law 

proposal 

•   proposal 

1977 

$35.5 

$35.5 

$35.5 

47 

47 

47 

1978 

28.6 

36.1 

39.4 

36 

36 

36 

19792.... 

20.7 

37.6 

33.8 

27 

34 

32 

19802 _ 

11.6 

41.5 

34.4 

18 

32 

29 

19812. 

.1 

47.6 

35.7 

9 

32 

27 

19822..-. ._.. 

-14.8 

53.6 

36.6 

0) 

34 

26 

19832 

-34.0 

58.9 

37.4 

(*) 

36 

25 

19842 

-58.4 

62.5 

37.7 

(*) 

36 

24 

19852... 

-89.3 

71.9 

37.1 

(*) 

36 

23 

19862. 

-127.4 

80.8 

35.2 

0) 

38 

21 

19871 

-173.6 

88.0 

31.9 

(.*) 

40 

18 

'  Including  the  effect  of  the  revised  dependency  test  for  auxilliary  and  survivor  benefits  as  proposed  by  the  administration. 
■  Because  it  is  estimated  that  the  Dl  trust  fund  will  be  exhausted  in  1979  under  present  law,  the  figures  for  1979-87  under 
present  law  are  theoretical. 
3  Less  than  0.5  percent. 
<  Funds  exhausted. 

A  tax  rate  increase  i.s  a  vi.'^ible  and  constructive  response  to  the  short-term 
financing  crisis.  People  will  know  what  tliey  are  paying  for  and  have  renewed 
confidence  in  OASDI's  future.  We  believe  that  it  is  also  important  to  stre.ss  the 
desirability  of  maintaining  a  tax  rate  structure  that  treats  employers  and  em- 
ployees equally  while  requiring  the  self-employed  to  contribute  taxes  at  a  level 
IVa  times  that  of  the  contributions  of  other  covered  workers.  This  too  will  help 
to  insure  continued  public  support  for  Social  Security. 

Raising  the  tax  rate  is  sometimes  unjustly  criticized  as  a  regressive  step,  but 
this  argument  fails  to  take  into  account  the  highly  progressive  nature  of  social 
security  I)enefits.  Increasing  payroll  taxes  is  also  .said  to  have  an  employment 
disincentive  effect.  However,  our  propo.sal  will  produce  les.s  than  a  $1  per  week 
tax  increase  for  most  workers.  If  there  is  concern  about  wliat  the  cumulative  tax 
increase  on  employees  would  have  on  employment.  Congress  could  offset  this 
OASDI  payroll  tax  increase  with  a  decrea.se  in  the  unemployment  insurance  tax 
rate  as  suggested  by  the  Chaml)er  to  the  Ways  and  Means  Committee  earlier  this 
year  in  testimony  on  H.R.  -1800. 

Earnings  Base. — In  lieu  of  a  tax  rate  increase,  others  have  suggested  increas- 
ing the  taxable  earnings  base  far  beyond  the  scheduled  maximum  of  $17,700  in 
1978.  We  do  not  support  this  suggestion.  Variations  of  this  suggestion  include  the 
Administration's  proposal  to  raise  tlie  employee  l)ase  in  a  series  of  steps  by  $2,400 
over  and  al)ove  the  automatic  adjustments  scheduled  under  current  law. 

Of  even  greater  concern  to  us  is  the  Administration's  proposal  to  permit  the 
wage  base  on  which  the  employer's  share  of  the  Social  Security  tax  is  computed  to 
rise  in  stages  to  the  entire  amount  of  the  employee's  salary  by  1981.  The  Admin- 
istration would  continue  the  limited  wage  base  for  employees.  This  would  violate 
the  concept  of  equal  employer-employee  sharing  in  the  cost  of  Social  Security 
which  is  fundamental  to  continued  public  support  of  tlie  .system.  For  this  reason 
we  cannot  support  the  Administration's  proposal. 

The  Administration's  suggestion  to  remove  tl)e  limit  upon  the  employers'  tax 
should  be  rejected  for  other  reasons  as  well.  First,  local  and  state  governments 
already  financially  hard-pressed,  will  be  further  encouraged  to  opt  out  of  the 
system".  Second,  with  the  unlimited  employer  wage  base,  certain  industries  would 
pay  more  Social  Security  taxes  without  gaining  a  corresponding  increase  in 
benefits  for  their  employees.  Finally,  increasing  the  taxable  wage  base  also  results 
in  narrowing  the  role  of  private  retirement  savings  efforts.  The  tlireat  that  the 
proposal  poses  to  the  long-range  future  of  private  pension  systems,  and  hence  to  a 
major  source  of  equity  capital  for  American  industry,  is  considerable. 

General  Fund  Financing. — Tlie  other  alternative  to  a  tax  rate  increase  is  to 
introduce  general  fund  financing.  The  Administration  has  proposed  to  u.se  general 
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funds  to  make  up  for  the  lost  revenues  caused  by  high  levels  of  unemployment 
in  recent  years. 

The  use  of  general  funds  to  help  finance  Social  Security  benefits  will  not  re- 
store financial  soundness  to  the  system ;  it  will  have  just  the  opposite  effect.  Bor- 
rowing from  one  deficit  to  cover  another  deficit  can  hardly  l)e  described  as  a 
solution.  Nor  can  it  be  dismissed  as  a  mere  juggling  of  figures  on  the  books. 
General  fund  financing  will  involve  raising  income  taxes,  increasing  the  public 
debt,  or  cutting  other  budgetary  expenditures. 

Our  critical  concern  with  general  fund  financing  must  be  with  the  proposed 
departures  from  traditional  funding  practices.  In  1935,  Congress  adopted  the 
principle  of  self-support  for  Social  Security.  Briefly,  this  principle  meant  that, 
over  the  long  run,  no  general  funds— no  "needs  test"  money— would  be  used  to 
pay  for  lienefits.  All  costs  would  be  met  from  payroll  taxes  levied  on  business  and 
workers,  and  from  interest  credited  to  the  trust  fund. 

Each  time  Congress  liberalized  the  program— by  increasing  benefits,  by  making 
them  easier  to  get.  or  by  adding  new  kinds  of  benefits— taxes  were  raised  enough 
so  that  projected  income  and  benefit  costs  (including  administrative  expenses) 
would  be  about  equal,  over  tlie  long  run.  Moreover,  when  any  ••actuarial'  deficits 
arose,  Congress  raised  taxes  enougli  to  maintain  the  program  on  a  self-supporting 

Success  for  this  method  of  financing  depends  upon  the  willingness  of  today's 
and  tomorrow's  workers  to  pay  the  full  cost  of  benefit  commitments  made  by 
Congress  If  Congress  were  to  introduce  general-revenue  financing,  we  would 
no  longer  have  this  inherent  self-discipline.  Moreover,  the  introduction  of  general 
taxpaver  subsidies  would  destroy  the  "earned  benefit  concept"  of  Social  Security 
since  benefits  would  no  longer  be  tied  to  contributions  by  workers  and  their  em- 
Dlovers  With  general  taxpaver  sulisidies.  benefits  would  increasingly  be  subjected 
to  the""needs  considerations"  typical  of  welfare  programs.  We  doubt  whether 
American  workers  want  a  welfare  retirement  program. 

Z)eeo»/>//«^.— Increasing  Social  Security  revenues  via  a  tax  rate  increase  as 
we  sug<-est  will  solve  the  short-term  financing  problems  and  help  toward  meeting 
the  long-range  deficit  as  well.  But  solving  the  lonff-rans^e  deficit  w-  1  remure 
something  more  than  moderate  increases  in  Social  Security  ta'xes.  I  nless  there 
is  something  done  to  correct  the  over-adjustment  for  inflation  that  is  now 
occurring  with  respect  to  initial  benefit  computations,  future  workers  and  their 
emplovers  will  face  the  prospect  of  a  30  percent  OASDI  payroll  tax  or  about 
three 'times  the  combined  tax  paid  by  current  workers  and  employers.    (See 

Exhibit  7.) 

Exhibit  t 

PROJECTED   LONG-RUN   COSTS  AND   EXISTING   TAX    RATES 
FOR   OASDI,  AS  A  PERCENTAGE   OF   TAXABLE   WAGES 
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This  is  an  unacceptable  prospect  wliicli  everyone  wants  to  avoid.  Fortunately, 
there  is  a  near-unanimous  agreement  on  how  to  avert  this  result.  Because  almost 
hall'  f)i  the  Ions-range  deticit  is  due  to  a  faulty  mechanism  for  adjusting  benefits 
for  inflation,  there  is  an  alternative  to  ever-increasing  payroll  taxes.  This  alter- 
native is  "decoupling." 

I'nder  the  Social  Security  benefit  formula  written  into  law  in  1972.  an  unin- 
tended escalation  in  Itenefit  levels  for  future  retirees  is  likely  to  occur  under 
expected  economic  conditions.  Tliis  is  generally  referred  to  as  over-indexing  for 
inflation.  Note,  however,  this  over-indexing  phenomena  does  not  extend  to  the 
present  procedure  f<n-  increasing  benefits  for  persons  already  on  the  roles. 

'Under  the  present  system,  future  benefit  amounts  are  affected  by  increases 
in  the  Consumer  Price  Index  as  well  as  by  increases  in  the  workers'  earnings. 
Thiji  "coupled"  approach  to  determining  future  benefits  tends  to  over  adjust 
for  inflation  under  the  type  of  economic  conditions  that  we  are  currently  experi- 
encing and  are  likely  to  have  in  the  forseeable  future.  As  a  result,  the  initial 
benefit  amounts  for  future  retirees  will  rise  faster  than  the  wages  on  which 
they  are  based.  Thus  replacement  rates — Social  Security  benefits  as  a  percentage 
of  final-year  earnings — will  rise  in  the  future.  If  this  situation  is  not  corrected, 
many  future  retirees  would  get  lienefits  that  exceed  their  pre-retirement  earn- 
ings." (Refer  back  to  Exhibit  4.) 

We  recommend  that  the  present  '-coupled"  benefit  structure  be  "decoupled" 
in  a  way  that  would  stabilize  replacement  rates  at  roughly  1970-1971  levels.  The 
computation  of  initial  benefit  amounts  for  workers  retiring  in  the  future  woiild 
be  separated  from  the  automatic  adjustment  of  benefit  levels  based  on  increases 
in  the  Consumer  Price  Index  for  people  already  on  the  rolls.  In  effect,  future 
retirees'  initial  benefits  would  be  tied  to  wage  levels  alone  and  not  to  both  wages 
and  the  CPI  as  has  been  the  case  under  the  automatic  adjustment  provisions  in 
current  law. 

Wage  replacement  rates  in  effect  before  1972  should  be  ree.stablished.  By  so 
doing,  the  cost  of  future  benefits  is  reduced  but  a  reasonal)le  level  of  benefits 
if.  maintained.  The  decoupling  proposal  advanced  by  the  American  Council  of 
Life  Insurance  (ACLI)  would  make  this  change  and  is  preferable  to  the  decou- 
pling proposal  suggested  by  the  Administration  which  does  not  restore  replace- 
ment rates  to  pre-1972  levels.  (See  Exhibit  8.) 

Exhibit  8. — Wage  Indexing  at  Reduced  Replacement  Rate  Level  Compared 

TO  Administration  Wage  Indexing 

ACLI  proposed 

Percent 

Average  medium-range  cost    (1977-2001) H- 0 

Average  medium-range  revenue 9.9 

Average  medium-range  deficit —1.1 

Average  long-range  cost   (1977-2051) 13.7 

Average  long-range  revenue ^}'^ 

Average  long-range  deficit —-■  "^ 

Proposal  recommended  by  Carter  administration 

Percent 

Average  medium-range  cost    (1977-2001) H- ~ 

Average  medium-range  revenue 9-9 

Average  medium-range  deficit —1-  ^ 

Average  long-range  cost   (1977-2051) 15.1 

Average  long-range  revenue H- 0 

Average  long-range  deficit — ■!■  1 

There  is  an  urgent  need  to  act  this  year  on  decoupling.  Any  further  delay  will 
result  in  additional  double  indexing  and  unwarranted  increases  in  the  wage 
replacement  ratio. 
Solving  the  disahility  insurance  problems 

As  stated  above,  the  most  pressing  need  of  the  disability  insurance  program  is 
to  reverse  the  growth  trend  in  disability  claims.  There  is  no  simple  answer  on  how 
to  do  this  and  we  are  currently  studying  possible  alternatives.  In  any  event 
there  should  be  no  easing  of  eligibility  for  disability  insurance  which  would 
substantially  increase  the  long-range  financial  deficit. 
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AVe  urge  you  not  to  liberalize  the  definition  of  disability.  The  various  sugges- 
tions now  pending  before  this  subcommittee  would  increase  long-range  costs  by 
as  much  as  2.25%  of  payroll.  Similarly  the  suggestion  to  eliminate  the  waiting 
period  has  a  substantial  cost  (at  least  1.25%)  and  should  be  rejecte<l  for  this 
reason. 

Solving  'benefit  inequities 

Congress  should  also  examine  methods  to  reduce  future  co.sts  as  well  as  ways 
to  increase  revenues.  The  most  logical  areas  for  examination  are  those  involving 
benefit  inequities.  Among  these,  we  recommend  that  Congress  act  on  the  following  : 

Universal  Coverage. — Congress  should  extend  coverage  of  the  Social  Security 
program  to  non-covered  categories  particularly  federal,  state  and  local  public 
employees.  Although  Social  Security  covers  over  90  percent  of  workers,  the  gaps 
that  remain  often  result  in  unwarranted  duplication  of  benefits.  Social  Security 
coverage  should  be  applicable  to  all  gainful  employment.  Ways  should  be  de- 
\  eloped  to  extend  coverage  immediately  to  those  kinds  of  employment,  especially 
pul)lic  employment,  for  which  coordinated  coverage  under  Social  Security  and 
existing  staff-retirement  systems  would  assure  that  total  benefits  are  reasonably 
related  to  a  workers'  lifetime  earnings  and  contributions. 

Extending  Social  Secuirty  coverage  on  a  mandatory  basis  to  federal  civil  service 
employment  and  noncovered  state  and  local  employment  would  affect  about  6 
million  additional  jobs  and  would  over  the  long-run  eliminate  the  payment  of 
windfall  Social  Security  benefits  to  workers  in  such  employment. 

The  obvious  place  to  start  is  with  the  federal  work  force.  Members  of  Congress 
and  federal  employees  .should  be  covered  by  Social  Security,  pay  the  same  taxes 
and  earn  the  same  benefits  that  apply  to  private  sector  employees. 

This  will  require  large  and  complex  changes  in  the  federal  Civil  Service  re- 
tirement system.  The  result  would  be  to  provide  federal  employees  with  the  same 
l)asic  floor-of-protection  under  Social  Security  that  all  private  sector  employees 
and  their  beneficiaries  have.  Then,  the  federal  Civil  Service  retirement  plan  bene- 
fits could  be  integrated  with  Social  Security  benefits  just  as  private  pension 
plans  are.  Similar  action  should  be  taken  with  state  and  local  employees  plans 
where  Social  Security  coverage  does  not  ex'st  now. 

Common  sense  and  fairness  .sugsrest  that  reasonable  comparability  between 
jiulilic  and  private  sector  employee  compensation  and  pensions  is  essential  and 
that  Social  Security  coverage  .should  be  universal.  The  American  taxpayer  wants 
equity  between  the  compensation  and  employee  benefits  received  by  the  1  Ameri- 
'can  out  of  6  who  works  in  the  public  sector  and  the  compensation  and  benefits 
of  the  5  out  of  6  who  work  in  the  private  sector. 

Student  Benefits. — We  recommend  the  elimination  of  Social  Security  benefits 
payable  under  current  law  to  unmarried,  full-time  dependent  students  between 
their  eighteenth  and  twenty-second  birthdays. 

This  change  would  also  decrease  the  .system's  pro.spective  deficits.  Currently 
841,000  students— about  %  of  all  full  time  18  to  21  year  old  student.s— draw  these 
benefit  amounts  averaging  over  $1,900  a  year.  In  fi.scal  year  1977  total  cost  will 
exceed  $1.6  billion.  By  1982,  an  estimated  910,000  students  will  be  receiving  $2.5 
billion  per  year. 

The  basic  purpose  of  this  benefit  program  is  to  provide  student  assistance.  As 
such  it  duplicates  other  federal  student  aid  programs  which  are  better  targeted 
toward  those  who  need  help  and  which  achieve  more  equitable  results  among 
families  of  similar  size  and  resources. 

Moreover,  Social  Security  is  a  social  insurance  program  designed  to  protect 
against  risk  over  which  individuals  have  little  or  no  control,  i.e.,  death,  disability, 
retirement  on  account  of  age.  School,  on  the  other  hand,  is  an  option  of  indlAidual 
choice. 

Solving  administrative  problems 

We  recommend  Congressional  attention  to  a  key  administrative  problem  be- 
.^etting  the  OASDI  program.  This  is  the  need  to  reach  a  solution  for  international 
agreements. 

International  Soeial  Security  Totalization  Agreements. — We  support  enactment 
of  "The  Intematinnnl  So^-ial  Security  Agreements  Act  (Totalization)"  au- 
thorizing the  negotiation  of  bilateral  social  security  totalization  agreements  with 
other-  countries. 

The  Chamber  has  long  standing  interest  in  totalization  reflecting  the  experi- 
ences of  many  of  our  member  firms  engaged  in  international  business  as  well  as 
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the  41  American  Chambers  of  Commerce  Abroad  (AmChams)  with  wliich  we  are 
affiliated.  AmChams  consist  largely  of  the  foreign  affiliates  of  U.S.  Corporations 
and  hence  are  well  qualified  to  assess  the  practical  benefits  of  social  security 
totalization.  In  this  regard,  we  have  been  impres.sed  with  the  experience  of  other 
industrial  countries  that  have  had  social  security  agreements  in  force  for  many 
years.  These  agreements  have  demonstrated  a  logical,  fair  and  busines.slike  ap- 
proach to  assuring  equitable  social  security  pension  treatments  for  employers  and 
employees  alike  when  the  latter  are  sent  abroad  to  work. 

The  advantages  of  totalization  are  especially  relevant  today  when  the  social 
security  systems  of  most  industrial  countries  are  so  complex  and  exi>ensive.  A 
major  puri>ose  of  totalization  is  to  minimize  dual  coverage — and  hence  duplicate 
employer  and  employee  taxes — for  the  same  work  when  an  employee  on  foreign 
assignment  is  required  by  law  to  be  covered  simultaneously  in  the  home  and  host 
countries.  Dual  coverage  in  effect  means  paying  into  two  systems  when  benefits 
may  be  collectible  from  only  one.  The  extra  tax  amounts  to  a  waste  of  company 
and  individual  funds.  Therefore,  individual  American  workers  have  a  persona] 
interest  in  totalization. 

U.S.  international  economic  performance  depends  on  large  numbers  of  Ameri- 
can citizens  being  based  abroad  temporarily  at  any  given  time.  These  numbers 
have  increased  in  recent  years,  particularly  in  response  to  the  new  construction 
business  opportunities  that  have  developed  in  ^Middle  East  oil  producing  coun- 
tries. The  absence  of  totalization  agreements  places  a  significant  financial  burden 
on  these  and  other  American  workers  abroad. 

By  reducing  the  costs  of  doing  business  abroad,  totalization  would  also  enhance 
the  international  competitive  positions  of  American  firms.  This  has  added  im- 
portance in  the  current  world  economic  situation  which  places  a  premium  on  the 
highest  possible  level  of  success  by  American  firms  in  foreign  markets. 

Estimates  made  by  the  Department  of  Health,  Education  and  Welfare  indicate 
that  totalization  agreements  would  provide  further  advantages  in  the  form  of 
net  credits  in  the  U.S.  balance  of  payments.  That  is,  more  money  would  flow  into 
the  United  States  than  would  flow  out  as  i>ensions  and  other  benefits  are  recon- 
ciled between  the  Social  Security  systems  covered  by  agreements. 

Specific  data  on  expected  balance  of  payment  savings  to  be  anticipated  from 
pending  agreements  with  Italy  and  Germany  were  presented  to  the  Subcommittee 
on  Social  Security  by  the  Social  Security  Commissioner  on  August  4,  1976.  A 
combined  saving  in  the  range  of  $15-20  million  was  cited  for  fiscal  year  1979. 

We  understand  further  that  the  proposed  legislation  would  cause  no  significant 
new  expenditure  and  that  any  individual  agreements  proposed  would  have  to  be 
submitted  to  Congress  for  comment  and  review.  Congress  would  thus  have  the 
opportunity  to  consider  in  detail  the  cost  and  possible  policy  implications  of  any 
proposed  totalization  agreement. 

CONCLUSION 

We  thank  the  Subcommittee  for  the  opportunity  to  present  our  views  and  we 
would  welcome  any  questions  you  might  have  about  our  testimony. 

Appendix  I 

The  trustees  for  the  Social  Security  program  have  recognized  the  difficulty  of 
making  long-range  cost  estimates  with  any  degree  of  precision  and  have  elected 
to  present  projections  based  upon  three  alternative  sets  of  assumptions,  desig- 
nated as  alternatives  I,  II,  III.  Alternative  I  incorporates  assumptions  which 
would  lead  to  lower  OASDI  costs.  Thus  Alternative  I  is  an  "optimistic"  set  of 
assumptions,  at  least  from  the  point  of  view  of  OASDI  financing.  On  the  other 
hand.  Alternative  Ill's  "pessimistic"  assumptions  would  cause  relatively  greater 
OASDI  expenditures,  relative  to  tax  income.  An  intermediate  set  of  assumptions, 
de.signatetl  Alternative  II,  is  .selected  as  a  compromise  projection  of  income  and 
outgo  which  can  be  used  as  a  basis  for  legislating  program  experience  as  it 
develops. 

While  it  may  be  reasonable  to  assume  that  actual  experience  will  fall  within 
the  range  defined  by  these  alternatives,  particularly  during  the  first  25  years  of 
the  projection,  there  can  be  no  assurance  that  this  will  be  the  case  because  of 
the  high  degree  of  uncertainty  in  long-range  forecasting.  The  following  table 
shows  some  of  the  assumptions  made  by  the  Trustees  concerning  the  basic  eco- 
nomic and  demographic  variables  which  determine  the  income  and  expenditures 
of  the  OASDI  program. 
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VALUES  OF  SELECTED  ECONOMIC  AND  DEIVIOGRAPHIC  FACTORS  UNDER  THREE  ALTERNATIVE  SETS  OF  ASSUMP- 
TIONS, CALENDAR  YEARS  1977-2051 


Average 

Percentage  increase  ir 

1  average  ann 

ual— 

annual 
unemployment 

Total 
fertility 

Calendar  year 

Wages 

CPI      Real 

wages  1 

rate 

rate  2 

Alternative  1: 

1977 

8.4 

6.0 

2.4 

7.1 

1,709.9 

1978 __ 

8.2 

5.3 

2.9 

6.3 

1,685.9 

1979 

7.9 

4.6 

3.3 

5.6 

1,662.0 

1980 

6.6 

4.1 

2.5 

5.0 

1,670.2 

1981 

5.8 

3.4 

2.4 

4.5 

1,710.5 

1982 

5.3 

3.0 

2.3 

4.5 

1,750.9 

1983 

5.25 

3.0 

2.25 

4.5 

1,791.2 

1984  and  later 

5.25 

3.0 

2.25 

4.5 

3  2,300.0 

Alternative  II: 

1977 

8.4 

6.0 

2.4 

7.1 

1,709.9 

1978 

8.1 

5.4 

2.7 

6.3 

1,685.9 

1979 

7.8 

5.3 

2.5 

5.7 

1,662.0 

1980 

7.1 

4.7 

2.4 

5.2 

1,662.9 

1981 

6.4 

4.1 

2.3 

5.0 

1,688.8 

1982 

6.0 

4.0 

2.0 

5.0 

1,714.7 

1983 

5.75 

4.0 

1.75 

5.0 

1,740.5 

1984  and  later. 

5.75 

4.0 

1.75 

5.0 

3  2,100.0 

Alternative  III: 

1977 

8.4 

6.0 

2.4 

7.1 

1,709.9 

1978 

7.9 

5.7 

2.2 

6.4 

1,685.9 

1979 

8.1 

7.6 

.5 

6.6 

1,662.0 

1980 

8.2 

5.9 

2.3 

6.6 

1,648.4 

1981 

7.0 

5.1 

1.9 

6.3 

1,645.2 

1982 

6.5 

5.0 

1.5 

6.0 

1,642.1 

1983 

6.25 

5.0 

1.25 

5.6 

1,638.9 

1984  and  later 

6.25 

5.0 

1.25 

5.5 

3  1,700.0 

'  Expressed  as  the  difference  between  percentage  increases  in  average  annual  wages  and  average  annual  CPI. 
-  Average  number  of  children  born  per  1,000  women  in  their  lifetime. 

3  This  ultimate  total  fertility  rate  is  not  attained  until  after  1984.  See  app.  A  of  the  OASDI  Trustees  Report  for  more  de- 
tailed information. 

Mr.  Jacobs.  Dr.  Clyman,  when  the  next  bells  ring,  we  are  going  to 
disappear.  May  I  say  before  you  begin  that  the  committee  apologizes 
for  the  inconvenience  to  this  panel  and  wonders  if  the  panel  might  be 
able  to  resume  with  us  at  2  p.m. 

STATEMENT  OF  BERNARD  CLYMAN 

Dr.  Clymax.  I  can  give  you  my  remarks  in  2  or  3  minutes.  My  name 
is  Bernard  Clyman.  I  am  a  vice  president  of  the  Equitable  Life  As- 
surance Society  and  I  am  speaking  today  on  behalf  of  the  New  York 
Chamber  of  Commerce  and  Industry. 

The  New  York  Chamber  believes  in  social  security,  but  we  are  con- 
cerned about  its  financial  problems  and  the  consequent  erosion  of  pub- 
lic confidence  in  the  system.  We  think  we  can  restore  the  system  to 
financial  soLuidness.  However,  we  believe  whatever  action  is  taken 
needs  to  be  taken  now,  and  that  it  needs  to  done  without  changing 
the  nature  of  the  system.  "We  believe  the  administration's  proposal 
unfortunately  would  change  the  nature  of  the  system. 

Our  proposal  follows  pretty  much  along  the  lines  of  my  business 
colleagues  in  the  NAM  and  the  National  Chamber  of  Commerce.  How- 
ever, I  would  like  to  give  the  proposals  a  somewhat  different  emphasis. 

The  New  York  Chamber  strongly  opposes  general  revenue  financing 
in  any  form,  ^^"e  decry  the  gimmickry  of  the  countercvclical  general 
revenue  proposal,  and  we  think  that  resort  to  general  revenue  would 
turn  the  social  security  system  into  more  of  a  welfare  instrument, 
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which  we  do  not  believe  it  should  be.  We  are  against  ad  hoc  increases 
in  the  maximum  taxable  earningfs  base  above  that  provided  by  the 
automatic  adjustment  provisions^We  think  this  would  o;ive  increased 
benefits  to  those  that  can  take  care  of  themselves.  AVe  think  such  a 
move  would  allow  social  security  to  encroach  unduly  upon  the  private 
sector.  It  also  decrease  o^rowth.  We  do  not  believe  in  unequal  contribu- 
tions from  employer  and  employee.  Once  started,  where  would  it  end  ? 
Taxino-  the  employer  on  the  full  wages  of  his  employees  would  seri- 
ously hurt  labor-intensive  industries.  It  would  hurt  the  small  em- 
ployer, the  marginal  employer,  the  hospitals,  colleges,  and  State  and 
local  governments — all  of  whom  are  considered  employers  under  the 
Social  Security  Act.  We  are  opposed  to  the  switch  of  HI  taxes  to 
OASDI.  We  expect  the  HI  system  to  have  its  own  financial  troubles 
later  in  the  1980"s. 

What  we  are  for  is  a  wage  indexing  approach  to  decoupling,  with 
replacement  ratios  at  the  pre-1972  levels.  This  would  correct  the  ex- 
cessive adjustments  introduced  at  that  time.  This  is  a  proposal  we 
advocated  a  year  ago  before  this  subcommittee.  The  NA^NI  and  the 
American  Council  of  Life  Insurance  also  advocated  a  similar  propo- 
sal at  the  same  time.  We  are  for  an  increase  in  the  tax  rate  on  em- 
ployer and  employee  alike  of  at  least  three-tenths  of  a  percent  im- 
mediately, with  another  modest  increase  later  in  the  1980's.  We  support 
the  administration  in  its  proposal  to  restore  the  normal  ratio  of  1.5 
times  the  employee  rate  for  the  self-employed  contribution,  and  we 
approve  of  the  new  eligibility  tests  for  dependent  benefits. 

We  think  if  these  steps  are  taken  the  net  outflow  of  funds  from 
OASDI  would  be  stopped  in  the  short  run,  that  the  accounts  would 
be  balanced  for  the  next  25  or  30  years,  and  that  the  75-year  deficit 
would  be  reduced  to  more  manageable  proportions  and  to  a  level  which 
could  be  handled  bv  traditional  financing  means. 

Our  proposals  would  make  social  security  financially  sound,  would 
make  it  a  viable  system,  and  would  restore  the  public's  confidence  in 
it — and  we  wholeheartedly  recommend  them  to  you. 

Mr.  Jacobs.  We  wholeheartedly  recommend  you  to  people  who 
are  in  a  hurry. 

[The  prepared  statement  follows : J 

Statement  of  the  New  York  Chamber  of  Commerce  and  Industry,  Presented 
BY  Dr.  Bernard  Clyman,  Chairman,  Subcommittee  on  OASDI  Issues 

Mr.  Chairman  and  Members  of  the  Subcommittee:  ]My  name  is  Bernard  Cly- 
man and  I  am  Vice  President.  Office  of  Social  Security  Affairs,  The  Equitable 
Life  Assurance  Society  of  the  Unite<l  States.  I  am  also  Chairman,  Subcommittee 
on  OASDI  Issues.  New  Yorlv  Chamber  of  Commerce  and  Industry  ;  and  it  is 
on  behalf  of  the  Chamber  that  I  appear  before  you  today.  Seated  next  to  me 
is  Peter  Dorn,  the  Cliambers  Director  of  Social  Insurance.  (The  New  York 
Chamber  of  Commerce  and  Industry  represents  2,000  plus  employers,  large 
and  small,  engaged  in  all  branches  of  industrial  and  economic  activity,  including 
many  corporations  headquartered  in  New  York  but  engaged  in  multi-state 
operations. ) 

I  appreciate  the  opportunity  to  appear  before  you  and  to  present  the  con- 
sidered views  of  the  New  York  Chamber  on  the  Administration's  Social  Security 
financing  proposals. 

Before  beginning,  however,  I  would  like  to  take  a  moment  to  commend  you 
and  your  Subcommittee  for  your  early  recognition  of  the  seriousness  of  the 
Social  Security  situation  and  for  your  promptness  in  holding  Hearings  on  the 
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subject.  I  would  also  like  to  commend  the  Administration  for  recognizing  the 
need  for  immediate  measures  to  correct  the  impending  short-  and  long-range 
deficits  and  for  making  direct  and  forthright  recommendations  in  this  regard. 
I  say  this  sincerely,  even  thougli  the  Chamber  is  not  particularly  receptive  to 
the  solutions  proposed  by   the  Administration. 

I  do  not  intend  to  waste  your  time  rehashing  that  which  you  already  know 
full  well :  namely,  that  without  corrective  action,  the  OASI  and  DI  Funds  face 
early  exhaustion,  tliat  there  is  a  25-year  deficit  of  significant  proportions,  and 
a  75  year  one  of  horrendous  proportions.  Xor  do  I  believe  there  is  much  point  in 
repeating  the  facts  about  the  adverse  effects  of  the  changing  population  mix 
or  of  the  technical  flow  which  permits  an  excessive  inflation  adjustment  in 
benefits  of  future  retirees. 

Instead,  I  shall  get  right  to  the  point — which  is  to  emphasize  the  urgent  need 
to  take  comprehensive,  corrective  action  at  the  earliest  possible  date.  We  must 
act  now  to  stop  the  net  outflows  from  the  OASI  and  DI  Funds.  We  must,  at  a 
minimum,  plan  to  balance  their  accounts  over  the  next  25  or  30  years ;  and  we 
must,  if  not  eliminate,  at  least  reduce  the  75-year  deficit  to  a  size  that  can  be 
managed  by  traditional  means  of  financing. 

Since  future  Social  Security  benefits  are  currently  subject  to  the  vagaries  of 
future  movements  of  wages  and  prices  (over  which  the  Social  Security  system 
itself  has  no  control),  there  is  a  paramount  need  to  decouple  the  benefit  calcula- 
tion immediately  so  as  to  eliminate  the  excessive  adjustment  for  inflation  in  corn- 
putting  future  benefits  of  current  workers.  The  longer  we  delay  in  doing  this,  the 
greater  the  cost  in  dollars  and  in  erosion  of  public  confidence  in  the  system. 
Decompling  is  absolutely  necessary  to  bring  the  system  under  control  again  and 
to  restore  public  confidence  in  it.  Additionally,  a  decoupled  system  would  also 
give  individuals  a  better  fix  on  what  they  may  expect  to  receive  in  Social  Security 
benefits  and  thus  would  make  for  easier  retirement  planning  and  better  inte- 
gration with  their  own  private  initiatives.  And  all  of  this  can  be  done  without 
in  any  way  affecting  the  adjustment  for  inflation  in  benefits  paid  to  beneficiaries 
once  retired  or  otherwise  eligible. 

In  view  of  all  this,  we  at  the  New  York  Chamber  endorse  wholeheartedly  the 
principle  of  decoupling  and  agree  with  those  recommending  immediate  action  in 
this  regard.  We  also  endorse  the  wage-indexing  approach  to  decoupling  recom- 
mended by  the  1974-75  Advisory  Council  on  Social  Security  and  embodied  in  the 
Administration's  Social  Security  financing  proposals.  We  consider  this  approach 
workable  and  appropriate  for  the  purpose  in  mind.  We  are  against  the  price- 
indexing  approach  advocated  by  the  Consultant  Panel  on  Social  Security  to  the 
U.S.  Congressional  Research  Service.  The  price-indexing  approach  to  decoupling 
results  in  a  continuous  decline  in  initial  benefits  as  a  percent  of  pre-retirement 
earnings  and,  by  implication,  suggests  the  need  for  frequent  ad  hoc  legislative 
action  to  restore  benefit-earnings  ratios  to  some  earlier  level.  We  believe  tlmt 
benefit-earnings  ratios  should  not  be  permitted  to  decline  over  time,  but  .should 
be  stabilized;  and  we  prefer  to  achieve  this  stability  through  the  automatic 
operation  of  the  law  rather  than  through  periodic  resort  to  ad  hoc  legislation 
to  obtain  it. 

Though  we  believe  in  the  need  to  decouple  the  system's  benefit  structure  and  in 
the  desirability  of  doing  so  by  the  wage-indexing  approach,  we  find  ourselves  at 
some  variance' with  the  Administration  as  to  where  to  set  future  benefit  levels. 
The  Administration's  proposals  would  set  future  initial  benefits  as  a  percent  of 
pre-retirement  earnings  at  approximately  beginning  1979  levels.  The  New  York 
Chamber,  as  indicated  in  its  testimony  before  this  Subcommittee  a  year  ago, 
would  like  to  see  initial  benefits  as  a  percent  of  pre-retirement  earnings  sta- 
bilized near  the  pre-1972  levels,  which  are  about  10%  below  those  currently 
prevailing.  This  proposal  was  also  espoused  a  year  ago  by  the  American  Council 
of  Life  Insurance  and  the  National  Association  of  Manufacturers.  In  all  these 
proposals,  a  transition  period  is  provided  so  that  no  one  would  receive  less  than 
that  which  he  or  she  would  have  received  under  present  law  on  the  change-over 
date. 

The  Chamber  prefers  the  10  percent  lower  bpnefit-earnings  ratios  for  two 
reasons.  First,  it  believes  that  the  ad  hoc  benefit  adjustment,  enacted  in  1972 
was  in  excess  of  what  was  needed  at  that  time  in  terms  of  protecting  beneficiaries 
from  inflation.  Stabilizing  the  benefit-earnings  ratios  at  about  10  percent  below 
current  levels  would  correct  for  this  over-adjustment  and  restore  these  ratios 
to  more  normal  historical  levels.  Benefits  would  still  grow  in  absolute  dollar 
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terms  and  reflect  the  increased  productivity  of  the  nation  during  the  individual's 
working  career. 

Second,  and  most  important,  is  that  such  a  step  is  a  more-fiscally  responsive 
approach  to  reducing  the  long-term  deficit  than  is  the  one  recommended  by  the 
Administration.  A  side  aavauiage  or  uetoupiing  is  tuat  it  edminates  a  significant 
portion  of  the  huge,  long-term  deficit.  The  Administration's  decoupling  proposal 
would  reduce  that  deficit  by  about  46  percent ;  our  proposal  would  reduce  it  by 
more  than  60  percent.  Our  proposal,  tuj^etiier  witn  otners  tiiat  1  shall  recommend 
shortly,  would  go  a  long  way  toward  restoring  public  confidence  in  the  system  and 
would  reduce  the  long-term  deficit  to  a  much  less  worrisome  level  and  one  well 
within  the  margins  of  error  of  a  75-year  forecast. 

With  regard  to  the  Administration's  other  financing-proposals,  let  me  preface 
my  remarks  by  stating  the  Chamber's  strong  opposition  to  tne  use  of  the  general 
revenues  in  financing  Social  Security  benefit  payments,  to  increases  in  the  maxi- 
mum taxable  earnings  base  beyond  those  provided  under  the  automatic  adjust- 
ment provisions  of  current  law,  and  to  any  departure  from  equal  sharing  of  con- 
tributions by  employer  and  employee  alike.  The  New  York  Chamber  stands 
solidly  for  eliminating  deficits  and  financing  future  benefit  increases  through 
matching  increases  in  the  payroll  tax  rate  of  both  employer  and  employee. 

To  touch  on  some  specifics  of  the  Administration  s  nnancing  proposals,  we  at 
the  Chamber  find  the  recommendation  to  use  general  revenues  on  a  counter- 
cyclical basis  to  be  nothing  more  than  a  dangerous  gimmick.  It  would  finance 
one  deficit  by  making  another,  must  larger,  deficit  considerably  worse;  and 
unless  new  taxes  were  introduced  or  old  ones  raised,  such  financing  would  only 
add  to  infiation  and  eventually  affect  our  unemployment  situation  adversely. 
Resort  to  general  revenue-financing  destroys  the  self-supporting  concept  which 
gives  the  program  its  widespread  public  acceptance.  Such  a  move  would  also 
tend  undesirably  to  change  the  Social  Security  program  into  more  of  a  welfare 
instrument  with  all  the  dangers  that  implies  for  its  viability  and  continued 
existence. 

Moreover,  the  calculation  of  the  $14  billion  to  be  raised  by  the  counter-cyclical 
general  revenue  approach  is  suspect.  As  I  understand  it.  the  calculation  was 
based  on  a  misuse  of  "Okun's  Law"  (which  relates  the  loss  in  real  gross  national 
product  assfx?iated  with  a  rise  in  the  unemployment  rate)  and  its  application  to 
a  high  unemployment  period  for  which  it  was  not  de.signed.  In  addition,  there  is 
nothing  sacrosanct  about  the  6  percent  unemployment  rate  trigger  for  using  gen- 
eral revenues.  Whv  not  7  i>ercent  or  5  percent?  Once  started  where  does  it  end? 

Because  of  the  counter-cyclical  general  revenue  financing,  the  Administration 
proposes  to  let  the  OASDI  reserves  fall  from  their  present  47  percent  of  the 
following  year's  benefit  pavment  to  about  35  percent— and  then  says  it  can  save 
$'>4  billioii  by  doing  so.  This  unfortunately  is  mere  legerdemain.  The  savings 
are  not  real.'  Since  we  are  opposed  to  the  use  of  general  revenue,  we  prefer 
measures  that  would  keep  the  asset/expenditure  ratio  at  no  less  than  it  is 
currently  and  preferably  higher.  ^       ,,  •„„, 

The  Chamber  opposes  anv  quantum  jump  in  the  maximum  taxable  earnings 
base  above  that  produced  by  the  automatic  adjustment  provision  for  several  rea- 
sons First,  a  jump  in  the  base  would  have  a  cost  impact  on  only  a  small  segment 
of  employed  workers  (about  15  percent)  and  it  would  hide  the  true  cost  from 
the  other  85  percent  who  would  not  be  affected.  This  small  group  of  higher 
income  earners  are  an  important  group  of  savers,  who  would  save  less  and 
thuTlower  the  amount  of  savings  that  would  be  available  for  capital  formation 
and  the  economic  growth  of  the  nation.  _  .     ^.j^^f  „,o,r  tn 

Furthermore,  a  quantum  jump  in  the  earnings  base  is  ^'\''\^f^'^''\''^^.^\^ 
raise  additional  funds.  A  jump  in  the  base  means  higher,  tax-free  inflation- 
adiusted  retirement,  survivor  and  disability  income  benefits  for  those  ^^ho  can 
bS  provide  Se  benefits  for  themselves.  A  succes.sion  of  such  qtoantum  jumps 
in  the  maximum  taxable  earnings  base  means  an  undue  encroachment  of  the 
Social  Security  sector  on  the  private  pension  pulinsiirance  sector 

The  Chamber  is  strongly  opposed  to  taxing  ^'"I'l^J^^".  "'\^  ^^^J"^^,  'V^fL^g 
his  emplovees   Tliis  violates  the  fifty-fifty  cost  sharing  principle  ^^hlch  has  long 

beln  accepted  in  the  law.  Taking  the  "cap"  off  the  ^^'''^''P,''^f%{^'J'^;''lZtl 
taxes  places  too  much  of  a   burden   on  labor   intensive  industries   and   could 

''"}  e^plo^SSn'L's^ure^a^^^^^^^^^^  share  than  employees,  why  should  they  not 
assuS  stm  larger  Tare!  or  allot  the  cost?  And  then  what  control  would  there 
be  over  benefit  increases? 
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Another  worrisome  aspect  of  this  proposal  is  the  effect  such  increased  em- 
ployer taxes  would  have  on  the  small  employer,  the  marginal  employer,  the 
nonprofit  employer,  the  colleges  and  universities,  hospitals,  and  state  and  local 
governments.  Would  this  not  impose  too  much  of  a  hardship  on  these  employers? 
Would  not  the  increased  taxes  be  passed  along  by  business  firms  in  the  form 
of  higher  prices  or  smaller  wage  increases?  Would  not  the  increased  tax  burden 
accelerate  the  rising  .trend  of  state  and  local  governmental  entities  to  opt  out  of 
the  Social  Securitv  system  and  malce  the  situation  even  worse  than  it  is  now? 

The  Chamber  is  also  opposed  to  the  proposed  shift  of  payroll  taxes  from  the 
Hospital  Insurance  system  to  OASDI.  The  Hospital  Insurance  Fund  will  itself 
face  serious  financing  problems  within  the  next  decade  and  will  need  all  the 
funds  it  is  now  entitled  to  and  more. 

The  Chamber  supports  the  Administration  in  its  recommendation  to  abolish 
the  arbitrary  ceiling  of  7.0  percent  for  the  self-employed  rate  and  to  restore  the 
original  basis  of  IV2  times  the  employee  rate.  It  also  goes  along  with  the  new 
eligibility  test  for  dependent's  benefits. 

In  the'  Chamber's  view,  the  additional  financing  needed  should  come  from  an 
increase  in  the  tax  rate  itself  on  employer  and  employee  alike.  A  tax  rate 
increase  is  the  only  way  to  make  all  of  the  people  aware  of  the  true  cost  of  the 
program.  It  is  the  best  way  to  foster  a  sense  of  responsibility  among  all  workers 
with  regard  to  the  extent  and  scope  of  benefits  under  the  program  and  it  is  the 
only  way  to  maintain  the  self-supporting  concept  which  promotes  widespread 
public  acceptance  of  the  program.  Even  though  the  program  really  involves  an 
intergenerational  transfer  of  funds,  workers  look  upon  their  future  benefits  as 
an  earned  right  from  their  own  contributions ;  and  widespread  public  acceptance 
of  the  program  depends  on  maintaining  the  psychology  of  this  benefit-contribu- 
tions relationship. 

The  Chamber  therefore  recommends  for  the  solution  of  the  short-range  financ- 
ing problem  of  OASDI  an  immediate  increa.se  in  the  payroll  tax  rate  of  at  least 
0.3  percent  on  employee  and  employer  alike.  If  our  decoupling  recommendation 
(with  the  10  percent  lower  benefit-earnings  ratio)  is  enacted,  then  the  only 
additional  financing  need  for  the  next  25  or  30  years  would  be  another  modest 
rate  increase  some  time  later  in  the  1980"s.  We  do  not  believe  these  increases  are 
excessive  in  terms  of  the  benefits  received.  We  also  believe  that  these  recom- 
mendations, if  enacted,  would  reduce  the  long^erm  deficit  to  more  manageable 
proportions ;  and  we  would  have  time  to  see  if  current  assumptions  about  fertil- 
ity and  mortality  rates,  about  retirement  trends,  and  so  forth  are  holding  up.  If 
needed,  we  can  then  advance  the  1  percent  each  rate  increase  now  scheduled 
for  the  year  2011.  If  events  work  out  better  than  this,  then  we  may  not  need 
tax  rate's  25  to  30  years  from  now  as  high  as  now  seems  to  be  the  case. 

May  I  conclude  by  repeating  something  I  said  earlier.  The  immediate  problem 
before  the  Congres.s  is  to  stem  the  growing  erosion  of  public  confidence  in  our 
Social  Security  system.  This  can  l)e  done  only  by  restoring  the  system's  financial 
integrity ;  and'  to  do  that  the  Congress  must  act  promptly  to  meet  both  the  short- 
and  long-range  financial  problems  of  the  system. 

Mr.  Chairman,  that  concludes  my  formal  remarks.  I  would  be  pleased  to  re- 
spond to  any  questions  that  you  and  the  other  members  of  your  Subcommittee 
may  have. 

Mr.  Jacobs.  We  will  resume  at  2  o'clock  this  day  in  this  room. 
Thank  you. 

[Whereupon,  at  12  :20  p.m.,  the  subcommittee  was  recessed,  to  recon- 
vene at  2  p.m.] 

Afterxoon  Session 

Mr.  Waggoxxer  [presiding].  While  we  are  waiting  for  today's 
chairman  to  return,  we  can  perhaps  save  you  people  some  time  on  this 
particular  panel  by  proceeding  with  some  questions  which  we  would 
like  to  ask,  and  by"that  time  I  am  sure  Mv.  Jacobs  will  have  returned. 

We  have  woixl  he  is  on  the  way. 

There  he  is.  We  will  just  go  ahead  and  be  proceeding  with  questions 
at  this  point.  Without  objection  from  the  chairman  for  the  day,  I  was 
going  to  recognize  ]\Ir.  Schulze  for  some  questions,  Mr.  Chairman. 
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Mr.  Jacobs  [presiding].  We  will  both  do  that. 
Mr.  SciiULZE.  Thank  vou.  Mr.  Chairman. 

To  the  gentleman  from  the  XFIB,  Mr.  Dennis :  As  a  small  business- 
man some  years  ago,  I  saw  the  national  average  of  net  profit  for  the 
industry  iii  which  I  was  involved  and  it  ranged  anywhere  from  one- 
half  of  1  i)ercent  to  :>  percent.  When  we  talk  about  an  increase  in  taxes 
of  $100  to  $300  or  $1,000.  we  often  forget  that  even  if  we  take  a  3- 
percent  profit  we  are  talking  about  over  $3,300  worth  of  sales  that  have 
to  be  either  increased  or  developed,  or  prices  increased  by  that  much  in 
order  to  make  up  that  relatively  small  amount  of  money. 

I  guess  my  first  question  is,  I)o  you  have  any  figures  on  the  average 
net  ))rofit  for  small  businessmen  ? 

Mr.  Denxis.  The  only  figures  currently  available  are  those  for  small 
manufactui'ing  corporations  published  by  the  Federal  Tracle  Com- 
mission. They  generally  show  that  the  average  profit  runs  from  1.5 
to  3  cents  per  dollar  of  sales.  We  are  in  the  process  now  of  conduct- 
ing two  pieces  of  work  which  we  hope  will  shed  some  further  light  on 
it.  One  is  a  financial  ])rofile  of  a  small  business  and  the  second  one  has 
to  do  with  the  em])loyee  wage  structure  of  small  business,  both  of 
which  we  hope  will  get  at  the  question  of  profitability. 

We  do  know,  however,  that  the  profit  nuirgin  varies  considerably 
by  sector  of  l)usiness  involved.  For  example,  professionals  have  higher 
niargins  than  do  manufacturers.  It  varies  considerably  but  your  gen- 
eral observation  at  the  outset  is  absolutely  correct.  Xot  only  that,  but  we 
have  to  remember  that  this  social  security  increase  is  not  the  only 
one  we  are  now  facing.  As  I  said  in  my  testimony,  depending  upon 
firm  size,  the  $100  or  $1,000  increase  in  social  security  taxes  probably 
is  not  going  to  kill  any  firm,  but  we  keep  doing  this  all  the  time.  We 
are  faced  with  this  one,  we  are  looking  at  energy  taxes,  we  are  looking 
at  mininnun  wage  increases,  everywhere  we  turn,  there  are  fixed  cost 
increases.  There  are  only  really  a  "few  things  we  can  do  to  compensate, 
three  things.  We  can  take  out  of  pocket,  pass  it  along,  or  lay  off 
employees. 

We  are  finding  that  the  most  desirable  alternative  is  to  pass  it  along 
where  possible.  But,  we  find  that  the  market  is  such  that  we  can  only 
operate  within  the  parameters  of  the  pricing  structure  established  by 
larger  firms,  so  our  ability  to  pass  on  costs  are  severely  constrained. 
Mr.  ScTii'LZE.  I  was  upset  and  concerned  over  Secretary  Califano's 
terminology,  when  he  testified  before  us,  which  I  felt  bordered  on 
demagoguery  when  he  stated  that  out  of  the  billions  and  billions  of 
dollars  in  profits  that  American  industries  are  making,  surely  they  can 
absorb  this  minor  amount.  I  wonder  if  any  or  all  of  you  gentlemen 
would  like  to  comment  on  that  kind  of  statement. 

Mr.  KiXG.  I  would  like  to  make  a  comment  on  that.  Before  T  do, 
on  behalf  of  the  panel.  I  would  like  to  introduce  Ms.  Madeleine  Hem- 
mings  who  is  here  replacing  ]\Ir.  ]Matson  who  had  to  leave,  and  she  will 
speak  for  the  NAM. 

In  response  to  your  question,  I  think  I  was  just  as  concerned  as  you 
about  Secretary 'Calif ano's  statement.  The  proposal  that  we  have 
made  to  increase  taxes  we  believe  is  a  modest  one.  It  amounts  to  less, 
than  $1  a  week,  or  about  $50  per  person  a  year  for  the  employer  and 
the  employee.  Xo  one  likes  to  raise  taxes.  Employers  certainly  don't 
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like  to  ask  to  have  themselves  taxed  but  we  think  this  is  the  only 
responsible  thing  to  do  to  put  social  security  on  a  sound  fiscal  basis. 

Now,  just  as  an  example  in  my  own  industry,  and  I  am  speaking 
for  that  now,  not  for  the  Chamber  of  Commerce,  I  did  a  rough  esti- 
mate of  what  the  cost  would  have  been  to  my  compan}^  for  the  0.3- 
percent  increase  we  proposed  as  against  what  the  administration  is 
proposing. 

What  the  administration  is  proposing  represents  a  20-percent  cost 
increase  to  our  company.  Our  proposal  represents  something  less  than 
a  5-percent  cost  increase. 

So,  it  was  very  difficult  for  me  to  understand  what  Secretary  Cali- 
f  ano  was  talking  about. 

Mr.  ScHULZE.  Does  anyone  else  have  any  observation  on  the  Secre- 
tary's comment  ?  It  upsets  me  when  the  administration  uses  that  kind 
of  phraseolegy. 

Mr.  Dennis.  There  are  a  couple  of  points  that  may  be  of  interest 
with  respect  to  small  business.  "We  recently  asked  our  members  to  com- 
pare the  recovery  year  of  1976  with  the  recession  year  of  1975  and  to 
tell  us  whether  they  had  much  higher,  higher,  about  the  same,  low^er, 
or  much  lower  profits.  The  result  of  that  w^as  approximately  41  per- 
cent of  the  respondents  said  that  they  had  either  a  much  higher  or 
higher  profit  in  a  recovery  year ;  31  percent  said  they  had  lower  profits 
in  a  recovery  year.  We  also  know  from  census  statistics  that  the  self- 
employed  person — the  self-employed  person  is  not  always  an  employer 
and  the  employer  is  not  always  a  self-employed  person — has  a  lower 
median  family  income  than  does  the  wage  and  salary  earner.  So,  with 
respect  to  small  business  and  reaping  these  fantastic  profits,  yes,  we 
have  some  people  doing  pretty  well ;  yes,  we  have  many  people  who 
are  not  doing  very  w^ell  at  all. 

Mr.  ScHULZE.  1  w^ould  have  to  agree  with  that. 

Dr.  Clyman.  I  w^ould  like  to  make  a  few  points. 

First  of  all,  if  I  remember  correctly.  Secretary  Califano  referred 
to  something  like  $900  billion  of  profits  over  the  1978-82  period,  which 
may  or  may  not  materialize.  Also,  the  low  percentage  increase  he  is 
talking  about  may  turn  out  to  be  a  considerably  larger  increase  if  the 
economy  does  not  behave  as  well  as  his  assumptions  indicate  that  it 
should. 

The  second  thing  is  that  taxing  employers  on  the  full  wages  of  their 
employees  falls  on  all  employers — and  this  includes  not  only  business 
firms,  "but  colleges,  hospitals,  nonprofit  organizations,  and  State  and 
local  governments.  This  would  be  particularly  burdensome  to  them  as 
well  as  to  the  small  and  marginal  business  employer. 

Third,  Mr.  Califano  agreed  that  the  additional  cost  to  employers 
would  be  less  than  the  cost  to  them  under  a  conventional  financing  plan. 
However,  it  was  his  particular  combination  of  assumptions  that  yielded 
him  this  particular  conclusion.  If  he  had  used  a  more  traditional, 
conventional  financing  plan — which  we  believe  to  be  more  appropri- 
ate—  he  would  have  obtained  a  different  conclusion.  So,  I  believe  that 
he  has  erred  in  several  ways. 

Mr.  ScHULZE.  I  would  like  to  see  some  method  of  encouraging  ad- 
ditional private  pension  plans.  Do  any  of  you  gentlemen  on  the  panel 
have  any  thoughts  along  that  line,  so  that  downstream  we  are  less  de- 
pendent ? 
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Mr.  Bassett.  When  you  asked  that  question  this  morning;,  I  Avas 
hoping  you  would  bring  it  up  again.  You  did  mention  the  possibility 
of  some  incentive  for  employees.  We  do  know  that  under  our  system 
today  a  person  who  does  not  participate  in  a  pension  plan  can  make 
tax  deductible  employee  contributions  to  a  fund  for  his  own.  I  think 
employees  who  participate  in  minimal  pension  plans  also  should  be 
allowed  to  contribute  and  get  a  tax  deduction  for  their  contributions. 
This  would  encourage  more  benefits,  it  would  encourage  the  smaller  or 
less  profitable  or  marginally  profitable  organizations  to  put  in  em- 
ployer sponsored  plans.  The  employees  would  get  a  tax  deduction  that 
I  think  they  are  entitled  to. 

A  minor  change  that  I  had  recommended  at  the  time  ERISA  was 
being  discussed,  was  that  instead  of  having  an  annual  $1,500  maxi- 
mum deduction  for  employees  that  the  $1,500  should  be  cumulative. 
During  the  early  years  of  a  family,  it  is  very  hard  for  a  person  to  set 
aside  $1,500,  but  when  he  gets  into  his  fifties,  his  children  are  grown 
up  and  out  of  college,  and  his  responsibilities  are  not  so  great,  he 
Avould  then  wish  he  could  have  put  in  more  than  $1,500.  There  should 
be  some  way  for  these  people  as  they  get  closer  to  retirement,  when 
they  are  more  financially  able  to  put  additional  money  aside  for  their 
retirement.  I  think  having  a  flat  $1,500  at  all  ages  is  not  the  logical 

way. 

Mr.  SciiULZE.  You  would  limit  it  to  $1,500  a  year  but  allow  them 

to  balloon  the  payments  ? 

Mr.  Bassett.  If  you  missed  5  years,  you  could  make  it  up,  details 
could  be  worked  out  some  way  so' when  you  approach  your  retirement 
yeai-s.  when  you  have  more  spendable  income  you  could  put  aside  more 
money.  It  isdifficult  for  the  j^eople  between  25  and  35  to  do  that. 

Mr.  CoNABLE.  When  would  you  allow  the  deduction  ? 

Mr.  Bassett.  In  the  year  when  they  had  the  deduction. 

Mr.  Coxable.  So,  you  would  allow  them  to  do  that  when  they  had  a 
big  bulk? 

Mr.  Bassett.  It  could  be.  We  were  talking  about  how  to  encourage 
employees  to  save  for  retirement  and,  Mr.  Conable,  I  am  not  suggestmg 
that  there  be  no  maximum  on  it,  no  $100,000  or  something  like  that, 
I  am  not  asking  that,  I  am  saying  even  if  you  accumulate  $1,500  f9r 
30  years,  that  is  only  $45,000  and  that  is  not  a  big  sum  of  money  m 
terms  of  getting  a  fund  for  retirement. 

Mr.  Coxable.  It  is  a  sum  of  money  to  be  paid  by  people  who  are  not 
likely  to  have  retirement  problems  anyway. 

One  of  the  problems  is.  How  do  we  keep  people  from  becoming 
public  charges  when  for  the  last  30  years  of  their  lives,  they  are  en- 
tirely dependent  on  transfer  payments?  Somehow  we  are  going  to  have 
to  find  some  way  of  building  up  an  adequate  cushion  for  people  m 
very  ordinary  circumstances  so  they  will  not  become  dependents  and 
lose  the  dignity  of  self-support. 

Mr.  Bassett.  We  are  getting  off  the  topic  a  bit  but  I  have  given  a 
lot  of  thought  to  this  and  I  would  like  to  explore  w^ith  you.  I  would 
like  to  discuss  with  the  committee  at  some  time  the  possibility  of 
mandatory  retirement  plans  for  all  employers. 

Mr.  Coxable.  The  issue  is  not  tax  avoidance,  the  issue  is  avoidance 
of  dependency. 
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Mr.  ScHULZE.  I  wonder  if  this  does  not  tie  in  somewhat.  If  ^ye  did 
make  it  a  parallel  fund,  parallel  to  social  security,  witli  a  stipulation 
that  they  had  to  put  in  as  much  as  they  paid  into  social  security  or 
they  didn't  receive  the  deduction,  wouldn't  you  have  that  slight  coer- 
cive ellect  'i  Do  you  have  any  thougiits  on  that  or  do  you  think  tnat  is  too 
higli  'i 

Mr.  BASSEfTT.  That  is  probably  too  high  on  top  of  social  security. 

Mr.  ScHULZE.  Half  of  the  amounts  ^ 

Mr.  Bassett.  I  don't  know,  -i  percent  maybe,  something  like  that. 

Mr.  ScHULZE.  Thank  you,  Mr.  Chairman. 

Mr.  Jacobs.  Mr.  Waggonner. 

Mr.  Waggonner.  Thank  you,  Mr.  Chairman. 

Gentlemen,  there  seems  to  be  a  feeling  among  a  good  many  people, 
for  example,  those  who  appeared  yesterday,  that  we  have  to  do  some- 
thing about  social  security  this  year,  this  first  session  of  the  95th 
Congress. 

Do  all  of  you  or  any  of  you  share  that  feeling  ?  Do  you  feel  it  is  in- 
cumbent upon  us,  mandatory,  in  the  best  interests  of  social  security 
that  we  do  something  this  year  ? 

Mr.  King.  I  would  like  to  talk  on  that,  if  I  may. 

It  is  our  feeling  that  there  is  urgency,  that  there  is  a  short-term  need, 
if  I  may  put  it  that  way,  to  restore  faith  in  the  social  security  system, 
and  we  feel  that  the  plan  that  we  are  proposing  would  do  that  and,  as 
as  you  will  recall,  we  indicated  in  our  earlier  testimony  today  that  we 
did  not  agree  with  the  administration  on  some  of  the  suggestions 
that  they  had  made. 

One  of  the  differences  is  that  we  were  looking  primarily  at  an  at- 
tempt to  restore  the  system  without  necessarily  changing  it,  so  that 
Congress  would  have  more  time  in  the  future  to  take  a  look  at  some 
other  comprehensive  changes  that  might  be  necessary  in  light  of  a  num- 
ber of  other  things  that  are  happening. 

Mr.  Waggonner.  So  then  you  believe  that  we  ought  to  do  something 
at  least  in  the  short  run  this  year  ? 

Does  anyone  disagree  with  that  position  ?  There  is  no  disagreement 
with  that  position.  Then  the  question  really  becomes  how. 

Fundamentally  you  have  rejected  the  administration's  proposal  for 
an  increase  in  the  taxable  wage  base.  You  would  rather  choose  to  let 
existing  law  take  effect  as  scheduled.  You  have,  it  seems  to  me,  gen- 
erally agreed  that  to  do  something  for  the  short  run  the  tax  rate  should 
be  increased  about  three-tenths  of  1  percent,  that  rate  applicable  to 
both  the  employer  and  the  employee. 

So  that  we  might  understand  each  other,  I  know  we  can  never  define 
what  the  "short  run"  is.  We  talk  about  short  term,  midterm  and  long 
term,  but  for  the  moment  I  am  talking  about  something  of  at  least  5 
years'  duration,  and  I  don't  know  that  there  is  any  more  mati-ic  to  five 
than  there  is  to  six.  but  to  accomplish  anything  we  want  to  talk  about 
at  least  something-  that  has  an  effect  for  5  years. 

Have  you  done  studies?  Can  you  prodiice  somethino-  tliat  can  docu- 
ment the  fact  that  three-tenths  of  l-nercent  increase  in  tlie  tax  rnte 
without  other  financino:  provisions  will  do  something  to  solve  the  prob- 
lem for  the  short  term  ? 
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Mr.  KiXG.  Yes,  sir.  Exhibits  5  and  6  in  the  testimony  that  we  are 
filing  indicates  that  the  0.3-percent  tax  increase  together  with  de- 
coupling, and  I  think  we  have  to  include  that  also 

]NIr.  Waggoxxer.  You  are  not  taking  the  position  that  decoupling 
does  anything  in  the  short  term? 

Mr.  Kix'G.  Decoupling  is  going  to  help  solve  partially  the  short  term 
and  partially  the  long  term.  It  moves  into^ 

]Mr.  Waggoxxer.  But  more  orderly,  more  nearly  the  long  term,  very 
little  the  short  term? 

Mr.  KixG.  Yes,  sir.  By  introducing  the  0.3  to  the  employer  and  the 
employee,  we  would  be  turning  around  a.  deficit  by  1S>79  so  that  we 
would  be  taking  more  into  the  Social  Security  Trust  Fund  than  we 
would  be  paying  out,  and  in  addition,  at  the  end  of  10  years  we  would 
end  up  with  a  positive  balance  in  the  funds  of  almost  $32  billion  as 
against  a  deficit  which  has  been  projected  at  almost  $174  billion. 

Mr.  Waggox'xer.  In  reaching  that  conclusion,  did  you  make  the 
assumption  that  we  would  not  have  another  period  of  stagnation  as 
we  have  recently  experienced  which  has  been  rather  devastating? 

Mr.  Kixg.  Yes.  We  made  some  assumptions  which  we  call  "inter- 
mediate" and  perhaps  Mr.  Bassett  could  elaborate  on  that  a  little  more. 

]Mr.  Bassett.  These  were  the  same  assumptions  that  were  used  in 
the  trustees  report  on  social  security.  You  recall  they  have  three  sets 
of  assumptions:  The  pessimistic,  the  optimistic  and  the  intermediate; 
and  we  used  the  intermediate  assumptions  used  by  the  trustees. 

I  am  talking  about  the  Social  Security  Trust  Fund  report,  the  annual 
report  to  the  Congress  from  the  Social  Security  Administration. 

Mr.  Waggoxxer.  The  last  annual  report? 

]\Ir.  Bassett.  Yes. 

]Mr.  Waggoxxer.  Are  you  now  placing  some  confidence  in  those 
reports  that  you  have  not  had  before  ?  It  seems  to  me  that  the  advisoi-y 
conunittee  and  these  trusteese  have  been  the  source  of  some  of  our 
problems  in  times  gone  by  because  we  accepted  as  being  somewhat 
accurate  their  reports  and  their  statistical  clata  and  based  our  pro- 
jections upon  their  figures,  and  they  were  wrong. 

Xow  are  you  all  of  a  sudden  willing  to  accept  them  when  you 
rejected  them  vigorously? 

oNIr.  Bassett.  I  am  not  an  economist.  I  can't  speak  for  that.  All  I 
know  is  that  I  don't  think  there  were  many  economists  that  predicted 
what  was  going  to  happen  3  or  4  years  ago  either.  I  don't  think  the 
trustees  were  alone  in  their  projections.  I  don't  know  that  they  are 
right  today. 

I  presume  they  did  the  best  job  they  could  in  coming  up  with 
something. 

Mr.  Waggoxxer.  Are  you,  in  effect  saying,  as  far  as  you  know  at 
least,  that  is  the  best  information  we  have  to  operate  with? 

Mr.  Bassett.  That  is  correct. 

Mr.  Waggoxxer.  And  you  would  expect  this  committee  to  use  as  a 
point  of  departure  that  same  information? 

Mr.  Bassett.  You  have  your  own  sources  of  economic  data.  I  would 
certainly  think  you  would  want  to  review  those  assumptions  the  trust- 
ees used. 

Mr.  Waggoxxer.  Do  you  know  of  any  economic  data  to  the  contrary 
from  the  business  community  ? 
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Mr.  Bassett.  I  believe  the  statistics  that  were  used  by  the  adminis- 
tration ditl'ei'  somewhat  from  that  in  the  forecasts. 

Mr.  Waggonner.  Yon  have  basically,  all  of  you,  taken  a  position  not 
just  for  somethino;  on  the  order  of  three-tenths  of  1  ):)ercent  tax  in- 
crease, you  have  oj^posed  anythino;  in  the  way  of  escalatinof  the  tax- 
able wa^e  base.  And  you,  as  well  as  I  understand  your  position,  oppose 
general  treasury  financino; — is  that  correct  ? 

Mr.  Bassett.  That  is  correct. 

Mr.  Waggonner.  Can  you  tell  me  what  basic  principles  of  social 
security  we  would  be  violatino;  if  the  conuuittee  in  its  wisdom  or  lack 
thereof  considered  Treasurv  financing? 

Mr.  Bassett.  Well,  social  security,  as  we  all  know,  has  worked  really 
very  well  up  until  1972  certainly,  and  we  have  confidence  it  is  going 
to  continue  to  work  well.  Certainly  up  through  the  first  40  years  or  al- 
most 40  years  of  its  history  it  worked  well,  usins:  equal  employee  and 
employer  taxes.  The  populace  accepted  it.  They  look  upon  it  is  a  bene- 
fit they  are  earning  by  paying  these  taxes.  They  receive  these'  benefits 
as  an  earned  right. 

They  don't  look  on  it  as  a  welfare  plan. 

Mr.  Waggonner.  Is  that  vour  way  of  saying  that  there  is  nothing  in 
the  present  social  security  benefit  program  which  you  would  classify 
as  beina:  welfare  in  nature  ? 

Mr.  Bassett.  Oh,  there  are  some  welfare  parts  to  it.  but  I  don't  think 
that  the  people,  the  population,  look  upon  it  as  a  welfare  plan.  There 
are  certainly  welfare  parts.  There  is  quite  a  bit  of  it. 

The  benefit  formula  is  weighted  toward  the  low-paid  people.  There 
are  supplemental  benefits  that  are  paid  out  as  a  welfare  element,  but 
the  people  look  upon  it  more  like  an  insurance  program. 

One  of  the  things  that  concerns  me  is  that  the  benefits  should  be  kept 
at'  what  I  feel  is  a  reasonable  level,  that  is,  the  benefits  are  to  provide 
a  basic  floor  of  protection.  The  benefits  have  been  maintained  at  tliat 
level  because  Congress  has  always  believed  that  to  increase  the  bene- 
fits it  would  be  necessary  to  increase  the  taxes  that  pay  for  those 
benefits. 

I  think  that  the  administration,  you  and  Congress  here  need  some- 
thing to  srab  hold  of  in  order  to  keep  social  security  benefits  within 
reasonable  bounds.  If  we  have  general  revenue  financing,  it  would  be 
difficult  for  you  to  resist  the  pressure  forever  increasing  social  secu- 
rity benefits.  If  you  have  this  type  of  control  where  you  say,  "Well,  if 
we  are  goine;  to  increase  benefits,  we  are  .qfoing  to  increase  employee 
taxes  to  do  it,''  you  will  be  able  to  keep  the  benefits  at  a  basic  level. 
Otherwise,  with  general  revenue,  you  can  have  the  same  thins:  happen 
that  you  mentioned  earlier  hajipened  in  Italy  and  France  and  some  of 
these  countries  where  the  private  pension  system  is  gone. 

We  think  the  private  pension  svstem  is  doing  a  great  service  for 
our  country.  We  think  it  should  be  maintained  and  encouraged.  It 
has  developed  huge  sources  of  capital.  Every  time  social  security 
goes  up,  private  pensions  go  down.  The  private  pension  system  looks 
upon  itself  as  a  supplement  to  social  security. 

We  are  going  to  provide  a  retirement  income  to  those  who  retire, 
the  company  is  going  to  provide  what  isn't  provided  bv  social  secu- 
rity. If  social  security  provides  100  percent,  obviously  private  pensions 
will  disappear. 
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I  have  estimated  that  for  a  10-percent  increase  in  social  security 
you  lose  about  $50  billion  or  more  in  investment  capital.  I  believe  this 
is  an  important  consideration  of  why  we  want  to  keep  social  security 
at  a  basic  level,  and  I  think  the  way  to  do  it  is  to  insist  that  it  be  paid 
for  equally  from  taxes  from  employee  and  employer. 

Mr.  Waggonxer.  I  know  the  figure  is  not  large,  but  I  think  we 
would  probably  all  agree  that  we  are  already  financing  some  of  social 
security  benefits  from  general  funds,  are  we  not  ? 

Mr.  Bassett.  Yes. 

Mr.  Waggonxer.  Really  what  we  are  talking  about  is  how^  much 
we  are  going  to  continue  to  finance  from  general  funds  and  how  much 
from  i:)ayroll  taxes,  aren't  we  ? 

Mr.  Bassett.  I  think  it  is  not  so  much  as  what  we  are  actually  doing 
as  what  is  perceived.  It  is  perceived  by  this  country  that  this  social 
security  program  is  being  financed  by  equal  taxes  from  the  employee 
and  employer.  If  you  add  pressures  to  increase  social  security  bene- 
fits, you  can  say  fine,  but  we  will  have  to  receive  a  tax  to  cover  it. 
That  is  what  keeps  the  lid  on  the  level. 

Mr.  Waggoxxer.  Is  there  anything  magic  about  the  equality 
formula  ? 

Mr.  Bassett.  I  think  so. 

Mr.  Waggoxxer.  Is  there  anything  more  magic  about  it  in  the  in- 
stance of  social  security  than  is  the  situation  in  private  pension  plans 
w^here  more  often  than  not  they  are  not  equal  ? 

Mr.  Bassett.  If  they  aren't  equal,  what  are  you  going  to  put  in  its 
i:>lace?  You  say,  well,  we  will  tax  all  employers'  earnings  so  you  have 
an  excuse  now  to  raise  the  level  of  social  security  benefits.  The  next 
round  you  get  pressure  to  increase  social  security  benefits,  you  will 
increase  the  employer's  rate,  and  there  is  no  limit  to  how  much  you 
can  keep  increasing  it. 

My  point  is,  as  long  as  you  keep  the  system  we  have  of  equal  taxes 
on  employer  and  employee,  you  have  control.  You  have  a  way  to  limit 
the  social  security  benefits. 

Mr.  Waggoxxer.  All  of  you  agree  initially  that  we  ought  to  do 
something  about  at  least  providing  for  short-i-ange  financing  stability 
for  the  social  security  system.  I  interpret  that  to  mean  that  you  take 
the  position  that  social  security  itself  as  a  system  must  be  saved  or 
preserved.  Am  I  correct  in  that  respect? 

Mr.  Bassett.  Absolutely. 

Mr.  KiXG.  Yes,  sir. 

Mr.  Dexxis.  That's  right. 

Dr.  Clymax.  Yes. 

Mr.  Waggoxxer.  Whether  we  do  it  now^  or  whether  we  are  re- 
quired to  do  it  later,  let  me  give  you  your  druthers,  and  I  suppose 
you  understand  what  I  am  saying— which  would  you  rather  do  if 
you  have  some  hard  clioices.  If  you  are  from  down  South,  you  under- 
stand what  I  mean  by  giving  yoii  your  druthers. 

Suppose  we  do  what  yon  suggest,  that  we  go  along  with  a  tax  in- 
crease of  about  the  scope  that  you  i-ecommend,  and  we  expect  that 
will  provide  stability  for  5  years  or  mavbe  a  little  longer.  You  seem 
to  think  it  will  do  a  little  more  than  I  "personally  think  that  it  will. 
Maybe  you  are  right  and  maybe  I  am  wrong,  because  I  sure  as  hell  have 
been  wrong  on  any  number  of  occasions. 
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In  order  to  provide  the  stability  yoii  are  talkino-  about  in  this  short 
term  we  mnst  consider  what  we  would  do  if  we  are  faced  with  another 
period  of  stagflation,  and  we  do  wind  up  wi+^h  our  backs  to  the  wall 
and  the  system  is  in  even  more  jeopardy  l)ecause  of  a  second  round  of 
stagflation.  What  do  we  do  then  to  save'the  system  if  there  is  no  choice 
except  to  have  another  I'ather  sizable  tax  increase,  or  a  cash  infusion 
from  somewhere  ? 

Would  you  be  for  a  cash  infusion  or  just  whatever  tax  increase  it 

takes? 

Mr.  Dexxis.  Congressman,  small  business  agrees  and  disagrees  with 
their  larger  brothers.  In  the  short  nm,  we  agree  there  has  to  be  a  short- 
term  infusion. 

Mr.  AVx\GGOXXER.  Let  me  get  that  straight. 

Mr,  Dennis.  When  I  said  "infusion"— no,  I  did  not  mean  general 
revenues.  I  am  sorry,  that  is  a  different  type  of  infusion.  There  has 
to  be  some  increased  revenues. 

But  in  the  immediate  future  we  would  believe  that  we  will  have 
to  have  some  type  of  fundamental  reform  both  in  the  benefit  stiiicture 
and  in  the  financing  stmcture,  and  that  we  are  going  to  have  to  recog- 
nize that  social  security  is,  in  part,  a  subsidy  program. 

Mr.  Waggonner.  Is  that  your  way,  when  you  say  we  are  going  to 
have  to  recognize  that  social  security  is.  in  part,  a  substantive  pro- 
gram, tha<^  at  some  point  in  time  as  you  talk  about  a  basic  restructuring 
or  financing  that  you  would  agree  that  to  preserve  social  security  we 
ought  to  have  an  infusion  of  dollars  other  than  those  that  can  be 
raised  bv  just  taxing  the  employer  and  employee? 

Mr.  Dennis.  We  think,  sir,  that  the 

Mr.  Waggonner.  Now  be  careful  about  what  you  are  saying.  It  looks 
like  I  am  about  to  split  vou  off  from  these  people. 

Mr.  Dennis.  We  believe,  sir,  that  the  benefit  structure — and  I  will 
get  to  the  financing  structure  in  just  a  second — has  to  be  divided  into 
two  and  that  one  ]:)ortion  of  that  benefit  will  be  based  on  earned  en- 
titlement and  the  other  one  will  be  based  on  need. 

The  earned  entitlement  would  come  from  employee-employer  con- 
tributions, but  "need"  would  have  to  be  financed  from  the  infusion. 
We  do  not  believe  that  under  current  benefit  structures  there  should 
be  an  infusion. 

Mr.  Waggonner.  How  many  of  you  people  would  object  to  what  he 
has  said?  How  many  of  you  have  any  agreements  or  disagreements 
with  what  he  has  said  ? 

Mr.  Bassett.  I  will  try  to  see  if  I  understand  what  he  said  and  that 
is  that  the  present  system  is  right,  that  we  have  a  social  security  system 
that  is  supported  by  equal  taxes  by  employee  and  employer.  We  do 
have  a  supplementary  social  security,  a  supplemental  income  that  is 
paid  in  case  of  need  out  of  the  general  revenue,  and  that,  I  believe, 
is  what  he  is  saying. 

Mr.  Waggonner.  I  don't  think  that  is  exactly  what  he  said.  I  don't 
think  that  is  what  he  said  at  all.  I  will  give  him  a  chance  to  say  it 
again.  Listen  this  time. 

INIr.  Dennis.  The  existing  benefit  structure  is  loartiallv  sulisidy  and 
partially  earned  entitlement.  Somewhere  down  the  road  we  are  going 
to  have  to  divide  that  benefit  structure  into  two  and  that  persons 
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would  receive  an  entitlement  based  on  what  they  paid  in,  what  their 
employers  paid  in,  plus  interest.  That  would,  of  course,  be  financed 
by  employer-employee  contributions. 

*  If  the  social  security  entitlements  plus  all  other  types  of  income, 
whether  it  be  rental,  investment,  not  just  earned  income,  went  above 
a  certain  standard  or,  rather,  fell  lielow  a  certain  standard,  persons 
would  be  entitled  to  a  subsidy  and  that  subsidy  would  l^e  funded  from 
general  revenues. 

Mr.  Bassett.  I  guess  I  understand  what  he  is  proposing.  Each  indi- 
vidual would  liave  an  individual  account  in  which  the  social  security 
taxes  that  are  now  paid  by  the  employee-employer  would  be  put  into 
this  individual  account.  This  would  be  accumulated  with  interest  and 
used  at  age  65  or  whatever  retirement  age  to  provide  wdiatever  benefit 
it  would  provide  and  if  that  did  not  come  up  to  some  minimum  stand- 
ard, there  would  be  an  infusion  of  a  supplementary  lienefit. 

This,  of  course,  would  be  a  radical  change  for  social  security.  I  don't 
know  quite  how  you  would  handle  the  situation  for  those  people  who 
have  been  contributing  in  the  past. 

Mr.  Waggoxxer.  Just  one  more  f|uestion,  because  we  have  bells  for 
a  vote  and  I  want  to  get  this  question  in. 

Given  your  druthers  again,  suppose  the  Congress  is,  in  the  short 
term  or  if  the  fates  are  kinder  in  the  midtenu  or  the  long  term  faced, 
with  a  deficit,  whatever  the  reason  might  be.  "Would  you  rather  see 
social  security  abandoned,  destroyed  or  would  you  rather  have  a  cash 
infusion  from  the  Treasury  ? 

Mr.  Bassett.  Obviously  I  am  not  taking  either  choice.  I  think  the 
social  security  system  should  l)e  financed,  as  I  have  said  before,  by 
equal  taxes  from  the  employer  and  employee,  and  a  fund  should  be 
built  up  just  as  it  was  prior  to  1073,  and  that  that  fund  would  be  avail- 
able to  use  when  there  is  stagflation,  as  we  had  in  1075,  and  107P).  That 
worked  well  in  the  past. 

I  think  that  could  ])e  used  in  the  future,  that  the  taxes  should  be 
sufficient  over  the  long  pull  to  develop  a  reserve  fund  to  carry  us 
through  periods  like  we  have  liad  the  last  3  years. 

^Ir.  AVag(;oxxer.  AVould  you  agree  that  to  do  that,  it  might  even 
become  necessary  on  the  ])art  of  the  Social  Security  Administration  to 
have  some  borrowing  autliority  from  some  source  to  shore  them  up  ? 

Mr.  Bassett.  That  is  a  possibility. 

Mr.  Wa(;g()xxer.  AVould  you  ol)ject  to  that  ? 

]\rr.  Bassett.  T  don't  know.  T  have  debated  it  in  my  uiind  and  I  am 
going  to  speak  as  Preston  Bassett  now,  not  for  the  chamber  or  the 
XAM,  because  I  have  not  explored  it  with  them,  l)ut  that  is  a 
possil)ility. 

]Mr.  Waggoxxer.  I  would  love  to  go  on  and  on  with  this,  but  T  have 
abused  my  tiuie  in  propounding  these  questions  and  you  have  given 
us  some  food  for  thouglit  because  we  are  going  to  come  to  the  point  in 
this  couimittee  and  this  Congress  or  successive  Congresses  where  we 
have  our  druthers  and  the  choices  are  going  to  be  narrowed. 

Thank  you,  Mr.  Chairman,  for  your  patience. 

Mr.  Bassett.  I  appreciate  it.  ]\Ir.  Waggonner,  and  if  T  can  be  of 
assistance  to  the  committee  at  any  time,  I  would  be  pleased  to  help. 

Mr.  Jacobs.  Mr.  Conable,  have  you  any  questions? 
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Mr.  CoxABLE.  ;My  questions  are  not  that  vital,  Mr.  Chairman.  We 
will  have  plenty  of  "opportimities  to  explore  this  further. 
Mr.  Jacobs.  Go  ahead. 

Mr.  Gephardt.  My  question  has  to  do  with  your  proposal^he  NAM 
and  the  chamber  seem  to  be  about  the  same  and  they  basically  are  a 
modest  increase  in  the  tax  with  decoupling  and  doing  something  with 
the  self-employed.  One  of  you  says  that  will  get  us  through  5  yeare  and 
the  other  one  seems  to  say  it  might  get  us  through  10. 

What  if  other  projections  of  what  you  ask  for  do  not  get  us  that 
far?  What  would  you  do  then  if  we  need  more  money  to  keep  the 
thing  going  ? 

Mr.  Bassett.  The  XA]M  did  propose  an  additional  two-tenths  of  a 
percent  over  and  alwve  the  three-tenths  proposed  by  the  chamber.  This 
additional  tax  proliably  woidd  be  done  in  1982,  and  that  will  produce 
a  larger  reserve.  However,  the  chamber's  plan  also  produces  a  positive 
reserve  over  the  next  10  years. 

Mr.  Gephardt.  Eveii  with  that,  let's  assume  that  we  are  still  in 
trouble  What  do  vou  do  then  ?  Do  you  just  increase  the  tax  some  more? 
Mr.  Bassett.  Then  let's  take  another  look.  You  know  the  tax  rate 
started  out  at  1  percent  on  $3,000  and  if  you  had  stated  that  40  years 
later  it  was  going  to  be  almost  6  percent  on  $16,500,  you  would_  never 
have  gotten  social  security  through  in  1935.  So  all  I  am  saying  is  that 
gradual  increases  in  tax  seem  to  have  been  acceptable  in  the  past,  and 
I  have  no  reason  to  feel  they  won't  ho  acceptable  in  the  future. 

Mr.  Gephardt.  What  about  putting  disability  into  general  revenue 
and  changing  it,  tightening  it  up,  working  with  it?  What  do  you  think 
of  that? 

Mr.  Bassett.  Sir,  again  we  are  getting  beyond  what  T  am  really 
commissioned  to  talk  about,  because  we  did  not  discuss  this  at  the  NAM 
and  the  chamber.  Personally,  of  course,  I  think  disability  needs  a 
good,  hard  look.  Disability  payouts  have  been  increasing  substantially 
at  a  tremendous  rate. 

There  is  inconsistency  between  States  and  it  does  need  a  deep  review. 
A  lot  can  be  done  in  that  area. 

Mr.  Jacobs.  May  I  inquire  of  the  panel,  has  any  member  of  the  panel 
or  your  organization  a  position  on  Senator  Goldwater's  proposal  this 
morning,  if  you  were  here  to  listen  to  it,  namely,  to  remove  all  limits  on 
outside  earnings  to  be  eligible  for  social  secui-ity  benefits  ?  _ 

Mr.  Denxis.  Yes,  sir,  we  do  have  a  position  and  we  are  in  favor  of  it. 
Mr.  Bassett.  For  the  record  I  am  opposed  to  any  major  change,  a 
minor  change  on  the  $3,000  is  fine.  I  would  love  to  give  you  all  the  rea- 
sons for  it.  I  have  a  strong  position  on  it  myself. 

Mr.  Jacobs.  Perhaps  you  could  submit  it  for  the  record. 
[The  information  follows:] 

Earnings  Test  for  Social  Security 

The  present  Social  Security  Act  provides  that  between  the  ages  of  65  and  72  a 
person  can  earn  $8,000  per  rear  and  still  receive  full  Social  Security  benefits. 
However,  for  each  two  dollars  of  earnings  in  excess  of  .$3,000  one  dollar  of  benefits 

is  withheld.  .         r,  .,     r^ 

During  the  testimonv  before  the  Subcommittee  on  Social  Security  ot  the  Com- 
mittee on  Ways  and  Means,  held  on  July  19.  1977.  Senator  Goldwater  recom- 
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mended  the  removal  of  the  earniugs  test  and  that  full  Social  Security  benefits  be 
paid  to  all  those  over  age  65  regardless  of  other  income.  In  my  testimony  I  stated 
the  following : 

P^'or  the  record  I  am  opposed  to  any  major  change — a  minor  change  on  the 
$3,000  is  fine.  I  would  love  to  give  you  all  the  reasons  for  it.  I  have  a  strong 
position  on  it  myself. 

Congressman  Jacobs  suggested  that  I  submit  my  comments  for  the  record.  My 
comments  follow : 

I  arrive  at  my  position  favoring  an  earnings  test  by  taking  a  broad  view  of 
what  is  intended  by  our  entire  Social  Security  system.  I  believe  that  tlie  primary 
purpose  of  our  Social  Security  system  is  to  provide  participants  with  a  basic  floor 
of  protection  during  their  years  of  retirement.  Thus,  every  participant  in  the  plan 
should  have  a  suflieient  income  to  take  care  of  his  basic  needs.  If  a  person  has 
sufficient  income  from  an  outside  source  he  has  no  need  for  Social  Security 
benefits. 

On  the  other  hand,  Social  Security  is  based  to  some  extent  on  equity.  Only 
those  who  participate  in  Social  Security  and  pay  taxes  for  a  minimum  period  of 
years  are  entitled  to  receive  benefits  under  the  program.  The  benefits  paid  under 
the  program  are  indirectly,  at  least,  a  function  of  the  taxes  that  have  been  paid. 
The  concept  has  grown  up  that  since  the  participant  paid  taxes  he  is  entitled  to  a 
benefit.  On  the  theory  of  equity,  then  every  participant  who  has  paid  taxes 
should  receive  the  benefits  that  these  taxes  provide. 

Over  the  years  Congress  has  seen  fit  to  compromise  between  the  socially  desir- 
able objective  of  providing  participants  with  a  minimum  floor  of  protection  and 
the  equity  that  would  result  from  the  accumulation  of  contributions  to  the  system. 

The  principle  of  equity  has  been  eliminated  or  compromised  in  most  areas  of 
the  Social  Security  system.  Probably  foremost  is  the  fact  that  the  benefits  par- 
ticipants have  received  greatly  exceed  the  value  of  the  contributions  these  in- 
dividuals have  paid  into  the  fund  in  substantially  all  cases.  Also,  benefits  paid 
out  of  the  fund  are  weighted  heavily  towards  the  lower-paid  employees,  thus 
giving  lower-paid  employees  a  disproportionately  higher  benefit.  Benefits  for 
dependents  are  a  function  of  the  benefits  of  the  primary  participant  regardless 
of  whether  the  dependent  paid  any  Social  Security  taxes  or  not.  Thus  the  social 
objectives  generally  over-ride  equity. 

What  position,  then,  should  be  taken  for  the  working  participant  after  age  65. 
Equity  would  say  he  should  be  entitled  to  some  benefit  because  he  has  paid  taxes 
and  been  a  participant  in  the  system.  From  a  social  point  of  view,  since  he  has 
outside  income  he  has  no  need  to  receive  Social  Security  benefits.  Again,  as  in 
other  areas,  a  compromise  has  been  reached.  Tliis  compromise  says  that  you  will 
receive  your  Social  Security  benefits  if  your  earnings  are  less  than  $3,000.  If 
your  earnings  are  over  $3,000  your  Social  Security  benefits  will  be  gradually  de- 
creased as  your  earnings  increase.  Thus  the  social  needs  of  the  system  are  satis- 
fied. In  order  to  give  some  recognition  to  the  equity  side  Congress  decided  that 
all  participants  regardless  of  earnings  would  receive  full  Social  Security  benefits 
after  age  72.  I  believe  this  is  a  reasonable  approach.  If  the  earnings  test  were 
eliminated,  unnecessary  Social  Security  benefits  would  be  paid  out.  The  present 
structure  encourages  people  to  continue  working  if  they  wish  to. 

If  we  went  the  entire  social  route  all  income,  and  not  just  earned  income, 
should  be  considered  in  the  test  and  there  should  be  no  cutoff  at  age  72. 


Response  of  the  Chamber  of  Commerce  of  the  United  States 

Representative  Andrew  Jacobs  requested  us  to  submit  for  the  record  our  posi- 
tion on  Senator  Goldwater's  proposal  to  repeal  the  Social  Security  earnings  test. 

The  National  Chamber  is  opposed  to  Senator  Goldwater's  proposal.  A  work  or 
earnings  test  is  an  essential  element  of  a  sound  retirement  program.  Payment  of 
benefits  to  those  who  have  not  retired  substantially  and  unnecessarily  increases 
the  cost  of  the  program. 

Mr.  Jacobs.  There  is  just  one  other  thinj^  I  think  I  ought  to  ask  be- 
cause several  times  reference  has  been  made  to  the  equal  contributions 
of  employer  and  employee,  and  I  am  sure  you  are  aware  that  Secretary 
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Califano  testified  before  this  subcommittee  raising  the  question  of 
whether  it  was  equal  owing  to  the  fact  the  employers'  contribution  is 

Is  there  any  quick  comment  on  that  or  a  response  or  if  you  want  to 
make  a  slow  comment,  maybe  I  will  miss  this  vote. 

Mr.  KiNCx.  It  is  difficult  to  separate  out  what  is  indeed  a  labor  cost 
and  what  isn't.  It  all  depends  on  how  you  want  to  figure  it.  I  could 
argue  on  both  sides  of  that. 

Mr.  Jacobs.  I  could  not  help  perceivmg  the  word  "perception    a 

moment  ago.  ,    ^  -^  • 

Mr.  DoRN.  Mr.  Chairman,  this  is  a  little  different  tack,  but  it  is 
probably  newsworthy.  In  considering  social  security  as  the  basic  floor 
of  protection— and  now  I  am  talking  about  the  survivors'  part  of  social 
security— the  great  Empire  State  of  New  York  passed  last  weelc  a 
major  revision  in  workmen's  compensation  which  will  be  signed  by  the 
Governor  either  this  week  or  next.  .    ^  ^  i    • 

At  the  present  time  the  most  a  widow  can  receive  is  $5  i  a  week  iii 
workmen's  compensation  benefits.  In^steps  this  will  increase  to  a  maxi- 
mum of  $215  a  week  by  January  1, 1979. 

This  legislation  was  negotiated  by  labor  and  business  representatives 
last  year  under  the  aegis  of  the  chairman  of  the  workmen's  compensa- 
tion board,  Mr.  Arthur  Cooperman,  and  finally  implemented  this  year. 
The  legislation  includes  a  social  security  offset  to  preclude  duplication 
of  benefits  and  benefits  piled  on  top  of  benefits.  To  my  knowledge  it 
is  the  first  time  in  the  United  States  that  such  a  move  was  made  m  a 
major  industrial  State.  -xr    t   ^i 

We  have  implemented  substantially  m  the  State  of  New  York  the 
recommendations  of  the  National  Commission  on  State  Workmen's 
Compensation  Laws.  This  is  a  substantial  increase  in  benefits,  but  the 
legislation  includes  a  proviso  for  social  security  offset  to  avoid  paying 
more  than  100  percent  of  the  decedent's  wages  in  benefits  to  the  widow. 
I  feel  it  is  important  to  get  this  information  on  the  record,  and  to 
emphasize  again  that  the  States  are  looking  at  social  security  as  the 
basic  floor  of  protection  and  are  being  careful  not  to  allow  other  social 
insurance  programs  to  proliferate  benefits. 

Mr.  jACOBS.^The  Social  Security  Subcommittee  thanks  the  eniployers 
for  their  contributions  to  social  security  generally  and  particularly 
your  contributions  today. 

[The  following  was  submitted  for  the  record :] 

Ameeican  Iron  and  Steel  Institute, 

Washington,  D.C.,  July  27,  1977. 

Hon.  James  A.  BuBKE,  .^  ,  ,^ 

Chairman,  Svbcommlttee  on  Social  SecuriUj,  Committee  on  Ways  and  Means, 
House  of  Representatives,  Washington,  B.C. 

Dear  Mb.  Chairman  :  Your  Subcommittee  is  currently  holding  hearings  on 
the  financial  problems  facing  the  Social  Security  system  and  recommendations 
for  resolving  these  problems.  We  wish  to  submit  this  letter  for  the  hearings 
record  as  a  statement  on  behalf  of  the  steel  industry. 

Tlie  American  Iron  and  Steel  Institute  is  a  trade  association  representing  bS 
domestic  member  companies  which  account  for  approximately  98  percent  of  the 
raw  steel  produced  in  the  United  States.  In  1976,  these  companies  employed  more 
than  700,000  people  and  made  payments  in  wages  and  salaries  in  excess  of  $10 
billion  in  their  steel  making  and  non-steel  operations.  Thus,  as  a  major_  basic 
industry  with  the  employment  and  payroll  of  the  magnitude  cited,  the  steel  indus- 
try has  "a  definite  interest  in  the  Social  Security  system. 
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Since  hearings  began  on  July  IS,  1977,  you  have  heard  many  statements  that 
either  in  wliole  or  in  part  would  have  been  repeated  by  us.  Therefore,  we  wisli 
to  indicate — for  the  record — that  the  steel  industry's  views  on  this  issue  are 
essentially  the  same  as  those  expressed  by  the  Chamber  of  Commerce  of  the 
United  States  and  tlae  National  Association  of  Manufacturers  in  their  testimony 
before  you  on  July  19,  1977.  We  wish  to  endorse  those  statements  including  rec- 
ommendations made  for  resolving  both  the  short-term  and  long-term  financing 
problems  of  the  Social  Security  system. 

Thank  you  very  much. 
Sincerely, 

F.  C.  Langenberg,  President. 

Mr.  Jacobs,  "We  obviously  have  some  time  problems.  There  are  groing 
to  be  some  more  votes  on  the  floor,  and  members  of  the  committee,  both 
present  and  absent,  liave  agreed  to  invite  the  three  remaining  witnesses 
for  the  day  to  join  us  at  the  table  together,  if  the  three  of  you  would 
come  forward. 

Mr.  jSIanes,  Mr.  Larson  and  ]Mr.  Greenough. 

]\Ir.  ]Manes,  would  you  proceed  please. 

PANEL  CONSISTI^TG  OF  MAX  MANES  ON  BEHALF  OF  SENIORS  FOR 
ADEQUATE  SOCIAL  SECURITY;  MARTIN  A.  LARSON,  TAX  POLICY 
CONSULTANT,  AND  NEIL  J.  DENTZER,  LEGISLATIVE  AIDE,  LIB- 
ERTY LOBBY;  AND  WILLIAM  C.  GREENOUGH,  CHAIRMAN  AND 
CHIEF  EXECUTIVE  OFFICER,  TEACHERS  INSURANCE  AND  ANNU- 
ITY ASSOCIATION  AND  COLLEGE  RETIREMENT  EQUITIES  FUND 

STATEMENT  OF  MAX  MANES 

Mr.  Manes.  Thank  you,  Mr.  Chairman. 

My  name  is  Max  Manes.  I  am  chairman  of  SASS,  Seniors  for  Ade- 
quate Social  Security,  a  volunteer  organization  of  the  elderly.  We  are 
affiliated  with  the  National  Council  of  Senior  Citizens  and  its  New 
York  State  and  City  subdivisions.  I  testify  for  SASS. 

Scare  stories  about  the  financial  soundness  of  the  social  security 
system  make  the  elderly  uneasy,  fearing  that  their  meager  benefits 
may  be  in  jeopardy.  It  is  somewhat  reassuring  that  steps  are  being 
considered  to  deal  with  the  system's  fiscal  problems. 

We  find  it  strange,  that  wliile  attwition  is  focused  on  the  short-  and 
long-term  problems  of  the  system,  running  into  the  next  century,  the 
immediate  and  pressing  problems  of  those  who  depend  on  the  system 
for  their  incomes  and  for  whom  it  was  established  are  overlooked. 
Nothing  in  the  administration's  proposals  suggests  higher  benefits. 

I  would  like  to  quote  the  U.S.  Senate  Committee  on  Aging  on  this 
point.  Its  1976  report  states:  "There  is  a  fundamental  question  about 
adequacy  of  Social  Security  and  Supplementary  Security  Income 
benefits  in  face  of  rising  living  costs.  That  question  deserves  an  answer, 
even  at  the  same  time  that  other  ques'tions  related  to  social  security  must 
be  dealt  with."  We  heartily  agree  with  that.  The  question  of  the  in- 
adequacy of  benefits  can  not  be  put  off. 

We  are  concerned  with  steadily  rising  poverty  among  the  elderly, 
desjoite  recent  social  security  increases,  as  is  reported  by  the  Senate- 
committee.  It  calls  the  situation  "a  retirement  income  crisis."  Others, 
too,  have  called  attention  to  the  gravity  of  the  situation.  "The  eco- 
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nomic  plight  on  the  elderly  is  of  crisis  proportions,"  declared  the  Fed- 
eral Council  on  Aging  in  its  1975  report  to  the  President. 

The  Senate  committee  points  out  something  that  is  not  usually  rec- 
ognized :  "Social  security  is  the  mainstay  of  the  vast  majority  of  older 
Americans,"  and  average  benefits  are  only  around  poverty  level,  a  level 
reflecting  "barebone  existence,"  in  their  words.  And  according  to  the 
committee,  "Existing  poverty  thresholds  understate  the  dimension  of 
deprivation  now  facing  the  elderly,"  and  minority  elderly  "suffer 
deeper  extremes  of  deprivation  and  hardship  than  aged  whites." 

I  have  been  sitting  here  all  morning,  since  10  o'clock,  and  I  haven't 
heard  one  word  about  this  problem. 

Doesn't  this  call  for  immediate  consideration  and  action?  SASS 
thinks  steps  to  remedy  this  situation  are  long  overdue. 

We  hear  talk  of  another  White  House  Conference  on  Aging.  Wliat 
about  some  action  on  the  6-year-old  recommendations  of  the  last  ( 1971 ) 
conference?  Wouldn't  it  be  appropriate  to  be  able  to  report  to  the  next 
conference  that  those  recommendations  have  already  been 
implemented  ? 

On  income  that  conference  called  for  "the  adoption  now,  as  the  mini- 
mum standard  of  income  adequacy,  of  the  intermediate  budget  for  an 
elderly  couple"  of  the  Bureau  of  Labor  Statistics,  with  "no  less  than 
75  percent  of  the  couple's  budget"  for  single  individuals.  For  an  urban 
couple,  this  budget  was  $6,465  annually  in  the  fall  of  1975,  about  $400  a 
month  for  an  individual.  In  1975  the  Federal  Council  on  Aging  also 
recommended  this  budget  as  the  standard  of  income  adequacy.  The 
1971  Conference  urged  this  as  an  immediate  step,  to  be  upgraded  later 
to  the  "comfortable"  or  "higher"  budget  of  the  BLS. 

Another  recommendation  deserving  better  than  the  neglect  of  recent 
years  is  the  one  calling  for  "the  establishment  of  a  com,prehensive  na- 
tional security  program,"  because,  as  the  conference  declared,  "This 
Nation  can  never  attain  a  reasonable  goal  of  income  security  as  long  as 
heavy  and  unpredictable  health  costs  threaten  the  income  of  the  aged." 
The  Older  Americans  Act  of  1965  declares:  "Older  people  of  our 
Nation  are  entitled  to  .  .  .  an  adequate  income  in  retirement  in  ac- 
cordance with  the  American  standard  of  living"  and  to  "retirement  in 
health,  honor,  dignity  after  years  of  contribution  to  the  economy." 
Nowwhere  does  it  say  that  these  rights  hinge  on  the  payment  of  a 
special  tax  throughout  one's  working  years.  The  responsibility  of  the 
Nation  as  a  whole  is  clearly  indicated.  This  is  not  reflected  in  the 
present  social  security  payroll  tax,  "whose  heaviest  burden  is  felt  by 
the  working  poor." 

At  hearings  of  this  subcommittee  in  March  1976,  Chairman  Burke 
called  the  present  tax  "the  most  regressive  tax  you  can  Jiave."  When 
Mr.  Leonard  Woodcock  of  the  Auto  Workers  was  asked,  "Why  not 
make  it  a  progressive  tax,"  he  replied,  "I  would  be  overjoyed  at  that 
happening."  Most  taxpayers  would  also  be  deligated  if  the  method 
of  financing  social  security  were  based  on  the  more  dernocratic  prin- 
ciple of  ability  of  pay,  like  the  income  tax.  A  reduction  in  the  present 
payroll  tax  and  the  introduction  of  general  revenue  along  the  lines  of 
the  bill  introduced  by  Chairman  Burke  in  the  last  Congress  is  needed 
in  order  to  "shift  the  financial  burden  away  from  the  poor  who  can 
no  longer  be  expected  to  support  the  system  alone,"  in  the  words  of 
Congressman  j\Iichael  Harrington  at  those  hearings. 
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Aside  from  the  administration's  neglect  of  the  problem  of  inadequate 
incomes,  it  also  fails  to  address  itself  to  the  need  of  reducing  the  tax 
burden  on  those  with  lower  incomes.  We  hope  that  Congress  will  do 
something  concerning  both  these  problems. 

We  support  the  administration's  proposal  to  fully  tax  employers' 
payrolls.  We  also  favor  the  introduction  of  general  revenue,  but  the 
administration's  move  in  that  direction,  we  believe,  is  too  slow  and 
hestitant,  and  made  dependent  on  the  level  of  unemployment.  A  more 
substantial  and  permanent  contribution  from  general  revenue  is 
required. 

We  would  like  to  state  most  emphatically  our  opposition  to  any 
attempt  to  raise  the  social  security  eligibility  age,  reduce  benefits  or 
sacrifice  the  welfare  of  the  elderly  in  any  way  in  the  name  of  "saving" 
the  social  security  system.  We  are  also  unalterably  opposed  to  a  value- 
added  tax  as  a  way  to  finance  social  security. 

Finally,  some  are  trying  to  turn  the  younger  people  against  the 
social  security  system  or  any  improvements  in  it.  We  deplore  the  mis- 
use of  their  legitimate  resentment  against  the  burdensome  payroll  tax 
to  drive  a  wedge  between  present  Avorkers— the  future  retirees — and 
the  retirees  of  today,  whose  basic  interest  in  social  security  coincide. 

Thank  you,  Mr.  Chairman. 

I  would  like  to  add  or  include  in  the  record  a  letter  on  the  subject. 

Mr.  Jacobs.  Without  objection,  it  will  be  included. 

Mr.  Manes.  And  also  here  is  another  letter  on  the  same  subject  to 
the  President. 

Mr.  Jacobs.  Without  objection. 

Mr.  Manes.  I  didn't  want  to  take  the  time  to  speak  on  the  needed 
changes  in  the  application  of  the  social  security  cost-of-living  in- 
creases, and  I  have  here  a  short  article  from  a  newsletter  that  we  put 
out  that  I  would  also  like  to  add  to  the  record. 

Mr.  Jacobs.  The  article  itself  will  be  included. 

[The  letters  and  articles  referred  to  follow :] 

Seniors  for  Adequate  Social  Security, 

Neiv  York,  N.Y.,  May  31, 1977. 
James  A.  Burke, 

Chairman,  Sxbcommittee  on  Social  Security,  House  Committee  on  Ways  and 
Means,  Washington,  D.C. 

Dear  Representative  Burke  :  We  would  like  to  request  an  opportunity  to 
testify  at  the  hearings  your  Siibcommittee  will  hold  on  the  Administration's 
proposals  to  finance  Social  Security.  In  the  meantime,  a  few  observations. 

While  considering  the  system's  fiscal  problem,  the  economic  problems  of  the 
Social  Security  beneficiaries  must  not  be  overlooked.  The  plight  of  those  who 
depend  on  Social  Security  as  their  only  or  main  source  of  income  cannot  be 
ignored.  The  U.S.  Senate  Committee  on  Aging  reports  that  poverty  among  the 
elderly  is  rising  steadily.  This  underlines  the  need  for  higher  benefits  under 
Social  Security  and  Supplementary  Security  Income.  The  question  of  benefits' 
has  come  up  in  the  current  discussion,  but  in  a  negative  way.  To  solve  the 
system's  fiscal  problem,  it  has  been  suggested  that  benefits  be  cut  or  taxed,  or 
that  the  eligibility  age  he  raised  to  67  or  70.  This  kind  of  talk  frightens  the 
elderly.  Social  Security  must  be  financially  strengthened,  but  not  at  the  expense 
of  those  for  whom  it  was  established.  To  meet  their  needs,  benefits  must  also 
be  improved. 

As  to  financing,  the  following  is  a  quote  from  a  letter  we  sent  to  President 
Carter  March  21 :  "The  Federal  Government  should  contribute  to  Social  Security 
from  general  revenue,  as  is  done  elsewhere.  It  is  unfair  and  unjust  that  those 
in  the  higher  brackets,  who  can  afford  to  pay  at  an  even  higher  rate,  are  exempted 
100  percent  from  the  Social  Security  tax  on  all  their  income  above  $16,500, 
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while  those  below  that  limit,  many  of  wliom  can  barely  afford  it,  are  fully 
taxed  on  their  entire  income."  The  tax  on  incomes  under  $16,500  should  be 
reduced.  The  burden  of  the  present  regressive  tax,  which  weighs  most  heavily 
on  those  with  the  lowest  incomes,  should  be  lifted.  A  shift  in  the  responsibility 
of  financing  Social  Security  must  be  made.  Those  who  can  best  afford  it  should 
be  made  to  pay  their  just  share  in  accordance  with  ability  to  pay. 

We  support  the  Administration  proposal  to  fully  tax  the  employer's  payroll. 
However,  the  proposal  to  introduce  general  revenue  falls  far  short  of  what  is 
needed — a  much  more  substantial  and  permanent  contribution. 

The  Older  Americans  Act  of  196.5  declares  that  older  people  are  entitled  to  an 
adequate  income  in  retirement,  and  to  "Retirement  in  health,  honor,  dignity — ■ 
after  years  of  contribution  to  the  economy."  This  is  the  responsibility  of  the 
entire  Nation. 

We  will  amplify  our  views  on  this  subject  at  the  hearings.  We'd  also  like  to 
call  to  your  attention  that  SASS — Seniors  for  Adequate  Social  Security — is  a 
volunteer  organization. 
Sincerely, 

Max  Manes, 
Seniors  for  Adequate  Social  Sectirity. 

Seniors  for  Adequate  Social  Security, 

Neiv  York,  N.Y.,  31  arch  23,  1977. 
President  Jimmy  Carter, 
TJic  White  House, 
Washington,  D.C. 

Dear  Mr.  President:  As  is  the  custom,  you  will  no  doubt  issue  a  proclamation 
declaring  May  Senior  Citizens  Month.  In  line  with  your  policy  of  doing  away 
with  unnecessary  frills,  we'd  like  to  suggest  that  rhetoric  characteristic  of  past 
proclamations  be  omitted.  The  real  needs  and  concerns  of  the  elderly,  such  as 
income,  health,  housing  and  others  should  be  addressed  instead. 

In  a  letter  to  you  January  7  we  urged  action  to  speed  passage  and  imple- 
mentation of  the  Health  Security  Bill  (Kennedy-Corman,  S-3.  HR  21).  Now 
•we  urge  you  to  give  your  attention  to  income,  or  the  inadequacy  of  it,  recognized 
.-as  the  number  one  problem  facing  the  elderly.  The  gravity  of  the  problem  was 
fiunderlined  in  the  1975  Report  to  the  President  by  the  Federal  Council  on  Aging, 
pointing  out  that  the  economic  plight  of  the  elderly  is  of  crisis  proportions." 

Steps  to  deal  with  the  crisis  recommended  by  the  Council,  among  them  raising 
■benefit  payment  levels  to  retirees,  were  turned  down  by  your  predecessor  as 
running  counter  to  his  administration's  policy.  But  the  low  (poverty  level)  bene- 
fits under  Social  Security  and  Supplementary  Security  Income  must  be  raised : 
so  many  millions  of  elderly  depend  on  them  as  their  only  or  main  source  of 
income,  due  to  no  fault  of  theirs.  This  cannot  continue  to  lie  ignored. 

Raising  the  standard  of  payment  levels  in  accordance  with  the  Intermediate 
Budget  for  the  elderly  of  the  Bureau  of  Labor  Statistics  was  the  recommenda- 
tion of  the  Federal  Council,  and  before  that  of  the  1971  White  House  Conference 
-jon  Aging.  This  Inidget  for  an  elderly  urban  couple  v\'as.  as  of  Fall,  1975,  $6,465 
;flnnually.  Now  it  is,  of  course,  higher.  For  single  individuals  the  Conference 
recommended  not  less  than  75  percent  of  this  Budget.  This  is  by  no  means  a 
l3udget  of  luxury,  nor  even  of  comfort,  but  it  would  bring  payments  closer  to  the 
meed  and  to  the  oflScially  declared  objectives. 

"Tlie  older  people  of  our  Nation  are  entitled  to  ...  An  adequate  income  in 
retirement  in  accordance  with  the  American  standard  of  living,  states  the  1965 
O'der  Americans  Act.  And  the  1971  White  House  Conference  on  Aging  declared: 
"It  must  be  the  national  policy  of  the  United  States  that  poverty  be  eliminated 
as  the  concomitant  of  the  older  years  .  .  .  priority  must  be  given  to  providing 
older  Americans  with  an  income  to  keep  them  from  poverty  and  subsequently 
to  provide  them  with  a  comfortable  existence. 

It  is  inconceivable  that  this  great  Nation  with  its  tremendous  resources  can- 
not afford  such  a  policy. 

The  Federal  government  should  contribute  to  Social  Security  from  General 
Revenue,  as  is  done  elsewhere.  It  is  unfair  and  unjust  that  those  in  the  higher 
income  brackets,  who  can  afford  to  pay  at  an  even  higher  rate,  are  exempted 
100  percent  from  the  Social  Security  tax  on  all  their  income  above  $16.500 ;  while 
those  below  that  limit,  many  of  whom  can  barely  afford  it  are  fully  taxed  on 
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their  entire  income.  A  change  in  the  financing  of  Social  Security  in  accordance 
with  ability  to  pay  would  solve  the  system's  fiscal  problems. 

True  security  for  America's  elderly  is  the  responsibility  of  the  entire  economy. 
The  objectives  of  the  1965  Older  Americans  Act  can  and  should  be  fulfilled,  so 
that  the  elderly  may  really  enjoy  what  the  Act  declares  they're  entitled  to: 
"Retirement  in  health,  honor,  dignity,  after  years  of  contribution  to  the 
economy." 

Sincerely, 

Max  Maizes, 

Chairman,  Seniors  for  Adequate  Social  Security. 
([From  Seniors  for  Adequate  Social  Security  Newsletter,  vol.  V,  No.  20,  Jan.-Feb.  1977] 

How  Can  We  Catch  Up? 

The  Social  Security  cost-of-living  increase  due  in  July  will  probably  be  about 
5  percent.  As  always,  it's  badly  needed  and  will  be  welcome.  But  do  these 
increases  make  xip  for  the  real  loss  in  buying  power  to  the  elderly  due  to  rising 
prices?  The  elderly  know  they  don't.  Others,  itoo,  concede  that  even  with  these 
increases  the  elderly  are  running  a  losing  race  with  inflation.  The  trouble  is  the 
things  they  spend  most  of  their  limited  incomes  on  go  up  faster  than  is  shown 
by  the  Consumer  Price  Index  on  which  increases  are  based.  For  instance,  from 
1970  to  1975  the  CPI  rose  3S.C  percent,  but  food  went  up  56.6  percent,  housing 
42.6  percent,  health  care  44  percent,  gas  60  percent,  electricity  59  percent.  Fuel 
■oil,  of  particular  importance  to  elderly  home  owners,  jumped  110  percent.  It's 
been  like  trJ^ng  to  go  up  a  down  escalator  ! 

To  keep  our  buying  power  from  shrinking  any  further,  cost-Of -living  increases 
■should  be  based  on  a  special  CPI  for  the  aged  which  will  more  accurately  reflect 
the  actual  rise  in  our  living  costs. 

Another  reason  we're  always  behind  is  because  increases  are  granted  long 
after  prices  begin  to  go  up.  The  increase  we  get  in  July  is  to  make  up  for  the  price 
rise  in  the  12-month  period  starting  April  of  the  previous  year.  That's  a  lag 
of  15  months.  This  lag  should  be  shortened  if  not  completely  done  away  with. 

In  the  last  Congress  there  was  a  bill  to  establish  a  special  Consumer  Price 
Index  for  the  aged  and  to  grant  cost-of-living  increases  twice  a  year  in  periods 
of  high  inflation.  We  should  demand  that  Congress  enact  such  a  bill  in  this 
session. 

Mr.  Jacobs.  Mr.  Larson,  we  can  accept  your  prepared  text  for  the 
record,  if  you  would  want  to  summarize  it. 

STATEMENT  OF  NEIL  J.  DENTZEE  AND  MAETIN  A.  lASSON 

Mr.  Dentzek.  My  name  is  Neil  Dentzer.  I  am  a  legislative  aide  with 
Liberty  Lobby.  Liberty  Lobby,  as  you  may  know,  is  a  Washington- 
based  citizens  lobby. 

Mr.  Jacobs.  Are  you  sitting  in  for  Mr.  Larson  ? 

Dr.  Laesox.  No  ;  he  is  assisting  me. 

Mr.  Dentzer.  As  you  may  know,  Liberty  Lobby  is  a  Washington- 
based  citizens  lobby  which  serves  to  voice  the  concerns  of  over  250,000 
Americans.  I  am  here  today  to  assist  Dr.  ISIartin  Larson,  Liberty 
Lohby's  tax  policy  consultant. 

Dr.  Larson  is  a  long-time  resident  of  Phoenix,  Ariz.,  where  I  under- 
stand he  is  a  close  neighbor  and  friend  of  that  great  American  Senator 
Barry  Goldwater,  who  testified  this  morning.  Dr.  Larson  is  a  regular 
columnist  for  Spotlicht,  the  Liberty  Lobby  newspaper.  He  is  the 
author  of  "The  Great  Tax  Fraud"  and  "Tax  Rebellion  USA,"  sales  of 
which  I  understand  have  run  in  the  hundreds  of  thousands. 

I  am  proud  to  appear  before  the  committee  today  to  present  my  close 
friend  and  my  distinguished  colleague,  Dr.  Martin  Larson. 
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Mr.  Jacobs,  Dr.  Larson,  please  proceed  in  your  own  manner.  Do  you 
have  a  prepared  statement  ? 

Dr.  Larson.  I  have  a  prepared  statement  wliich  I  hope  will  be 
included  in  the  record. 

Mr.  Jacobs.  Without  objection. 

Dr.  Larson.  What  I  am  saying  now  is  an  oral  statement  before  the 
committee. 

Well,  after  listening  to  the  testimony  here  since  10  o'clock  this 
morning,  it  may  be  that  you  will  feel  "^that  my  approach  is  rather 
radical,  but  it  is  a  long-range  approach  which  I  believe  must  sooner 
or  later  be  given  very  serious  attention.  And  I  believe  this  is  true  be- 
cause of  the  enormously  growing  cost  of  social  security. 

As  you  know,  when  we  started  in  1936,  it  took  only  a  maximum  of 
$30  a  year  out  of  the  worker's  pay,  but  now  the  maximum  combined 
employer-employee  contributions  are  about  $2,000.  Half  of  this  is 
imposed  on  a  family  not  earning  enough  to  maintain  a  decent  con- 
temporary standard  of  living. 

If  $16,500  is  earned,  $1,000  of  it  goes  immediately  into  social  secu- 
rity. The  other  $1,000  is  paid  by  the  employer,  and  therefore  increases 
inflation  and  contributes  to  the  cost  of  goods  that  are  produced,  and 
when  they  reach  the  ultimate  consumer. 

It  has  been  estimated  that  by  1985  the  payouts  will  have  to  reach 
approximately  $250  billion,  and  that  by  1990  the  total  average  con- 
tributions per  worker  will  be  about  $3,500,  and  that  by  the  year  2011 
it  will  be  around  $13,000  if  the  present  rate  of  inflation  continues. 

Because  of  the  falling  birthrate  and  the  increased  longevity  of  the 
retirees,  I  believe  that  unless  something  drastic  is  done,  the  entire  social 
security  system  will  become  impossible  of  operation  during  this 
present  generation. 

The  system  has  no  funding,  vesting  or  reserves,  and  it  is  definitely 
in  serious  trouble,  as  quite  a  number  of  individuals  have  testified  this 
afternoon. 

Deficits  are  expected  to  reach  $5  billion  in  1978.  and  probably  twice 
that  much  by  1981.  The  Government  will,  therefore,  have  to  do  one 
of  two  things :  It  will  have  to  resort  to  deficit  spending  or  it  will  have 
to  increase  the  taxes  in  order  to  meet  the  paj^ments  required  by  the 
social  security  system. 

It  is  estimated  that  if  no  money  were  to  be  collected  from  now  on  for 
the  system,  it  would  cost  the  Government  npproximately  $2.9  trillion 
in  order  to  meet  all  of  the  accumulating  obligations  of  the  system,  and 
it  is  my  opinion  that  if  this  system  is  goins'  to  continue  as  it  is,  very 
drastic  changes  will  have  to  be  instituted  in  the  comparatively  near 
future. 

Now.  actually  T  agree  wtih  Milton  Friedman,  who  says  that  the 
Federal  Government  should  never  have  instituted  social  securitv  in  the 
first  place,  and  that  it  should  bo  abolished  as  rapidly  as  possible  and 
phased  out  without  any  unusual  or  destructive  injury  to  our  social 
or  economic  svstem. 

But  since  it  now  exists  and  has  p-otten  us  into  a  situation,  then  I 
think  that  we  should  replace  it  with  another  system  as  rapidly  and 
with  as  little  disturbance  as  possible. 
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Now,  I  think  that  a  number  of  definite  ouidelines  are  ah-eady  in 
existence  which  point  the  way  in  which  the  social  security  system  can 
and  should  be  replaced.  For  example,  there  are  now  already  about 
200,000  private  pension  and  profitsharinc:  i^lans  in  the  United  States 
which  have  something  like  40  million  individuals  enrolled  in  them. 

Now,  this  is  almost  one-half  of  the  entire  American  work  force. 
Even  in  1972,  these  systems  had  raser^'es  or  assets  of  nearly  $120  bil- 
lion, amomits  which  "will  undoubtedly  grow  to  about  $225  billion  by 
1980.  These  systems  at  the  present  time  pay  something  like  $200  a 
month  to  all  of  their  beneficiaries,  which  is  approximately  equal  to 
the  average  payment  made  under  social  security. 

A  number  of  these  systems  do  have  some  rather  serious  defects,  and 
a  great  many  of  them  lack  funding,  vesting,  and  portability.  However, 
a  great  many  of  them  are  gradually  overcoming  those  shortcomings. 
For  example,  Sears,  Roebuck  quite  a  number  of  years  ago  established 
a  retirement  system  in  which  each  employee  contributed  $500  a  year, 
and  after  25  or  30  years  they  had  simply  fantastic  amounts  of  money 
in  their  trusts,  which  were  portable,  which  could  be  obtained  by  them 
and  taken  away  if  they  should  leave  the  employment  of  this  particular 
employer. 

Now,  other  plans  have  been  established  which  are  steps  in  the  right 
direction.  For  example,  we  have  the  Keough  plan  available  to  self-em- 
ployed people.  It  was  established  first  in  1964  at  which  time  10  percent 
and  up  to  25  percent  of  adjusted  gross  income  could  be  contributed  to 
an  individual's  own  retirement  account,  and  this  amount  of  money 
would  be  deductible  from  this  taxable  income. 

In  1974,  the  Keough  plan  was  liberalized  to  a  great  extent  to  enable 
an  individual  to  contribute  up  to  15  percent  and  up  to  $7,500  to  his 
own  retirement  account.  Then  in  1975,  Congress  took  an  action  which 
I  have  l3een  advocating  for  a  long  time,  and  that  was  to  make  possible 
a  similar  plan  to  all  employed  workers  and  salaried  individuals. 

This  is  what  is  known  as  the  individual  retirement  account.  Each 
individual  not  already  covered  by  some  annuity  plan  can  now  place 
up  to  15  percent,  but  not  in  excess  of  $1,500  in  his  own  vested,  funded, 
inviolable,  and  porta])le  trust  accoimt.  This  can  be  deducted  from  his 
pay  by  the  employer  or  it  can  be  paid  by  himself  into  an  account  oper- 
ated by  a  qualifying  financial  institution. 

I  repeat  that  all  of  those  are  steps  in  the  right  direction,  and  I  would 
say  that  the  Government  should  offer  additional  incentives  to  all  of 
those  who  wish  to  establish  their  own  individual  accounts,  or  go  on  a 
trust  retirement  plan  similar  to  the  Keough  plan  that  has  already 
l)een  in  operation  now  for  more  than  14  years. 

Some  of  the  obvious  advantages  of  individual  trusts,  over  the  social 
security  plan,  are  quite  easy  to  see.  In  the  first  place,  about  31  percent 
of  all  individuals  who  go  to  work  at  the  age  of  22  will  never  live  long 
enough  to  obtain  any  social  security  at  the  age  of  65  anyway. 

Now,  the  billions  of  dollars  that  they  pay  into  the  system  will  never 
be  returned  to  them,  and  they  will  not  have  any  savings  whatsoever. 

Another  factor  is  this :  Individuals  keep  paying  into  the  social  secu- 
rity system  for  30  or  40  or  45  years,  and  there  is  no  interest  increment 
to  their  f)ayments.  Now,  if  you  put  money  into  a  savings  account  and 
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leave  it  there  for  a  number  of  years,  interest  is  added  on  an  accumulated 
basis  year  after  year  and  the  amount  doubles,  and  triples,  and- 
quadruples. 

Let  us  take  a  modest  retirement  accomit  of,  say,  $125  a  month.  If  an 
individual  puts  $125  a  month  into  his  own  trust  account  for  40  years 
between  the  a^es  of  22  and  62,  let  us  say,  if  this  keeps  drawing  interest 
at  the  rate  of  6  percent,  he  will  have  a  corpus  of  $225,000.  This  is  not 
onl}^  possible,  but  an  actuality,  and  could  be  the  case  with  literally  tens 
of  millions  of  American  citizens. 

Now,  if  that  individual  were  to  invest  $650  a  month,  in  40  years  his 
accumulations  will  be  more  than  $1  million.  In  time  we  will  have  70 
million  individual  trust  accounts,  and  if  they  average  $50  apiece,  there 
would  be  a  total  savings  of  approximately  $3  billion  distributed  over  70* 
million  American  families.  In  other  words,  you  would  have  70  million 
American  families  who  would  be  able  to  retire  not  only  in  comfort,  but 
in  a  great  many  cases  in  affluence. 

What  would  be  possible,  assuming  a  man  has  a  corpus  in  his  trust  of 
$200,000  at  the  age  of  60  or  65,  or  at  whatever  time  he  wants  to  retire  ? 

Well,  the  retiree  at  6  percent  could  draw  $1,000  a  month  for  the  rest 
of  his  life  without  touching  the  principal.  If  he  wanted  to  use  up  the 
corpus  during  his  expectancy  of  15  or  16  years,  he  could  draw  approxi- 
mately $1,700  a  month.  This  would  be  at  least  four  or  five  times  as 
much  as  the  same  contributions  to  social  security  will  provide  at  the 
time  of  retirement. 

Of  course,  the  question  then  arises,  "How  are  we  going  to  move  from 
social  security  to  what  I  call  the  universal  trust  plan,  and  would  every- 
body  be  required  to  take  part  in  the  universal  trust  plan?" 

I  would  say  yes,  because  the  great  majority  of  people,  if  they  were 
not  required  to  save  something,  would  not  save  anything  and,  therefore, 
they  would  not  have  anything  on  which  to  live  by  the  time  they  reached 
retirement.  However,  even  at  the  present  time  there  are  a  great  many 
persons  in  the  United  States  who  are  not  covered  by  social  security, 
talvc.  for  example,  the  minister  of  the  gospel. 

He  can  file  what  is  laiown  as  form  4361  and  he  can  escape  the  social 
security  program.  The  Amish,  who  are  extremely  obstreperous  in  the 
matter  of  social  security,  were  simply  excused  from  it  by  a  special  law 
passed  by  Congress. 

Now,  why  should  ministers  of  the  gospel  or  the  Amish  have  benefits 
and  privileges  that  the  other  people  in  the  country  don't  have?  Fur- 
thermore, many  governmental  local  units  are  exercisinc;  their  privilege 
of  leaving  the  S3^stem.  I  understand  tliat  several  hundred  thousand  of 
them  have  already,  by  their  own  actions,  decided  to  leave  the  social 
security  system,  and  I  recall  reading  an  article  in  the  Phoenix  Republic 
a  while  back  that  the  city  of  Los  Angeles  was  shopping  around  for 
something  to  replace  the  social  security  system.  They  found  that  with 
an  expenditure  of  approximately  $22  million  their  employees  could 
obtain  the  same  benefits  ultimately  as  are  now  costing  $74  million  a 
year. 

There  is  something  like  7  or  8  million  in  the  United  States,  includ- 
ing the  Federal  employees,  who  are  not  under  social  security. 

What  then  do  we  propose?  Well,  we  propose  as  a  first  step  to  permit 
any  self-employed  person  who  wishes  to  leave  the  social  security  sys- 
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tern  and  to  establish  a  mandatory  Keongh  system  to  be  permitted  to 
do  so. 

There  are  somethino;  like  20  million  families  in  the  United  States 
who  are  self-employed,  at  least  20  million.  If  all  of  these  were  to 
establish  their  own  Keogh  plans,  or  similar  trust  accounts,  and  were 
to  leave  the  social  security  system,  think  what  a  tremendous  obligation 
that  would  relieve  the  Federal  Government  from  meeting  during  the 
future. 

I  think  the  Federal  Government  should  be  delighted  to  have  people 
to  go  off  social  security  and  to  adopt  some  other  system  because  when 
they  do  so,  that  future  obligation  will  cease  to  exist. 

The  next  step  should  be  to  require  every  self-employed  person  to 
establish  his  own  annuity  trust  and  to  leave  the  social  security  system. 

The  next  step  in  my  opinion  would  be  one  in  which  every  individual, 
salaried  or  wage  worker,  should  be  permitted,  provided  he  establishes 
a  mandatory  individual  retirement  account,  to  leave  the  social  security 
system.  That  would  relieve  the  employer  of  any  necessity  of  making 
contributions  to  the  system,  and  by  contributing  tlie  same  amount 
during  a  period  of  time  when  he  is  working,  he  would  retire  with  an 
enormously  larger  annuity  than  is  now  available  under  social  security. 

The  question  now  arises,  "How  are  we  going  to  finance  those  who 
have  retired  under  social  security  or  who  are  going  to  retire  during  the 
next  10  or  15  years  or  during  the  early  years  of  this  retirement?*' 

I  admit,  of  course,  that  this  is  a  problem,  but  I  pose  to  you  gentlemen 
that  it  wdll  be  a  far  greater  problem  if  we  don't  do  something  like  this. 
However,  by  encouraging  as  many  as  possible  to  replace  their  social 
security  accounts  with  some  other  type  of  account,  we  will  enormously 
reduce  the  obligations  of  the  system  in  the  future. 

For  a  few  years,  of  course,  the  Govei-nment  will  have  to  raise  consid- 
erable amounts  of  money  to  meet  the  obligations  under  social  security 
in  addition  to  what  they  will  be  f\h]e  to  collect  during  that  interim 
period.  However,  the  Government  has  spent  enormous  sums  of  money 
on  other  things.  They  spent  about  $350  billion  or  $400  billion  on  tlie 
Vietnam  adventure,  and  we  certainly  didn't  get  anv  return  on  that. 

The  Government  has  at  its  disposal  some  vahiable  tilings — like 
Federal  lands.  They  own  manv  acres  of  land  in  the  United  States.  They 
could  lease  their  oil  reserves,  they  could  sell  the  power  grid.  They  could 
reduce  the  size  of  the  Federal  loureaucracv.  we  will  say,  by  25  percent^ 
and  save  at  least  $20  billion  a  year  by  so  doing.  '  •  ■ 

And  as  these  trust  accounts  grow,  as  they  would  very  rapidly,  supr 
posinof  1  percent  of  the  interest  of  these  accounts  were  to  be  taxed  dur- 
ing- the  interim  period  in  order  to  finance  the  retirees  who  will  not  be 
sufficiently  maintaiupd  by  the  income  from  the  social  securitv  system. 
These  accoimts  would  shortly  produce  about  $10  billion  and  in  a  few 
years  up  to  $20  liillion  a  year. 

Actuallv  there  ar-e  many  otber  methods  by  which  the  Government 
can  meet  these  oblip-ations,  and  I  sav  that  even  if  this  will  place  a  cer- 
tain buT-rlen  for  a  shoi^t  time  upon  fhe^  GovernnTPut  and  the  jnreneral  tax- 
payers, it  will  l:>e  nof-hing  compared  to  what  will  happen  if  we  don't  dq 
so''^othin'?  drastic  to  revise  and  reform  the  social  securi<"v  system. 

If  we  don't  do  something  about  it,  I  foresee  the  time  when  the  young 
people  in  this  country  are  going  to  rebel  against  the  whole  thing.  The 
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burden  upon  the  young,  growing  families  of  these  taxes  and  the 
social  security  burden  and  the  contributions  to  the  S3'stein  that  pays 
no  interest,  are  Ijecoming  so  heavy  that  I  do  not  believ^e  they  are  going 
to  continue  to  support  these  in  the  future  without  serious  repercus- 
sions from  the  vast  majority  of  them. 

Let  me  bring  to  your  attention  another  rather  interesting  facet. 

Mr.  Jacobs.  I)r.  Larson,  are  you  familiar  with  our  10-minute  rule? 

Dr.  Larson.  No;  I  didn't  know  there  was  a  10-minute  rule. 

Mr.  Jacobs.  I  am  only  suggesting  that  what  we  are  really  doing  is 
encroaching  on  Mr.  Greenough's  time. 

Dr.  Larson.  May  I  have  another  minute? 

Mr.  GREENOUGir.  Take  another  minute,  and  then  after 

Dr.  Larson.  I  will  take  only  a  minute. 

If  there  were  to  be  a  cure  for  cancer  or  the  incidence  of  heart  failure 
were  to  be  reduced,  we  would  have  at  least  2  million  more  people 
entering  social  security  every  year.  In  10  years  there  would  be  20 
million  more.  Where  would  the  "money  come  from  to  support  all  these 
people? 

I  say  that  a  change  of  this  sort  is  going  to  be  the  greatest  revolu- 
tion that  has  occurred  in  the  history  of  this  Nation.  Instead  of  having 
retirees  Avho  are  barelv  able  to  skimp  along  on  small  incomes,  we  would 
have  millions,  tens  of  millions  of  retirees  living  in  aflluence.  That  is 
what  I  hope  will  happen  souieday  in  this  great  country  of  ours. 

[The  prepared  statement  follows :] 

Statement  of  Dr.  Martin  A.  Larson,  Tax  Policy  Consxiltant,  Liberty  Lobby 

I.  introduction 

I  am  Dr.  Martin  A.  Larson,  tax  policy  consultant  of  Liberty  Lobby.  T  ai> 
predate  this  opportunity  to  appear  today  and  pre.sent  the  views  of  Liberty 
Lobby's  25.000-member  board  of  policy,  as  well  as  the  quarter  of  a  million 
readers  of  our  weekly  newspaper,  The  Spotlight. 

I  consider  myself  a  constitutionalist  in  the  tradition  of  our  Founding  Fathers, 
and  especially  the  greatest  of  them,  Thomas  Jefferson.  Over  and  over,  he  declared 
that  the  General  Government  should  never  embark  on.  or  appropriate  money  for, 
any  activities  or  programs  except  those  specifically  mandated  to  it  in  the  Con- 
stitution. And  I  believe  firmly  with  him  that  whenever  the  Federal  Government 
goes  beyond  its  constitutional  authority,  the  result  is  likely  to  be  nothing  less 
than  a  national  disaster. 

Nowhere  has  Jefferson's  judgment  proved  more  correct  than  in  regard  to  the 
Social  Security  Administration  inaugurated  in  1936  and  now  threatening  irrepa- 
rable injury  to  our  nation.  Surely,  those  who  are  responsible  for  what  now  im- 
pends must  be  con.sidered  subverters  of  what  our  Founding  Fathers  established. 
They  warned  over  and  over  that  it  is  the  nature  of  all  central  governments  to 
become  tyrannies :  and  that  the  methods  used  to  accomplish  this  purpose  consist 
in  creating  huge  debts,  levying  onerous  taxes,  and  developing  overgrown  bureauc- 
racies. Could  these  men  know  what  is  now  and  has  been  happening  during  the  last 
40  years,  they  would  surely  turn  over  in  their  graves. 

n.  the  uneconomic  nature  of  social  secltjity  and  our  federal  income  taxation 

One  of  the  strongest  arguments  against  the  present  system  of  social  security 
and  Federal  income  taxation  is  their  extremely  imeconomic  nature;  for,  since 
they  are  imposed  at  the  point  of  production,  they  constitute  a  built-in  element  of 
original  cost  and  therefore  increase  the  price  of  all  goods  and  services  to  the  ulti- 
mate consumers.  Thus,  the  producer-consumer  pays  the  tax  twice ;  actually,  he 
does  so  three  times,  for  all  costs  double  as  they  e.scalate  while  going  through  the 
channels  of  production  and  distribution. 
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Note  what  happens  when  a  contractor  with  one  employee  performs  a  job  for 
$1,000: 

Amount  received $1,  OOO 

Wages  to  employee 400 

Received  by  contractor 600 

Taxes  paid : 

6  percent  Social  Security  and  20  percent  incomes  taxes  withheld  from 

employee 104 

Employer's  contribution  for  employee 24 

Employer's  self-employment  tax 48 

Employer's  25  percent  income  tax 150 

Total   taxes 326 

-     .,-        -  — ^ 

■   ■  ■  ■         •  m 

Net  remaining  for  producers 674 

Those  who  do  all  the  work,  therefore,  retain  $674.00,  while  the  Federal  Gov- 
ernment alone  takes  $326.  If  a  5  percent  general  transactions  tax  were  to  re* 
place  the  income  and  SS  taxes,  the  workers  would  receive  the  entire  amount, 
less  $50.  Thus  the  contractor  could  do  the  job  for  a  little  more  than  $700,  in- 
stead of  $1,000,  and  the  same  net  income,  with  a  savings  of  nearly  $300  for  the 
man  for  whom  the  work  is  done.  Actually,  the  contractor  could  do  the  job  for 
less  than  $500,  because  everything  he  would  then  purchase  would  cost  him  30 
percent  less. 

III.    SOME   OVERALL  ADVANTAGES   OF  ABOLISHING   SOCIAL   SECURITY  AND   PRESENT 

FEDERAL   INCOME   TAXES 

In  1975,  the  Gross  National  Product  was  $1,516.3  billion ;  expenditures  for  per- 
sonal consumption,  $996.9  billion;  and  individual  savings,  $80.4  billion  ("1976 
Statistical  Abstract,"  p.  398).  In  addition,  federal  outlays  totaled  $373.5  billion 
in  1976,  making  a  total  of  $1,370.4  billion  (ib.,  p.  232).  On  this  alone,  a  5  percent 
transactions  tax  would  produce  about  $65  billion ;  and  if  this  were  extended  to  all 
commercial  trading,  would  exceed  $100  billion. 

Since  employers  contributed  about  $42  billion  to  the  social  security  fund  in 
1977,  we  know  that  this  tax  increases  the  ultimate  cost  of  goods  and  services 
by  approximately  $90  billion.  We  estimate  that  the  total  cost  of  social  security, 
personal  and  corporation  income  taxes,  which  were  $267  billion  at  the  source, 
actually  cost  the  producer-consumers  well  in  excess  of  $600  billion. 

Should  these  costs  be  eliminated,  American  manufacturers,  now  virtually  ex- 
cluded from  world-markets  and  to  a  large  extent  even  from  the  domestic,  would 
again  become  competitive ;  and  we  would  have  a  favorable  balance  of  interna- 
tional payments,  a  stable  dollar,  and  a  solid  currency.  We  could  also  witness 
the  end  of  inflation.  The  Government  could  reduce  its  cost  of  operating  by  about 
one-third  simply  by  abolishing  its  own  inflation-producing  taxes. 

We  believe  that  all  Federal  taxes  imposed  upon  production  and  earned  income 
should  be  abolished,  since  these  create  increased  costs  to  consumers  far  in  excess 
of  the  revenues  produced  for  the  national  government.  The  only  noniuflationary 
income  taxes  that  could  be  levied  would  have  to  be  on  large,  unearned  personal 
incomes  or  on  the  business  revenues  of  nonproductive  corporations,  such  as 
churches,  foundations,  and  a  great  variety  of  so-called  charities. 

IV.    A    COSTLY    AND    FADING    SYSTEM 

The  Federal  social  security  system,  which  began  as  a  purring  kitten,  has,  lika 
so  many  other  government  programs,  become  a  ravenous  tiger,  terribly  oppres- 
sive upon  producers,  and  especially  the  younger  workers  trying  to  raise  families 
and  support  themselves.  In  the  beginning,  it  took  only  $30  a  year,  or  2  percent  of 
the  first  $1,500  earned  by  an  employee;  it  did  not  cover  domestics,  farm  workers, 
the  self-employed,  and  various  other  categories.  Since,  for  some  years,  little  was 
paid  out,  the  "administration  simply  appropriated  the  surplus,  spent  it  for  un- 
related purposes,  and  gave  the  agency  lOTJ's  in  the  form  of  government  bonds. 
In  1975,  such  diversions — or  thefts — totaled  $-48,153  million. 
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■  Milton  Friedman  and  other  scliolars  have  pointed  out  the  extreme  inequities 
of  the  present  svstem.  Its  potential  debt  is  now  computed  in  the  trillions  of  dol- 
lars;  even  the  Treasury  bonds  held  by  the  system  could  cover  its  payout  for 

only' a  few  months.  It  should  no  longer  be  a  question  of  whether  it  will  be  abol- 
ished •  debate  should  now  focus  on  its  termination  and  what  will  replace  it. 
In  the  meantime,  significant  straws  are  in  the  wind.  Federal  employees  have 

'never  been  enmeshed  in  this  swindle ;  and,  since  other  government  entities  may 
choose  to  withdraw,  they  are  now  leaving,  one  after  another.  Mayor  Beame  of 
New  York  announced  in  March,  1976,  that  those  under  his  administration  would 
do  so  which  portended  an  annual  reduction  of  $400  million  in  SS  income ;  322 
local  governmental  units  quit  the  system  between  1959  and  1975 ;  another  232, 
with  454  000  employees,  have  served  notice  of  intent  to  withdraw.  Los  Angeies, 
-with  60  000,  found  that  a  program  which  now  costs  $77.4  million  a  year  can  be 

^replaced  by  a  private  sv.stem  providing  the  same  benefits  for  $22  million  (Arizona 

Hepublic,  June  5,  1976).  As  other  cities,  as  well  as  states  and  counties,  follow 
suit    the' collapse  of  the  federal  program  will  certainly  accelerate. 

'  At  present  the  social  securitv  bureaucrats  seem  desperately  worried  over  these 
withdrawals' because  of  the  immediate  reduction  in  income.  On  the  contrary, 
the  Government  should  be  delighted  whenever  anyone  establises  his  own  variant 
retirement  plan  because  he  thus  reduces  the  potential  debt  of  future  generations 
of  contributors  or  taxpayers.  .,,-,•,  •   ,.       i  •  i   ^i.^ 

"  I  am  here  today  to  offer  vou  a  way  out  of  the  terrible  dilemma  into  which  ihe 
Federal  Government  has  become  involved ;  I  am  here  to  tell  you  how  to  provide 
a  better  life  in  retirement  for  future  generations  without  costing  Government 

,  or  the  taxpayers  so  much  as  a  single  dime.  _    -,n-^  -^    ^^         u^a  ^^.a^a 

■  When  social  securitv  entered  its  40th  anniversary  in  19(6,  its  bloom  had  faded. 
Without  liquid  assets,'it  had  30,413,000  beneficiaries  in  1974  who  received  average 
monthlv  pavments  of  $188.  The  system  disbursed  $53,183  million  and  collected 
$51700"  million  from  about  75  million  contributors  (1975  SA.  p.  8<4).  Since  its 
administrative  expenditures  rose  to  .$2,125,987,000  in  1975  (budget  234).  it  was 
running  a  deficit  of  more  than  $4  billion,  which,  under  present  trends,  is  expected 
to  reach  $8.6  billion  in  1981.  Since  there  is  neither  funding  nor  vesting,  it  is 
in  no  sense  insurance,  but  onlv  a  costly  and  bizarre  system  of  welfare,  which 
reduces  retirees  to  pawns  of  the  Federal  bureaucracy ;  if  the  average  benefieiary 
has  an  expectancy  of  15  years,  the  Agency  owes  them  alone  well  over  $2  trillion, 
a  debt  to  be  paid  by  the  next  generations.  In  1936-37,  the  maximum  employee- 
emplover  contributions  were  $60;  in  1978,  these  will  be  about  $2.000_:  and.  as 
the  recipients  increase  in  number  and  the  producers,  because  of  the  falling  birth- 
rate decline  the  levy  will  have  to  be  increased  sharply  even  without  further 
inflation ;  and  if  this  depreciation  of  the  currency  continues  during  the  coming 
vears  the  burden  will  become  simplv  intolerable  upon  the  younger  and  producing 
generations.  Professor  Schuettinger  states  in  his  book  saving  social  security 
that  bv  1984  the  pavout  may  reach  $250  billions:  and  that  by  1990  the  tax  will 
reach  $4  140  and  in'the  vear  2011  not  less  than  $13,410.  The  Xationnl  Taxnnvers 

■Union  of  Washington,  D.C.,  issued  a  statement  in  1975  stating  tbat  the  obliga- 
tions of  the  Federal  Government  as  of  June  30,  1974.  had  already  risen  to 
$5  077  000,000.000.00  and  that  these  would  rise  to  $9  trillion  in  1980.  The  Heritage 
Foundation  estimated  the  true  national  debt  in  1975  at  more  than  $6  trillion^in- 
cludin<'  $2  6  trillion  for  the  social  security  obligations  alone  (Arizona  Republic, 
April  3,  1976).  These  sums  far  exceed  the  value  of  all  existing  property  in  the 
U.S. 

V.  THE  PRINCIPAL  DEFECTS  IN  THE  PRESENT  SYSTEM 

We  Should  note  that  31  percent  of  all  persons  beginning  work  at  age  22  will 
die  before  65  and  therefore  receive  nothing  in  return  for  the  billions  they  invest. 
The  system  is  as  eccentric  as  it  is  inequitable ;  for  example,  we  know  a  spinster 
who  contrived  a  small  n'ob  at  the  age  of  63.  earned  $306  in  18  months,  contributed 
$6  to  the  fund,  and  eventually  drew  more  than  $10,000  in  benefits.  On  the  other 
hand  we  knew  a  merchant  who  had  accumulated  an  estate  of  $465,000  during 
40  years  of  intensive  labor,  during  which  he  paid  $207,000  in  personal  and  corpo- 
rate income  tnxes.  Since,  at  65.  he  wished  to  move  to  another  state,  he  dissolved 
his  personallv  owned  corporation  at  a  cost  of  $62,500  in  income  taxes.  Since 
he  had  paid  both  ends  of  his  SS.  his  contributions  had  totaled  many  thousands 
of  dollars.  He  had  hoped  to  enjoy  a  dozen  years  of  travel  and  relaxation :  but 
the  economic  struggle  had  taken  its  toll  and  he  died  of  a  heart  attack  after 
receiving  one  SS  check.  In  spite  of  a  well-drawn  will  disposing  of  his  $400,000 
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•estate,  by  the  time  the  lawyers,  the  probate  court,  the  state  inheritance  and 
the  Federal  tax  men  were  through,  almost  one-fourth  of  his  accumulations  had 
vanished. 

Shortly  after  the  estate  was  settled,  the  widow  also  died.  And  now  the  whole 
grim  tragedy  of  lawyers,  probate  courts,  inheritance  taxes,  and  estate  levies 
went  into  high  gear — but  with  much  more  devastating  results:  the  federals 
snatched  $82,000;  the  lawyers,  the  state  men,  and  the  courts,  after  consuming 
2  or  3  years  to  settle  her  affairs,  left  a  residue  of  .$138,000  of  the  $672,000  the 
man  had  saved  before  Federal  taxes ;  more  than  half  a  million  appropriated  by 
strangers  and  parasites ! 

VI.  THE  NEED  FOR  A  STABLE  CURRENCY 

It  is  of  the  greatest  importance  that  a  stable  currency  l)e  established  and 
maintained,  something  for  which  Congress  is  entirely  responsible.  Whether  this 
,will  be  accomplished  by  budgetary  restraint,  by  a  return  to  the  specie  standard, 
■or  by  some  other  means,  this  must  be  achieved  if  we  are  to  preserve  the  integrity 
■of  contracts  and  the  value  of  savings  and  loan  certificates,  accounts  in  banks, 
annuity  trusts,  pension  funds,  and  investments  in  bonds,  stocks  and  other 
securities. 

Interest  is  one  of  the  most  potent  things  in  the  world.  American  bankers 
collect  more  than  $200  billion  of  such  revenue  a  year  on  some  $2  trillion  of 
■credit  created  on  their  books  out  of  nothing — a  method  legalized  by  and  under 
the  Federal  Reserve  Act ;  however,  under  the  reforms  which  we  advocate,  the 
great  mass  of  ordinary  people  and  not  the  bankers  would  become  the  national 
moneylenders  and  enjoy  the  income  from  their  own  actual  savings.  And  this 
would  be  as  it  should :  as  Jefferson  said,  no  one  should  be  permitted  to  lend 
money  except  those  who  have  money  to  lend. 

VII.  PRIVATE  PENSION  AND  PROFIT-SHARING  PLANS 

During  recent  years  and  decades,  private  pension  and  deferred  profit-sharing 
plans  have  tremendously  grown  and  expanded,  all  of  which  are  steps  in  the  right 
direction  and  a  close  study  of  which  we  recommend. 

GROWTH  OF  PRIVATE  PENSION  AND  DEFERRED  PROFIT-SHARING  PLANSi 

[In  thousands] 


Year  1940  1960  1973 


Persons  covered -.. - 4, 100 

Beneficiaries --- 

Contributions - $380,000 

Employer -  $250,000 

Employee - $130,000 

Benefits... $140,000 

Reserves.. $2,400,000 


21,200 

29, 000 

1,7?0 

6,130 

$5,  490,  000 

$21,105,000 

$4,710,000 

$19,390,000 

$780, 000 

$1,715,000 

$1,720,000 

$11,220,000 

$52,  000, 000 

$180,000,000 

GROWTH  OF  PRIVATE  NONINSURED  PENSION  FUNDS 


Year  1955                       1965                         1973 

Assets  $16,140,000 

Receipts. 2,710,000 

Contributions 2,030,000 

Employer 1,890,000 

Employee.. 230,000 

From  investment 480,000 

Disbursements 160,000 

Net  receipts 2,240,000 


$59, 180,  000 

$126,530,000 

9,2EO,000 

19,670,000 

6,  670,  000 

15,640,000 

5,  600,  000 

14,  370, 000 

670, 000 

1,270,000 

2,  390, 000 

4,840,000 

2,880,000 

9,  540, 000 

6,400,000 

10, 130, 000 

1  Above  data  from  1975  SA  p.  293. 


Even  in  1967,  there  were  already  about  165,000  private  pension  and  profit- 
sharing  plans.  Mr.  Willard  Wirtz,  then  Secretary  of  Labor,  declared  that  by 
1980,  42  million  per.sons  would  be  covered  and  their  reserves  would  reach  $225 
billion.  However,  reality  has  already  far  outrun  the  prediction :  for,  whereas  he 
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stated  that  contributions  and  benefits  would  rise  to  $11  and  $9  billion  respectively 
at  that  date,  we  find  that  they  had  increased  to  $21.1  and  $11.2  billion  even  in 
1973. 

In  a  1973  publication,  "Characteristics  of  178,760  Plans  on  File,  Jan.  1,  1973," 
the  U.S.  Department  of  Labor  describes  the  operation  of  welfare  and  pension 
plans  under  the  Disclosure  Act  of  1959.  Of  these,  133,897  were  welfare  programs, 
43,626  provided  retirement  benefits  only,  and  1.147  covered  both.  In  another 
brochure  dated  August,  1974,  the  Department  of  Labor  offers  the  following 
statistics : 

100  LARGEST  RETIREMENT  PLANS 
(In  thousands) 

1960  1S66  1972 


Assets 117,916,000             $29,881,000  $53,396,000 

Conventional  type 13,783,000               22,178,000  42,032,000 

Profit  sharing-. _ ...               4,133,000                7,703,000  11,364,000 

Contributions. 5,360,000 

Employer 4,284,000 

Employee 1,042,000 

Other . 36,000 

Investment  income 1,883,000 

Total  income . 7,243,000 

Total  benefits . 3,241,000 

Conventional  type 2,766,000 

Profit  shaiing 475,000 

Employees  covered 6,949,  006 

Active          .        5,736,000 

Retired . . 1,050,000 

Former  vested . , 163,  600 

Average  total  annual  benefit 2,  675 

ALL  PRIVATE  NONINSURED  PENSION  PLANS 

^ . . „ ; . : p _ : . . — —  ' 

Assets.... _-...■ 33,140,000      66,170,000      117,530,000 

We  see,  therefore,  that  about  29  million  individuals — nearly  half  of  the  Ameri- 
can labor  force — were  already  covered  by  some  kind  of  private  welfare,  pension, 
retirement,  or  profit-sharing  plan  as  early  as  1973.  Even  in  1972,  these  already  had 
assets  exceeding  $117  billion.  The  100  largest  of  these  had  combined  assets  of 
$53.4  billion  ;  covered  nearly  7  million  employees ;  and  paid  $3,241,000,000  to 
1.213.000  retiree>!.  an  average  of  $2,675. 

,We  have  pointed  out  on  various  occasions  that  most  of  these  pension  and 
'profit-sharing  plans  contain  serious  defects.  Although  some  of  them,  like  that 
established  by  Spars. 'Roebuck  and  Co..  are  protected  by  individual  funding,  vest- 
ing, and  portability,  this  has  not  been  true  of  the  great  majority,  financed  largely 
by  corporations  and  used  l>y  them  to  control  their  employees  by  making  them 
ineligible  to  any  benefits  unless  they  continued  in  their  positions  until  retire- 
ment. Furthermore,  when  a  corporation  went  bankrupt,  moved  abroad,  ceased 
operations  for  any  reason,  or  dismissed  employees  shortly  before  retirement,  there 
was  nothing  at  all  for  them.  We  have  therefore  advocated  that  a  law  be  passed 
requiring  that  all  pension  plans  establish  separate  and  irrevocable  trusts  for  each 
employee ;  that  these  receive  definite  annual  increments ;  and  that  they  continue 
intact  should  the  corporation  cease  operations  or  should  the  beneficiary  transfer 
to  other  employment. 

We  are  glad  to  report  that  after  extensive  hearings  before  the  U.S.  Senate  Fi- 
nance Committee,  the  Employee  Retirement  Income  Security  Act  was  passed  on 
Sept.  2,  1973,  effective  in  part  on  Jan.  1,  1974,  and  in  part  at  later  dates.  This 
contains  a  number  of  provisions  for  the  partial  funding,  vesting,  and  portability 
of  benefits  in  qualifving  private  pen.sion  plans.  These,  which  are  incorporated  into 
the  Internal  Revenue  Code  in  Sees.  275.  402.  403,  404,  411,  413,  4971,  4972,  6058, 
6688,  6690,  and  6692,  are  all  steps  in  the  right  direction. 

VIII.   FEDERALLY   ESTABLISHED   RETIREMENT   PLANS 

In  1964,  Sec.  404(e),  known  as  the  Keogh  Provision,  was  incorporated  into  the 
Internal  Revenue  Code.  This  permitted  self-employed  persons  to  deduct  up  ta 
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10  percent  or  $2,500  of  other  taxable  income  as  a  contribution  to  a  personal  an- 
nuity trust.  Effective  as  of  Jan.  1,  1974,  Public  Law  93-l(X)  expanded  this  by 
permitting  a  15  percent  deduction,  not  to  exceed  $7,500.  for  the  same  purpose.  A 
self-employed  individual  earning  $40,000  can  therefore  reduce  his  income  tax  by 
about  $2,500  by  contributing  $6,000  annually  to  his  own  personal  trust  account. 

For  years,  we  continued  to  advocate  that  similar  trusts  be  made  available  to 
everyone ;  and.  effective  Jan.  1.  1975,  Public  Law  93-406  added  Sec.  219  to  the 
IR  Code,  which  provides  that  all  persons  receiving  wages  or  salaries  who  are  not 
covered  by  existing  annuity  plans  may  voluntarily  deduct  up  to  15  percent  or 
$1,500  of  otlierwise  taxable  income  as  a  contribution  to  their  Individual  Retire- 
ment Accounts  (IRA).  As  in  the  Keogh  Plan,  benefits  can  begin  at  59yo,  but  no 
deductions  are  permissible  after  age  70y2.  In  both,  the  fund  is  inviolable;  it  be- 
longs to  the  donor,  and  only  the  benefits  paid  from  it  can  be  taxed  by  the  federal 
government  at  rates  applicable  when  disbursed.  The  new  Sec.  221  provides  that 
for  a  man  and  wife  a  joint  IRA  may  be  established  permitting  exempt  contribu- 
tions up  to  $2,000. 

It  is  easy  to  establish  one's  own  Individual  Retirement  Account :  savings  and 
loan  associations,  trust  companies,  and  commercial  banks  everywhere  are  pre- 
pared to  handle  and  insure  them.  When  such  a  fund  is  established,  the  employee 
himself  can  make  payments  into  it ;  or  tlie  employer,  when  so  instructed,  can  do 
so  in  the  same  manner  as  he  withholds  and  transfers  social  security  and  income- 
tax  payments  into  government  accounts. 

We  believe  that  during  the  next  few  years,  millions  will  alter  their  status  from 
wage  or  salaried  personnel  into  that  of  self-employed  sub-contractors  so  that 
neither  SS  contributions  nor  income  taxes  will  be  deducted  from  their  pay  and 
so  that  they  can  make  much  larger  tax-free  investments  in  their  own  retirement 
trusts.  Some  employers  will  place  tlieir  entire  staffs  in  this  category.  So  many 
may.  in  fact,  develop  their  own  expanded  retirement  trusts  that  the  demise  of 
the  SS  system  can  occur  sooner  than  has  been  considered  possible  and  with  far 
less  economic  disruption  than  could  have  been  foreseen  even  during  the  late 
1960"s. 

IX.    THE   UNIVERSAL    TRUST   PLAX 

'■  All  the  above-described  plans  are  moves  in  the  right  direction  and  indicate  that 
in  due  course  the  retirement  plan  which  we  advocate  will  have  to  be  accepted, 
A  first  step  must  be  to  permit  any  person,  especially  from  among  the  self-em- 
ployed, who  so  desires,  to  withdraw  from  social  security  on  condition  that  he 
establish  and  maintain  his  owm  mandatory  trust  fund  until  maturity.  The  next 
step  would  tlien  lie  to  permit  any  person  with  an  adequate  private  pension  plan 
to  do  the  same.  The  ultimate  step  would  be  the  termination  of  SS  entirely,  in 
favor  of  a  Universal  Trust  Plan,  which  we  have  advocated  for  many  years,  and 
which  we  consider  inevitable  because  no  other  can  ever  be  just  or  equitable. 
The  following  illustrates  its  extraordinary  advantages  : 

BUILDING  AN  ESTATE  UNDER  THE  UNIVERSAL  TRUST  PLAN 
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No  one  need  be  amazed  at  thhe  foregoing  figures :  they  simply  illustrate  the 
fantastic  power  of  compound  interest.  It  can  be  shown  tliat  one  copper  penny 
invested  at  compound  interest  of  5  percent  at  the  beginning  of  the  Christian  era 
would  now  comprise  a  value  equal  to  a  ball  of  gold — at  $35.00  an  ounce — larger 
than  the  planet  earth.  The  IJTP  would,  in  effect,  transform  virtually  the  entire 
population  into  money-lenders  and  thus  reduce  banks  and  trust  companies  into 
fiscal  managers  for  their  benefit  at  a  reasonable  brokerage  fee  for  the  service. 
In  other  words,  should  the  banks  and  savings  and  loan  associations  lend  at 
G  percent,  they  would  perhaps  pay  their  depositors  5  percent. 
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A  person  who  contributes  only  $75  a  month  or  $900  a  year  for  30  years  would 
create  an  estate  of  $93,660  under  an  interest  rate  of  7.5  percent;  in  40,  one  of 
.$172,464.  However,  should  the  monthly  contributions  be  increased  to  $125,  or 
$1,500  a  year,  this  would  create  a  trust  of  $114,593  in  25  years  and  one  of  $287,440 
in  40.  A  man  going  to  work  at  22  and  retiring  at  63  could  tlierefore  have  an 
inviolable  trust  of  about  $300,000.  Of  course,  the  annuitant  could  retire  at  59Y2 
or  he  could  continue  to  build  his  trust  until  703>2  ;  or  Congress  could  set  other 
age  limitations. 

We  should  note  that  only  half  or  less  of  the  sums  shown  under  "Amoimt  Paid 
In"  are  invested  during  the  entire  periods  indicated,  since  the  corpus  grows 
each  month,  usually  with  increasing  payments  from  year  to  year.  Thus  $9,000 
at  5  percent  produces  a  total  of  $30,882  in  20  years  and  $18,000  ci-eates  a  trust 
of  $11^.309  in  40.  At  7.5  percent,  the  amounts  are  $48,048  and  $172,464. 

We  do  not,  of  course,  know  what  interest  will  be  available  in  the  future  on 
such  cumulative  trusts :  but  we  estimate  the  return  between  5  percent  and  7.5 
percent.  An  investment  of  $75.00  a  month  at  6  percent  for  30  vears  will  create 
a  trust  of  about  $78,000;  one  of  $1,500  for  40  years,  about  $238,000. 

Millions  of  retirees  would  thus  become  affluent  without  taking  so  much  as 
one  thin  dime  from  tlie  working  and  producing  generations.  We  believe  that 
many  would  cease  work  at  tlie  age  of  50  of  even  earlier,  and  thus  provide  job 
openings  for  younger  people.  Others  would  continue  to  make  their  social  and 
economic  contributions  until  well  into  their  70's. 

MONTHLY  ANNUITIES  AT  RETIREMENT 

By  taking  the  By  exhausting  the  fund 

interest  only  at  6  percent 


Trust  size  At  5  percent   At  7.5  percent  Inl5yrs  In  20  yrs 

$20,000. $83.00  $125.00  $128.78  $143.29 

$40,000 208.33  312.C0  337.56  286.58 

$100,000 416.66  625.00  843.90  716.45 

$200,000 833.38  1,250.00  1,687.80  1,432.90 

$500,000 2,083.61  3,125.00  4,216.50  3,582.25 

TOTAL  BENEFITS  FROM  ANNUITIES 

Total  to  be  received  (with  interest 
at  6  percent) 

From  a  40-yr 

From  trust  totalling  investment  in  15  yrs  In  20  yrs 

$20,000 $6,277.40  $30,380.40  $34,389.60 

$40,000 12,594.80  60,760.00  68,779.20 

$100,000 31,487.00  151,502.00  171,948.00 

$200,000 62,974.00  303,804.00  343,896.00 

$500,000 157,435.00  759,610.00  859,740.00 

Trusts  could,  of  course,  be  of  any  size  from  a  few  thousand  to  more  than  $1 
million.  The  benericiary  might  choose  to  exhaust  his  corpus  during  a  period  of 
years,  or  during  his  expectancy,  in  which  case  the  payments  would  be  governed 
by  actuarial  computations.  At  7.5  percent,  a  trust  of  $100,000  would  provide 
monthly  payments  of  $625  without  reducing  the  corpus ;  with  $200,000,  which 
could  be  created  in  40  years  with  monthly  payments  of  $125,  he  could  draw 
$1,687.80  every  month  for  life:  even  at  5  percent,  he  would  receive  "$833.33  with- 
out touching  the  principal.  At  6  percent,  he  would  receive  $12,000  a  year  and 
still  leave  the  $200,000  to  his  heirs  or  charity. 

All  trirsts,  of  course,  would  begin  with  small  amounts  and  grow  until  death 
or  retirement.  With  75  million  trusts  averaging  $50,000  when  the  system  we 
advocate  is  fully  operative,  they  would  total  $3.75  trillion,  which  would  be 
invested  in  homes,  shopping  centers,  schools,  factories,  land,  office  buildings, 
churche.s — ^in  fact,  every  conceivable  asset  serving  the  community  individually 
or  collectively. 

In  1974,  19. ,3.39.200  retired  workers  and  dependents  received  pavments  totaling 
$34,649,800,000  ;  in  addition,  there  were  7,209,500  survivors  and  3,690,100  disabled 
persons,  for  whom  an  additional  $19,371,900,000  was  disbursed,  making  a  grand 
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total  of  $54,021,400,000,  with  benefits  averaging  "$186.74  a  month  (1975  SA 
p.  290).  Under  the  UTF.  with  $3.75  trillion  drawing  interest  at  6  percent.  $225 
billion  would  be  available  for  distribution  to  28  million  beneficiaries  without 
;any  cost  to  the  taxpayers  or  for  administration.  Since  such  payments  would  then 
average  $675  a  month,  they  would  approximate  four  times  the  present  SS  bene- 
fits. However,  if  we  compute  the.se  for  retirees  alone,  they  would  average  about 
^1,000.  And  what  is  at  least  e^iually  important — in  fact  of  crucial  significance — 
thi.s  system  would  be  fully  funded,  vested,  solvent,  and  inviolable;  and  it  would 
not  c<jst  the  government  or  the  younger  generation  anything. 

The  only  requirement  under  the  UTF  would  be  that  everyone  receiving  any 
kind  of  income,  earned  or  unearned,  participate:  otherwise,  human  nature  being 
what  it  is,  the  majority  would  spend  everything  and  have  nothing  left  for  later 
years.  Under  the  UTP,  no  one  would  contribute  less  than  5  percent  or  $500,  or 
more  than  15  percent  or  $7,500.  Everyone  would  continue  to  do  so  until  a  certain 
age,  i>erhaps  50,  55,  or  60 ;  after  which  they  could  decide  to  exhaust  their  benefits 
duiiug  life-expectancy  or  take  smaller  sums,  leaving  a  portion  or  all  of  the  trust 
corpus  for  other  disposition  after  death. 

X.    ADVANTAGES   OF   THE   UNIVERSAL   TRUST  PLAN 

1.  It  could  and  would  put  an  end  to  fractional  reserve  banking,  since  qualifying 
banks  and  trust  companies  would  acquire  100  percent  reserves  for  all  loans. 
The  amount  of  interest  paid  by  borrowers  in  the  nation  would  not  be  increased  : 
the  only  difference  would  be  that  this  money  would  be  paid  to  worker-slaves 
instead  of  to  banks  for  credit  created  out  of  nothing  on  their  books.  Banks  would 
no  longer  create  such  credit  on  the  basis  of  government  bonds  in  ratios  deter- 
minetl  by  the  Federal  Reserve  Board  of  Governors.  At  present,  in  a  swindle  that 
almost  defies  comprehension,  banks  obtain  federal  bonds  for  nothing,  collect 
heavy  interest  on  them  from  the  taxpayers,  and  then  use  them  to  create  loans 
or  check-depo.sits  up  to  10  times  the  value  of  the  bonds,  on  all  of  which  heavy 
interest  is  extorted,  even  when  guaranteed  by  solid  collateral.  Under  the  UTl', 
there  could  never  again  be  any  manipulation  of  credit  or  currency ;  and  never 
again  could  there  be  inflation,  deflation,  panics,  or  depressions. 

2.  Tlie  SS  system,  which  now  has  about  55.000  employees  and  cast,s  about  "$2 
billion  for  administration  alone,  would  be  abolished ;  everything  that  it  now 
does  and  much  more  would  be  performed  gladly  and  expertly  by  private  financial 
institutions  without  cost  to  depositors  or  recipients  of  pension  or  annuity 
payments. 

o.  The  UTP  would  remove  the  federal  bureaucracy  forever  from  an  activity 
in  which  it  should  never  have  been  involved. 

4.  The  UTP  will  provide  ample  funds  at  reasonable  cost  for  every  conceivable 
type  of  sound  investment,  and  so  insure  the  constant  growth  and  secure  expan- 
sion in  every  phase  of  our  economy. 

'5.  Along  with  the  termination  of  the  present  SS  system,  the  federal  income 
tax  must  also  be  abolished.  These  two  steps  alone  will  reduce  the  federal  bureauc- 
racy by  some  135,000  and  its  cost  by  approximately  $4  billion.  Furthermore,  the 
savings  to  the  taxpayers  because  they  will  no  longer  have  to  pay  the  cost  of 
making  income-tax  returns  and  fighting  the  IRS  may  be  an  additional  $3  or 
$4  billion. 

6.  It  should  be  emphasized  that  the  UTP  will  contain  provisions  by  which 
retirees  can  take  much  better  care  of  dependents  and  survivors  than  is  the  case 
undei-  present  SS.  Anyone  who  builds  an  estate  of  $200,000  and  can  thus  draw 
up  to  $1,500  a  month  without  even  touching  the  principal  can  certainly  provide 
the  best  of  care  for  survivors.  Furthermore,  since  most  of  those  who  suffer  dis- 
ability will  already  have  created  trusts  of  considerable  size,  they  also  will  have 
enough  to  care  for  their  own  needs. 

Of  course,  as  is  now — and  always  has  been — the  case,  there  will  be  some  who 
have  neither  assets  nor  income ;  and.  such  individuals  will  have  to  be  cared  for 
by  private  or  public  charity, 

7.  At  present,  the  greatest  tragedy  that  could  befall  the  SS  system  or  its 
contri))Utors  would  be  an  average  increased  longevity  of  10  or  12  years.  It  is  well 
knov.ii  to  the  actuarial  profession  that  should  a  cure  be  found  for  cancer  and 
should  the  incidence  of  heart  failure  be  drastically  reduced,  the  burden  upon  SS 
would  become  simply  intolerable  and  insupportable.  Under  the  UTP,  the  general 
liealth  and  lengthening  lives  of  retirees  would  be  among  the  greatest  blessings ; 
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for  their  retirement  would  cost  neither  the  Government  nor  the  younger  genera- 
tions anything :  on  the  contrary,  the  contributions  and  the  consumer  market  sup- 
plied by  older  people  would  be  of  incalculable  benefit  to  the  economy  and  to 
society.  Thus,  with  Browning,  we  could  declare  joyfully  that  "the  best  is  yet  to  be, 
the  last  of  life,  for  which  the  first  was  made." 

8.  Most  of  all,  the  UTP  will  create  a  total  different  society,  one  consisting  of 
tens  of  millions  of  free,  self-reliant  individuals,  secure  in  their  economic  and 
political  lives. 

XI.    THE    TRANSFER    FROM    SS    TO   THE   UTP 

We  can  suggest  two  methods  by  which  the  transfer  from  the  present  system  to 
UTP  could  be  accomplished  : 

1.  At  its  inauguration,  every  person  under  50  could  transfer  without  loss  of 
retirement  benefits  to  UTP.  Those  over  that  age  would  continue  to  pay  into  SS 
and,  upon  retirement,  receive  benefits  from  it,  but  none  from  the  UTP.  Or 

2.  The  SS  system  could  be  abolished  at  once,  and  every  i>erson  with  an  income 
could  transfer  to  the  UTP  simultaneously. 

In  either  case,  revenues  would  have  to  be  generated  for  a  few  years  to  meet  the 
obligations  to  those  already  on,  or  newcomers  to,  SS  retirement.  As  the  UTP 
progresses,  the  need  for  such  revenue  will  decline  and  eventually  disappear. 

XII.    FINANCING    THE    TRANSFEB 

Should  SS  be  terminated  summarily,  additional  revenues  of  more  than  .^80 
billion  would  initially  be  necessary ;  however,  as  UTP  retirees  begin  to  appear, 
this  sum  will  be  reduced ;  and,  in  10  or  15  years,  those  retiring  under  the  new 
system  would  predominate.  Since  the  Department  of  Health,  Education,  and  Wel- 
fare is  spending  more  than  .$140  billion  in  fiscal  1977,  how  can  we  doubt  that  the 
Federal  Government  will  not  be  able  to  meet  its  obligations? 

In  the  meantime,  to  help  meet  the  debt  to  retirees,  the  Government  could  obtain 
income  from  a  number  of  sources  during  a  transition  period  which  would  continue 
for  perhaps  20  or  25  years. 

1.  Until  the  majority  of  SS  retirees  pass  away,  the  Government  could  mandate 
a  portion  of  the  interest  paid  on  UTP  funds  for  the  purpose  of  meeting  former 
commitments.  Since,  in  10  years,  the  trusts  would  total  about  $1  trillion  and  in 
20  years  about  .$3  trillion,  they  could,  in  this  manner,  produce  revenues  rising  from 
$10  to  $30  billion  a  year. 

2.  Since  in  due  course  there  would  be  millions  of  trusts  averaging  perhaps 
$50,000,  the  Government  could  obtain  considerable  revenue  by  imposing  a  25  per- 
cent estate  tax  on  them  during  the  transition  period.  Since  this  would  reduce  only 
fractionally  the  money  going  to  heirs  who  had  contributed  nothing  anyway,  they 
would  not  be  subject  to  any  actual  loss. 

3.  Simply  by  eliminating  1  million  Federal  bureaucrats  together  with  the 
unconstitutional  jorograms  they  administer,  the  budget  could  be  reduced  by  at 
least  $30  billion,  even  if  this  pruning  were  limited  to  programs  and  activitieis 
which  did  not  exist  before  1962. 

4.  By  eliminating  the  unnecessary  or  actually  harmful  paperwork  which  has 
been  foisted  upon  American  business,  the  Federal  budget  could  be  reduced  by 
about  $20  billion  and  the  cost  of  operating  business  could  be  reduced  by  about  the 
same  amount. 

5.  By  leasing  or  selling  oil  shale  lands,  the  Government  could  obtain  enough 
money  to  finance  the  transfer  from  the  present  SS  system  to  tlie  UTP  for  several 
years. 

6.  By  selling  its  power  grid  and  other  installations  which  comi>ete  with  the 
private  industries  of  the  Nation,  the  Government  could  realize  at  least  $50  or  $60 
billion  and  the  States  could  collect  about  $3  billion  annually  in  real  estate  taxes. 

7.  By  terminating  the  present  SS  program  and  abolishing  the  Federal  income 
tax,  the  increased  spending  power  of  American  citizens  would  be  so  great  that  the 
revenues  from  a  general  transactions  tax  of  5  percent  would  equal  or  surpass 
those  now  obtained  from  corporation  and  personal  income  taxation  combined. 

8.  By  selling  a  portion  of  the  760,532,000  acres  owned  by  the  Federal  Govern- 
ment— comprising  33.5  percent  of  the  Nation's  land  area — including  some  of  the 
most  valuable  forests  and  mineral  reserves,  it  could  realize  enough  to  meet  all  SS 
obligations ;  and,  in  private  hands,  this  wealth  could  be  placed  under  local  real- 
estate  taxation. 
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9.  If  the  post  office  were  sold  to  a  private  corporation,  the  Government  could 
realize  about  $2  lullion,  escape  annual  multibillion-dollar  deficits,  and  enable  the 
States  to  obtain  a  new  and  important  source  of  real-estate  revenue.  If  this  and 
other  Federal  assets  were  sold  to  private  enterprise,  the  local  governments  would 
have  a  source  of  revenue  exceeding  what  they  now  receive  under  the  revenue 
sharing  program,  and  the  Federal  Government  would  be  saving  another  $10  or 
$15  billion  a  year. 

10.  If  the  Federal  social  security  and  income  taxes  were  abolished,  the  cost  of 
oi^erating  the  Federal  Government — even  at  the  present  bloated  levels — could  be 
reduced  by  at  least  $80  billion,  because  then  tlie  goods  and  services  which  now 
cost  $250  billion  could  be  had  for  about  $170  billion. 

XIII.    CARING    FOR    THE    UNINSURED 

As  now  and  always  in  the  past  and  the  future,  the  poor  will  forever  be  with  us, 
for  there  is  no  way  to  prevent  all  unfortunate  situations  for  which  no  one  is  to 
lilame,  or  to  force  all  the  improvident  to  care  for  themselves.  There  will  ever  ))e 
those  who  deserve  support  but  for  whom  there  is  no  special  funding.  However, 
not  even  in  the  most  savage  societies  or  under  the  direct  circumstances  have  these 
been  without  minimal  food  and  shelter.  They  will  certainly  receive  care  in  the 
United  States,  which  is  the  most  generous  Nation  in  history.  And  we  believe  that 
these  marginal  individuals  should  be  the  responsilulity  of  the  States,  which  can 
administer  welfare  much  more  economically  and  efficiently  than  the  Federal 
Government. 

In  the  meantime,  it  is  ridiculous  and  destructive  in  the  extreme  to  permit 
millions  of  able-bodied  persons  who  refuse  to  work  to  live  comfortably  in  rotting 
and  corrosive  idleness  at  the  expense  of  those  who  not  only  support  themselves 
but  also  pay  the  taxes  which  support  the  parasites. 

XIV.    THE    GREAT    SOCIO-ECONOJIIC    REVOLUTION 

In  summation,  we  declare  that  the  benefits  which  would  accrue  under  the  UTP 
would  be  startling  and  universal.  When  all  who  earn  money  place  a  sufficient  tax- 
free  portion  thereof  into  such  a  tmst,  they  will  be  building  substantial  estates 
dedicated  inalienaVdy  to  their  own  future  use  and  benefit.  We  would  then  have 
true  equity,  for  it  would  give  to  all  according  to  their  contril)utions.  Finally,  it 
would  abolish  the  need  for  mas'^ive  relief  and  welfare.  It  would,  instead,  guar- 
antee a  large  and  constant  source  of  easily  collectable  revenue  for  the  Treasury. 

In  addition  to  restoring  individual  freedom  and  constitutional  Government, 
our  proposal  for  replacing  the  Federal  income  tax  and  the  SS  system  would  create 
unprecedented  prosperity.  Since  $160  billion  of  income  and  $80  billion  of  SS  taxes 
actuallv  cost  the  people  at  least  $600  billion,  their  replacement  with  noninflation- 
ary  taxes  would  leave  nearly  $400  billion  of  additional  spending  power  in  the 
hands  of  the  people  who  would  use  it  to  build  homes,  purchase  autos,  clothing, 
household  appliances  and  furnishings,  supply  additional  comforts,  enjoy  more 
travel,  obtain  educational  and  artistic  advantages,  and,  all  in  all,  provide  the 
good  life  that  American  ingenuity  and  industry  are  now  yearning  to  create 
and  provide.  All  we  need  is  the  removal  of  the  dead  hand  of  Federal  bureaucracy 
from  our  cultural  and  economic  life. 

To  anvone  who  may  object  that  the  amount  of  interest  paid  into  trusts  will  be 
a  heavy"  burden  upon  producers,  we  reply  and  again  emphasize  that  there  will 
certainlv  be  no  greater  burden  or  payments  in  the  form  of  interest :  The  difference 
will  be  that  those  who  will  pay  will  also  be  tliose  who  will  receive.  Actually,  more 
is  now  paid  in  tlie  form  of  interest  to  bankers  and  other  parasites  for  credit 
created  out  of  nothing. 

Under  our  plan,  we  would  have  tens  of  millions  of  comfortable  and  even  affluent 
people  instead  of  a  few  hundred  super  billionaires  who  use  their  unearned  reve- 
nues to  dominate  all  the  legislatures  of  the  western  nations,  who  have  reduced 
the  productive  members  of  society  to  tax-  and  interest-slavery,  and  who  use 
their  ill-gotten  wealth  to  own  and  rule  the  world. 

Thank  you  again  for  this  opportunity  to  appear  today  and  present  our  views. 

My.  Jacobs.  Thank  you.  Dr.  Larson,  for  your  testimony.  If  you  are 
to  remain,  we  will  allow  Dr.  Greenouo^h  to  testify ._ 
Dr.  Laksox.  Then  I  will  take  a  seat  here  and  wait. 
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Mr,  Jacobs.  Sit  right  where  you  are. 

Dr.  Larson.  All  right. 

Mr.  Jacobs.  Mr.  Greenoiigh,  would  you  identify  yourself  for  the  rec- 
ord and  your  formal  statement  will  be  included  in  the  record  without 
objection. 

STATEMENT  OE  WILLIAM  C.  GREENOUGH 

Mr.  Greenough.  I  am  Bill  Greenough,  an  economist  for  35  years  in 
the  pension  business.  I  have  recently  published  a  book  "Pension  Pro- 
grams and  Public  Policy,"  which  I  think  was  sent  by  the  Ford  Foun- 
dation to  your  subcomrnittee.  I  would  like  to  use  it  as  a  framework. 

I  am  also  head  of  TIAA  and  CREF.  I  won't  say  what  those  are,  but 
they  are  for  the  colleges.  Every  college  in  your  great  State  of  Indiana, 
which  also  is  mine,  is  in  this  program. 

Mr.  Jacobs.  It  has  to  be  great. 

Mr.  Greenough.  I  am  speaking  on  my  own  behalf.  Nobody  speaks 
on  behalf  of  500,000  college  professors. 

I  did  in  1950  work  verv  hard  with  Congress  and  others  to  get  social 
security  for  the  private  colleges,  and  then  in  1954  to  get  it  extended  to 
public  institutions  and  have  been  very  much  in  favor  of  it  right  straight 
through.  It  is  distressing  now  to  note  that  some  of  the  colleges  are 
talking  about  withdrawing  from  the  system.  These  are  mainly  public 
colleoes,  but  we  felt  it  is  so  serious  that  last  year  we  put  out  a  special 
bulletin  to  tell  them  that  this  does  not  make  sense,  but  it  came  so  close 
to  making  sense  for  the  individual  colleges  that  it  was  worrisome. 

So  let  me  first  say  that  after  all  this  afternoon  and  testimony,  we 
have  staked  out  each  of  the  two  flanks,  so  I  would  like  to  come  courage- 
ously charging  down  the  center. 

We  have  three  great  income  maintenance  systems,  and  this  mornmg 
in  testimony  there  was  a  fair  amount  of  fuzzing  up  the  inargins  be- 
tween those,  and  this  has  happened  in  the  courts,  and  this  has  hap- 
pened in  Congress,  so  let  me  quickly  define  those  three. 

First,  welfare  benefits.  The  needs  tested  benefits  such  as  SSI.  aid 
to  families  with  dependent  children,  food  stamps,  and  all  those,  dem- 
ocratic society's  minimum  support  level  that  it  considers  decent  for 
its  people  on  a  means  test. 

The  second  set  of  benefits  is  the  OASDI,  about  which  we  nre  testi- 
fying: specifically  today,  the  presumed  need  entitlements.  There  are 
social  transfers  in  it,  higher  benefits  for  larger  families,  larger  benefits 
at  the  lower  end  and  so  forth. 

There  are  also  wage  records  that  establish  the  tax  and  benefit  levels. 
They  are  related  to  each  other,  and  should,  as  I  will  suggest,  be  kept 
that  way. 

The  benefits  themselves  are  partially  related  to  individual  productiv- 
ity, partially  related  to  con gressionaf  social  judgments  as  to  how  much 
to  transfer  "from  present  workers  to  retired  and  other  dependent  peo- 
ple. It  is  based  on  equal  taxes  on  employers  and  employees.  These  are 
the  social  transfer  pajTuent  items  as  distinct  from  the  welfare  transfer 
payments. 

The  third  are  the  private  pensions  and  individual  savings,  about 
which  some  have  testified  todav— ownership  of  the  benefits  by  the 
particiimnts.  Benefits  are  directly  related  to  employer-employee  con- 
tributions instead  of  some  social  transfers. 
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They  are  financed  by  these  employer-employee  contributions,  and  in 
the  private  sector  there  are  no  congressional,  State  or  other  decisions 
regarding  social  transfers.  The  individual  gets  his  savings  for  hnnself 
that  he  has  set  aside  for  his  own  retirement  in  the  private  sector,  a 
system  of  individual  equity. 

'  Those  three  plans  work  well  together  if  the  lines  aren't  fuzzed  up 
between  them,  and  I  have  already  mentioned  in  recent  years  that  there 
have  been  increasing  demands  to  blur  the  lines. 

This  morning  we  heard  a  good  deal  of  discussion  about  the  work 
test,  to  the  effect  that  we  paid' for  the  benefit  and  we  ought  to  get  the 

benefits. 

Individual  equity  is  the  job  of  the  private  plans,  and  social  security 
is  the  program  of  the  Government.  If  we  try  to  make  them  compete 
with  each  other,  or  imitate  each  other,  we  will  destroy  the  system. 

I  think  this  has  really  been  an  extraordinary  system  for  40  years.  It 
has  gotten  tlie  acceptance  of  the  American  working  public,  the  retired 
public,  and  Congress.  It  really  has  been  extraordinary.  I  think  this 
relates  back  to  some  of  the  fundamental  principles  that  are  under 
question  now.  First,  it  is  a  national  scheme,  and  that  is  important.  This 
is  good,  and  no  one  says  get  rid  of  that.  Second,  it  is  nearly  universal 
in  coverage.  There  has" been  a  good  deal  of  testimony  about  bringing  m 
all  of  the  groups  that  are  out.  The  biggest  group  is  the  Federal  em- 
])loyees  and  some  State  employees,  and  I  hate  to  see  the  dissatisfac- 
tion starting  to  develop  that  says  public  employees  are  double  and 
triple  dipping,  including  the  gaining  of  windfall  benefits  under  social 

securitv. 

The  way  to  solve  that  is  to  bring  everybody  in,  and  liave  everybody 
a  participant  in  this  universal  compulsory  coverage  so  that  the  kind  of 
talk  now  going  on  doesn't  undermine  confidence. 

The  second  recommendation  would  be  on  the  retirement  test.  I  be- 
lieve Rei^resentative  Jacobs  asked  all  the  proper  and  appropriate  and 
]X)inted  questions  this  morning  on  the  retirement  test.  Social  security 
was  designed  as,  and  I  see  no  reason  to  drop  that,  an  earnings  replace- 
ment structure.  Those  who  are  too  old  or  infirm  to  work  drop  out  of 
the  1  abor  force  and  get  their  social  security  l^enefits. 

The  retirement  test,  the  earnings  test,  is  used  to  indicate  when  that 
withdrawal  from  the  labor  force  has  occurred,  but  the  controversy  con- 
tinues. It  is  often  said,  "I  paid  for  the  benefits,"  although  they  did  not, 
as  vou  noted  in  asking  vour  question. 

The  risk  of  continuing  to  work  voluntarily— this  isn't  compulsory- 
continuing  to  work  at  well  above  the  social  security  limit,  is  not  covered 
in  setting  the  costs  for  those  benefits.  If  it  were,  it  would  be  another 
$4  billion  or  0.5  percent  of  wages  of  the  workers  to  shift  to  retired 
workers. 

Social  security  is  not  designed  to  transfer  from  younger  workers  to 
older  workers,  just  to  the  old  who  retire.  There  was  no  idea  originally 
to  set  up  a  system  where  a  young  family  trying  to  buy  a  house  and 
have  a  family  and  all  the  rest  of  it  would  transfer  a  large  amount  of 
money  to  people  who  were  aged  65,  who  continued  to  work,  and  had  a 
sudden  big  jump  in  earnings  at  65.  That  wasn't  what  the  younger 
people  were  sujiposed  to  be  doing  in  social  security. 
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So  the  retirement  test  seeks  a  fairness  in  society.  It  says  that  the 
youn^  worker  does  not  have  to  transfer  to  the  older  worker,  but  should 
transfer  somewhat  more  money  to  the  older  retiree  who  is  in  need. 

Third,  there  is  a  sharing  of  costs.  This  is  another  basic  principle 
under  fire.  It  has  worked  well.  The  sharing  of  employer  and  employee 
costs  on  the  same  portion  of  salary  on  which  the  benefits  are  figured 
leads  to  the  establishment  of  a  social  contract  between  generations,  an 
entitlement,  and  it  is  very  important  psychologically.  It  happens  to 
be  very  important  fiscally,  and  it  works  well  in  financing  the  system. 

So  labor,  business,  and  the  financial  world  and  Government  have 
agreed  during  various  periods  of  social  security  history  on  that  sys- 
tem. I  would  say  that  we  should  keep  it  to  distingiush  it  from  welfare 
and  to  keep  the  citizens'  support. 

Specifically,  the  proposed  plan  to  im])ose  employers'  taxes  on  sal- 
ary above  the  earnings  base  discards  that  psychological  imderpinning. 

Now,  quickly,  on  general  revenue  financing.  There  is  a  view  that 
the  Federal  Government  should  put  up  about  a  third  of  the  cost  of 
social  security,  employers  about  a  third,  and  employees  about  a  third. 
The  Federal  Government  is  already  financing  a  vast  set  of  benefits,  as 
we  know.  Sometimes  we  put  it  in  a  vacuum  when  we  talk  about  only 
the  social  security  system;  $55  billion  of  transfer  payments  financed, 
and  which  can  only  be  financed  by  the  Federal  Government,  include 
such  things  as  SSI,  the  medicaid,  food  stamps,  the  varieties  of  assist- 
aiice  plans  based  on  the  needs  test.  Those  are  supported  by  the  Federal 
Government  and  add  up  to  well  over  a  third  of  the  total  cost.  That  is 
where  the  Government's  great  contribution  can  be  made. 

So  let  us  keep  social  securitv  on  a  basis  of  equally  shared  employer- 
employee  contributions,  benefits  and  taxes  on  the  same  amount,  and 
let  the  Federal  Government  handle  the  free  welfare  remedies. 

I  think  most  all  aofree  on  that.  Here  is  something  that  you  mav  not 
buv.  but  we  should  have  started  out  this  way.  We  really  should  have. 

For  40  years  it  hasn't  made  sense.  What  we  are  doing  is  to  tax  em- 
ployee contributions  to  social  security  and  private  pension  plans  at  a 
time  when  the  employee  doesn't  get  those  contributions,  and  then  when 
he  does  get  them  in  the  form  of  benefits,  we  don't  tax  them.  This  is 
backward.  That  is,  we  apply  a  tax  when  benefits  are  not  received — that 
is,  the  income  tax  on  employee  social  security  contributions — and  we 
don't  tax  the  benefits  when  they  are  received.  This  is  backward.  It 
means  that  the  load  on  the  younff  worker  with  a  low  salary — he  pays 
a  tax  to  transfer  the  benefits  to  the  elderly,  quite  properly — but  then 
he  is  taxed  on  that  tax. 

We  must  phase  in  a  system  whereby  you  tax  none  of  the  contribu- 
tions to  social  security,  whether  by  employer  or  employee,  or  of  private 
plans,  whether  bv  emplover  or  emplovee,  and  put  all  the  benefits  in  tax- 
able income.  This  would  have  the  advantage  of  being  a  more  progres- 
sive rate  of  tax,  and  is  more  consistent,  because  on  the  benefits.  I  see  you 
are  nodding  in  agreement,  so  I  see  you  catch  it  quickly. 

Retirement  age.  This  is  a  very  important  recommendation,  and  I 
think  it  is  significant.  I  would  slowly  raise  all  the  social  security 
retirement  eligibility  ages.  In  1983,  which  cfives  some  warning.  I  would 
suggest  changing  the  earliest  age  for  eligibility  to  63  from  the  present 
62. 
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I  would  change  the  65  to  66  and  the  72  to  73.  Five  years  later,  1988, 
I  would  change  them  to  64  and  74  and  then  to  65,  68  and  75.  You 
recognize  how  much  current  thinking  this  fits  into,  both  with  respect 
to  financing  social  security  and  keeping  productive  people  in  the  labor 
force  longer;  65  has  been  a  good  general-purpose  retirement  age,  but 
it  is  obsolete.  Retirement  pensions  will  move  their  retirement  ages 
away  the  moment  social  security  starts  moving  away. 

I  think  there  is  no  question  about  that.  It  doesn't  even  have  to  be 
mandated.  It  will  happen. 

So,  in  conclusion,  I  suggest  we  clarify  the  objectives  of  the  three 
great  income  maintenance  systems  and  stick  to  them.  For  the  welfare 
benefits,  concentrating  all  the  benefits,  Government  financed,  to  pro- 
tect the  crucial  elements  of  our  society,  the  disadvantaged. 

Two,  the  social  security  income  transfer  system  is  a^  powerful,  in- 
tergenerational,  accepted  system.  It  is  very  good.  Don't  try  to  make 
it  do  the  job  of  welfare,  and  don't  make  it  try  to  do  the  job  of  private 
insurance. 

Third,  private  pensions  and  insurance.  Keep  them  on  an  individual 
equity  basis,  and  don't  ti-y  to  make  them  imitate  social  security.  This 
kind  of  a  fairness  will  help  the  problem  of  the  fairness  to  the  "trans- 
ferred from"  as  well  as  to  the  "transferred  to." 

My  gray  hair  suggests  I  am  about  to  enter  the  "transferred  to" 
group.  Why  I  talk  this  way,  I  do  not  know,  but  I  think  the  long-range 
fairness  in  our  society,  and  the  general  acceptance  and  confidence  of 
social  security  in  the  general  public  is  so  important  to  our  elderly 
people  and  those  who  are  going  to  be  in  the  future  that  we  should  do 
these  kinds  of  things. 

Thank  you,  sir. 

[The  prepared  statement  follows :] 

Statement  of  Williaji  C.  Greexough,  Chairman,  Teachers  Insurance  and 
Annuity  Association  and  College  Retirement  Equities  Fund,  New  York,  N.l. 

SOCIAL   SECUKITT,   A  GOOD   SYSTEM,    WITH    SERIOUS   BUT   SOLVABLE  PROBLEMS 

Mr.  Chairman,  my  name  is  William  C.  Greenough,  and  I  am  Chairman  of  Teach- 
ers Insurance  and  Annuity  Association  (TIAA)  and  College  Retirement  Equities 
Fund  (CREF).  I  wish  to  speak  today  in  my  capacity  as  an  economist  and  from 
the  vantage  point  of  a  third  of  a  century  of  experience  in  working  with  private 
plans  and  with  the  Social  Security  program. 

I  have  with  me  a  prepared  statement,  but  rather  than  reading  it  to  the  Sub- 
committee, I  would  like  to  request  the  Chairman's  permission  to  place  it  in  the 
printed  record. 

TIAA  and  CREF  provide  retirement  benefits  for  faculty  and  other  staft  mem- 
bers of  public  and  private  colleges  and  universities,  independent  schools,  and 
certain  other  nonprofit  and  tax-exempt  educational  and  scientific  institiitions 
These  retirement  benefits  are  completely  portable,  fully  vested,  and  fully  funded 
for  half  a  million  participants.  Over  .-^.OOO  educational  institutions  have  one  or 
more  TIAA  benefit  programs.  In  addition  to  pensions,  these  benefits  include 
individual  and  group  life  insurance,  major  medical  expense  insurance,  and  long- 
term  disability  insurance  plans.  .  . 

I  played  a  part  in  helping  to  get  the  extension  of  Social  Security  to  private 
and  public  colleges  and  universities  in  the  early  nineteen  fifties,  and  since  cover- 
age was  voluntary,  in  helping  them  decide  to  participate.  Not  until  the  over- 
reaching amendments  to  Social  Security  in  1972  was  there  any  real  question 
about  this  participation.  But  so  many  institutions  have  now  begun  to  question 
the  Social  Securitv  structure  that  TIAA-CREF  felt  it  necessary  to  publish 
last  year  a  special  Bulletin  to  the  college  as  to  why  they  should  continue  to 
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participate.  This  is  just  another  indication  of  the  widespread  concern  about 
a  hitherto  superb  system  that  is  being  stretched  beyond  its  proper  place. 

In  my  testimony  I  would  like  first  to  distinguish  our  three  principal  income 
maintenance  systems  from  each  other  : 

1.  Welfare  benefits,  including  Supplemental  Security  Income  (SSI)  benefits, 
Aid  to  Families  with  Dependent  Children,  Food  Stamps,  and  the  many  other 
programs  where  eligibility  depends  partially  or  fully  on  needs  tests.  These  pro- 
grams represent  a  democratic  society's  decisions  as  to  minimum  standards  of 
support  that  should  be  provided  by  productive  sections  of  society  to  individuals 
and  families  that  do  not  have,  for  a  variety  of  reasons,  opportunities  to  earn 
a  living.  These  welfare  transfer  payments  are  financed  by  general  revenues. 

2.  Old-Age,  Survivors  and  Disability  benefits  based  on  earnings  histories  and 
"presumed  needs"  entitlements.  Consequently,  benefits  are  related  in  part  to 
productivity  and  in  part  to  social  judgments  made  by  Congress  as  to  proper 
amounts  to  transfer  from  working  members  of  society  to  the  retired,  disabled, 
and  survivors.  These  social  transfers,  or  generational  transfer  payments,  are 
financed  through  wage  taxes. 

3.  Private  and  public  employee  pension  plans  and  individual  savings.  Benefits 
are  directly  related  to  earnings  and  years  of  service  and  individual  savings, 
and  do  not  incorporate  social  and  Congressional  decisions  that  transfer  savings 
from  one  person  to  another.  This  is  an  individual  equity,  an  individual  savings 
arrangement,  and  should  not  be  called  on  for  social  transfers. 

In  my  testimony,  I  would  like  to  distinguish  these  three  great  income-support 
systems. 

In  recent  years  there  have  been  increasing  demands  to  blur  the  lines  between 
these  three  income  maintenance  systems.  There  is  pressure,  sometimes  success- 
ful, to  make  Social  Security  operate  like  private  insurance  under  the  argument 
that  "we  paid  for  the  benefit,"  whereas  the  law  did  not  provide  the  benefit  nor  a 
charge  for  it.  And  there  is  the  same  kind  of  pressure  to  make  private  and  public 
employer  pensions  and  savings  imitate  Social  Security  by  Congressional  or  court 
mandated  social  transfers  of  savings  from  one  person  to  another  under  the 
guise  of  "social  good."  Social  transfers  are  the  job  of  welfare  and  Social  Security  ; 
individual  equity  is  the  job  of  pension  plans,  and  an  effort  to  make  the  two 
imitate  each  other  can  only  end  in  excessive  expense  or  disaster. 

Expansion  of  social  security 

The  original  Social  Security  program  enacted  by  Congress  in  1935  was  designed 
to  help  prevent  economic  insecurity  caused  by  loss  of  earnings  in  retirement.  The 
program  was  almost  immediately  expmded  to  include  earnings-related  benefits 
for  survivors  of  deceased  workers  as  well.  Disability  benefits  were  added  in  19.54 
and  further  extended  in  1958.  Further  expansion  of  the  benefit  package  occurred 
in  1965  with  the  addition  of  Medicare.  In  1972  the  largest  benefit  changes  by  far 
were  enacted,  including  the  escalator  clause,  automatically  increasing  pension 
benefits  according  to  future  increases  in  the  cost  of  living. 

Not  surprisingly,  financing  this  expanding  program  has  required  increases 
in  both  the  tax  rate,  from  a  combined  employer/employee  level  of  2%  in  1937  to 
the  present  11.7%  rate,  and  in  the  earnings  base  against  which  the  tax  rate  is  ap- 
plied, increasing  from  $3,000  in  1937  to  the  level  for  1976  of  .$16,.500.  with  further 
automatic  increases  now  built  in.  In  terms  of  tax  dollars  paid,  this  represents  a 
32-fold  increase.  None  the  less,  the  level  of  benefit  payments  has  so  far  out- 
stripped available  revenues  that  the  present  administration  has  felt  it  nece.ssary 
to  propose  major  changes  in  the  method  of  financing  Social  Security  benefits. 

The  current  imbalance  between  income  and  payments  cannot  be  allowed  to  con- 
tinue. The  long  run  situation  is  serious  enough  that  we  should  not  dwell  exclu- 
sively on  the  recent  proposals  of  the  administration,  but  should  also  direct  our 
a*^tention  to  a  broader  look  at  the  Social  Security  program  as  it  is  presently 
structured.  In  doing  this  I  will  keep  in  mind  that  Social  Security  transfers 
income  from  one  group  of  citizens  to  another,  and  surely  the  interests  of  those 
who  pay  the  taxes  are  as  important  as  the  interests  of  those  who  receive  the 
benefits. 

Basic  principles  of  the  social  security  program 

Throughout  its  growth.  Social  Security  has  remained  close  to  a  basic  set  of 
principles.  The  system  continues  to  be  national,  compulsory,  portable,  and  con- 
tributory, with  benefits  paid  as  a  matter  of  right  and  coverage  almost  universal. 
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Associated  with  these  basic  principles  is  the  concept  of  a  wage-related  social 
equity  system — a  social  and  largely  intergenerational  transfer  system — which 
distinguishes  Social  Security  from  the  individual  equity  of  public  employee  re- 
tirement plans,  private  pension  plans,  and  private  savings.  In  such  time  as  I 
have.  I  will  discuss  some  of  these  principles  and  how  they  might  be  modified  to 
meet  changing  conditions  in  the  future. 

Universal  coreragc. — The  original  Social  Security  acts  in  1935  and  1930  left 
large  gaps  in  coverage  with  only  6  out  of  10  jobs  in  paid  employment  being  cov- 
ered. Early  on,  however,  it  became  clear  to  the  Congress  that  a  social  program  of 
this  kind,  in  which  current  workers  and  their  employers  jointly  contribute  to 
the  benefits  currently  being  received  by  old-age  and  survivor  beneficiaries, 
should  be  truly  inclusive  in  scope.  Today,  I  am  happy  to  say,  9  out  of  10  jobs 
in  paid  employment  are  covered.  Coverage  is  not  truly  universal,  however,  largely 
due  to  the  SY-2  million  workers  exempt  under  employments  with  federal,  state, 
and  local  governments.  This  gap  iu  coverage  and  in  the  shared  pooling  of  the 
contributions  to  pay  for  the  program  rai.ses  the  question  of  whether  any  paid 
employee  should  be  exempt  from  participation.  A  social  insurance  scheme  should 
be  universal,  since  as  a  tran.sfer  system  it  depends  on  a  flow  of  funds  from  the 
working  population.  The  1975  Advisory  Council  Report  estimated  that  extension 
of  compulsory  coverage  to  federal  civil  service  and  non-covered  state  and  local 
employees  could  result  in  a  reduction  of  taxes  of  about  0.25%  of  taxable  payroll 
for  OASDI  and  0.10%  for  the  hospital  insurance. 

Under  present  law,  public  and  certain  nonprofit  employers  do  not  have  to  join 
Social  Security,  and  can  drop  out  of  it  on  giving  proper  notice.  This  option  for 
withdrawal  on  the  part  of  certain  types  of  employers  is  potentially  costly  to  all 
others  covered  by  the  Social  Security  system.  Recently,  for  example,  we  have 
seen  figurevs  on  the  loss  of  revenues  to  OASDI  that  would  be  occasioned  by  the 
withdrawal  from  the  program  of  some  of  our  large  public  employee  groups,  most 
notably  New  York  City.  While  New  York  City  has  subsequently  rescinded  its 
notice  of  withdrawal,  the  incident  is  a  potent  reminder  that  our  Social  Security 
system  is  not  yet  truly  inclusive,  as  it  should  be.  In  the  interest  of  uniform 
coverage  and  the  long-term  financial  stability  of  Social  Security,  therefore,  I 
urge  that  ways  be  found  to  bring  all  federal  employees  and  those  state  and  local 
employees  not  now  under  Social  Security  into  the  system.  (Nearly  all  non-profit 
employees  are  in.)  I  also  urge  that  the  option  to  withdraw  from  participation 
be  eliminated. 

In  inaugurating  Social  Security  coverage  for  several  million  federal  and  state 
emiiloyees,  a  careful  phasing  in  will  be  necessary.  The  existing  pension  and  dis- 
ability coverage  of  the  federal  civil  service  retirement  system  and  the  various 
public  employee  plans  in  the  states  should  be  reviewed  and  revised  in  order  to 
properly  integrate  the  plans  with  Social  Security. 

Legislating  truly  universal  coverage  would  also  solve  a  problem  of  equity 
currently  plaguing  the  Social  Security  system,  one  touched  upon  by  President 
Carter  in  a  recent  press  conference.^  Presently,  for  example,  it  is  possible  for 
federal  employees  who  are  not  covered  under  Social  Security  in  their  regular 
employment  to  qualify  for  their  government  pension  (federal,  state  or  local 
plans)  and  then  to  enter  Social  Security  for  relatively  brief  periods  to  gain  the 
special  benefit  advantages  intended  for  low-income  people  that  result  from  the 
minimum  benefit  or  the  weighing  in  the  benefit  formula  calculation.  In  the 
present  formula  for  benefits  (and  probably  in  future  indexed  formulas),  bene- 
fits as  a  proportion  of  covered  earnings  decrease  as  earnings  increase.  Thus  rela- 
tively larger  benefits  accrue  to  workers  who  have  small  OASDI  earnings  records, 
regardless  of  whether  they  have  been  covered  by  Social  Security  for  many  years 
at  low  wages,  or  are  actually  higher  income  people  who  obtained  coverage 
through  carefully  calculated  participation  for  the  minimum  40-quarter  require- 
ment. Universal  coverage  woidd  remedy  this  situation. 

Rcplacemrnf  of  earnings. — Along  with  universal  coverage,  a  fundamental  tenet 
of  the  Social  Security  svstem  is  that  it  provides  partinl  replacement  of  earnings 
lost  due  to  retirement.  The  retirement  or  earnings  test  is  the  method  of  determin- 
ing whether  a  person  has  essentially  withdrawn  from  the  work  force  and  thu.s 
qualified  for  benefit  payments.  Some  earnings  are  permitted  without  loss  of 
Socinl  Securitv  benefits,  but  substantial  earnings  are  not.  If  a  beneficiary  under 
a^^e  72  onrns  more  than  the  exempt  amount   (in  1977,  $250  monthly  or  $3,000 


i  As  reporter!  in  the  New  York  Times,  June  14,  1977. 
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annually,  adjusted  with  rising  average  earnings  each  year),  benefits  are  withheld 
at  the  rate  of  $1  in  benefits  for  each  $2  in  earnings  above  that  amount ;  bene- 
ficiaries aged  72  or  older  are  exempt  from  the  retirement  test. 

The  retirement  test,  which  is  a  feature  of  social  insurance  programs  through- 
out the  world,  remains  controversial  in  the  United  States.  Social  Security  aims 
to  replace  earnings  when  they  are  no  longer  being  received,  and  in  determining 
the  cost  for  this,  the  "risk"  of  starting  payments  even  though  an  individual 
continues  full-time  woi-k  is  not  included.  That  is,  the  benefits  have  not  "been 
paid  for."  It  has  been  estimated  that  to  cover  this  "risk"  would  increase  the 
Social  Security  tax  by  about  0.5  percent  of  taxable  payroll,  or  about  .$4  billion  a 
year.  This  money  would  be  transferred  from  one  group  of  workers — including 
the  younger  and  lower-paid  workers — to  older  workers,  not  to  older  fully  retired 
people.  This  kind  of  a  transfer  was  never  contemplated  and  should  not  be  legis- 
lated. Younger  workers  also  have  a  right  to  be  treated  fairly  in  our  society. 

Equal  sharing  of  costs. — Another  basic  principle  underlying  our  Social  Security 
program  has  been  .iointly  contributory  financing.  From  the  beginning  it  was 
established  that  benefits  should  be  supported  by  equal  contributions  from  em- 
ployer and  employee  on  covered  wages  up  to  a  stated  limit.  Likewise,  the  benefit 
was  based  on  the  same  covered  wage  amount  taxed  on  behalf  of  each  individual. 
This  l>asic  approach  established  a  definite  relationship  between  covered  earn- 
ings, contributions  paid  in,  and  benefits  received.  The  result  of  this  approach  has 
been  a  Social  Security  program  that  is  easily  distinguishable  from  a  welfare  plan 
and  that  has  had  strong  citizen  support. 

I  believe  that  any  proposal  to  finance  benefits,  in  whole  or  in  part,  by  additional 
taxes  on  employers  alone  (or  from  general  revenues)  would  be  an  unwise  de- 
parture from  this  established  relationship.  Employers  in  labor-intensive  and 
service  industries  bear  a  heavier  direct  OASDI  tax  burden  than  employers  in 
more  automated  or  capital  intensive  areas.  The  proposed  increase  in  the  em- 
ployer tax  would  thus  lead  to  increased  costs  and  to  either  lower  relative  wages 
or  higher  prices  accompnnied  by  decreases  in  employment.  A  tax  on  earnings 
above  and  beyond  those  used  in  the  determination  of  benefits  would  do  violence  to 
the  principles  underlying  Social  Security  and  would  be  an  exjiedient  that  would 
not  serve  the  program  well  in  the  long  run.  It  would  not  solve  the  financial  prob- 
lems of  Social  Security,  and  it  would  in  fact  make  it  more  diflicult  to  maintain 
future  financial  stability,  since  it  would  encourage  public  employer  group  with- 
drawal and  would  open  the  door  to  unlimited  benefit  increases  unrelated  to  the 
payroll  tax  leveLs  of  the  program.  Such  a  welfare  system  approach  to  Social 
Security  would  soon  erode  public  confidence  in  it. 

General  revenue  financing. — President  Carter  has  included  in  his  legislative 
package  a  proposal  that,  under  certain  conditions,  the  Social  Security  program 
.should  be  supplemented  by  infusions  of  general  revenue  funds.  The  equal  sharing 
by  employer  and  employee  of  the  total  cost  of  an  earnings-related  Social  Security 
benefit  program  contributes  to  its  strength  and  stability.  For  all  the  reasons 
mentioned  above,  I  believe  it  would  be  unwise  to  support  Social  Security  from 
general  revenues. 

Already,  there  is  a  vast  set  of  benefits  solely  or  partially  financed  by  the  federal 
government.  These  are  first  among  our  income  maintenance  systems  as  outlined 
at  the  start  of  this  testimony.  They  include  different  programs  ranging  from  SSI 
to  Medicaid  to  food  stamps  to  Aid  to  Families  with  Dependent  Children.  All  of 
these  programs  cost  the  federal  government  about  .$5.t  billion  in  1976.^  Thus  the 
federal  government  is  already  spending  about  as  much  on  its  welfare  programs 
as  is  spent  on  the  regular  employer-employee  financed  OASDI  program.  The  needs 
tests  and  welfare  programs  can  only  be  financed  by  governments,  and  represent 
a  huge  involvement  by  such  governments  in  the  welfare  of  our  people.  The 
financing  power  of  governments  should  be  dedicated,  and  restricted  to  these 
needs. 

Decoupling 

I  believe  that  the  method  for  decoupling  proposed  by  the  Consultant  Panel  on 
Social  Security,  which  is  based  on  indexing  benefits  in  line  with  price  increases 
rather  than  rising  wages,  should  be  given  serious  consideration.^  Under  this 
method,  the  benefits  for  workers  retiring  in  future  years  would  be  automatically 
increased  to  keep  pace  with  inflation  at  a  considerably  lower  cost  than  under  a 


"  FlponOTnic  Report  of  thp  Presirlent.  .Tannary  1977.  p.  271. 

3TT.S.    Conffrpss,    Consultant    Panel    on    Soeial    Soonritv,    Uepnrf    to    the    Congressional 
Research  Service,  Joint  Committee  Print   (August  1976),  pp.  7-8. 
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wage-indexed  plan.  This  result  would  be  desirable  in  easing  future  financial  bur- 
dens of  the  system.  .„  ,  ,  T 
With  a  price-indexed  method  of  decoupling  in  place,  if  under  extreme  condi- 
tion«  it  should  prove  that  even  further  reductions  in  long-range  costs  were  neces- 
sary thought  might  be  given  to  providing  benefit  increases  at  the  rate  presently 
in  iise  in  Israel,  where  benefits  are  increased  by  70  percent  of  the  increase  m  the 
cost  of  living. 
Taxation  of  contriiutions  and  benefits 

It  is  important  to  recognize  that  the  Social  Security  tax  is  actually  a  transfer 
]>avment  largelv  from  low  and  middle  income  workers  to  retired  and  disabled 
people  and  survivors.  And  these  workers  are  taxed  on  that  transfer  from  them 
to  others.  Tliat  is,  they  pay  a  tax  of  nearly  6  percent  of  their  wage  base  earnings 
to  Social  Security,  and  they  have  to  include  that  6  percent  tax  that  they  pay  m 
their  taxable  earnings.  This  burden  could  be  relieved  by  a  change  in  the  income 
tax  law  Perhaps  the  simplest  means  of  change  would  be  to  permit  the  worker  to 
add  his  or  her  Social  Security  tax  to  the  existing  standard  deduction,  or  to 
itemize  the  tax  as  a  deduction,  whichever  is  appropriate. 

Congress  should  also  reconsider  a  parallel  step  in  the  direction  of  encourag- 
ing saving  for  old  age  through  private  and  public  employee  pension  plans  by 
enacting  legislation  to  make  employee  contributions  deductible.  This  would  ex- 
lend  the  same  tax  treatment  to  employee  contributions  under  pension  plans  as  is 
jilready  applied  to  employer  contributions.  This  system  of  taxation  is  in  effect  in 
Canada  where  employers  may  deduct  contributions  to  a  registered  pension  plan 
as  a  business  expense,  and  employees  may  deduct  from  their  taxable  income  any 
amount  up  to  S1.500  (right  in  principle,  but  too  small  in  amount)  annually  that 
is  withheld  by  an  employer  from  their  wages  or  salary  and  paid  into  a  pension 
plan.  Deferring  taxation  of  employee  contributions  could  ease  the  burden  of 
providing  for  retirement  security  and  encourage  the  development  of  contributory 
retirement  plans  where  there  are  presently  no  retirement  plans  at  all.  And  it 
would  encourage  establishment  of  plans  by  smaller  employers  who.  as  a  group,  are 
least  able  to  afford  noncontributory  plans  and  who  therefore  frequently  do  not 
offer  any  type  of  retirement  plan  coverage. 

If  neither  the  employee's  nor  the  employer's  Social  Security  contributions  are 
taxed  currently  as  income  to  the  employee,  as  I  have  suggested,  a  consistent  ap- 
proach to  taxation,  and  one  paralleling  the  taxation  of  private  retirement  an- 
nuities, would  be  to  subject  Social  Security  benefits  to  taxation  as  income  when 
received.  This  would  be  sound  social  policy  and  consistent  with  the  elimination 
of  the  "tax  on  tax"  currently  levied  on  workers  covered  by  OASDHI.  Income 
would  be  taxed  only  when  received — as  Social  Security  benefits.  Low-income 
T)eo?>le  in  retirement  would  have  no  actual  tax  to  pay,  but  people  whose  other 
income  during  retirement  was  substantial  would  pay  tax  on  their  Social  Security 
Vienefits  at  the  appropriate  marginal  rate.  Of  course,  such  changes  would  have 
to  be  phased  in  gradually  in  order  to  be  fair  to  those  who  for  so  many  years  have 
been  paying  on  tax  but  have  not  yet  received  the  tax-free  benefits. 

Supplemental  Security  Ivcome 

For  many  years  the  Social  Security  progrnm  has  provided  a  minimum  retire- 
ment benefit,  no  matter  what  an  individual's  covered  earnings  are.  This  is  a 
social  welfare  "presumed  need"  benefit  supported  by  employer-employee  wage 
taxes.  Now  a  more  appropriate,  better  and  broader  mechanism  is  in  place.  With 
the  Supplemental  Security  Income  program,  enacted  in  1972.  now  operating.  I 
believe  it  would  be  appropriate  to  eliminate  or  at  least  freeze  the  Social  Security 
minimum  benefit  and  expand  SSI  in  its  place.  Under  SSI,  which  is  administered 
by  Social  Security  and  totally  financed  by  general  revenues,  basic  benefit  levels, 
eligibility  conditions  and  means  tests  are  uniform  nationwide.  SSI  would  be  a 
more  efficient  vehicle  than  Social  Security  for  meeting  the  social  adequacy  goal 
incorporated  in  the  minimum  benefit  income  guarantee.  This  is  because  the  SSI 
means  test  ensures  that  funds  actually  go  to  those  with  demonstrable  need 
rather  than  to  those  who  through  a  second  .ioli  achieve  minimum  coverage  nec- 
essary to  qualify  for  OASDI  and  reap  a  windfall  supplement  to  their  fully 
sufficient  employer  pension. 

Rctirmcnt  Ages 

The  present  "normal"  retirement  age  of  the  Social  Security  program — age  fi.5 — 
is  the  result  of  historical  considerations  going  back  as  far  as  the  latter  part  of 
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the  19th  century  and  those  prevailing  in  the  midst  of  the  Great  Depression  of 
the  1930's.  There  is  nothing  basic,  or  magic,  about  age  65,  and  even  less  about  age 
62  as  the  age  for  first  eligibility  for  reduced  benefits.  But  there  are  very  large 
financial  and  social  implications  in  the  choice  of  those  ages.  I  believe  that  the 
retirement  eligibility  ages  for  Social  Security  should  slowly  be  raised  over 
coming  years.  I  realize  many  people  are  recommending  earlier  retirement  ages,  so 
let  me  explain  my  reasons. 

Age  65  has  been  a  useful,  general-purpose  retirement  age.  But  it  is  no  longer. 
This  is  especially  true  when  we  see  that  in  the  future,  with  a  normal  retirement 
age  of  65,  instead  of  ten  workers  for  every  three  retired  persons  now.  we  can 
expect  just  a  little  over  two  workers  for  each  retiree  in  the  year  2030.  Each  two 
•workers  will  have  to  support  one  retiree  through  transfer  payments.  This  means 
that  unless  revisions  are  made,  extraordinary  new  tax  increases  must  also  be 
made  if  present  income  and  outgo  are  to  be  kept  in  balance.  The  Advisory  Coun- 
cil on  Social  Security  in  1975  noted  the  favorable  financial  impact  that  would 
result  from  increasing  from  age  65  to  68  the  age  at  which  current  normal  lienefits 
are  first  payable.  It  suggests  that  one  way  to  accomplish  this  is  to  increase  the 
retirement  age  by  one  month  every  six  months  beginning  in  2005  and  ending  in 
2023.  If  adopted,  this  proposal  would  reduce  the  tax  rate  by  1.5  percentage  points 
in  the  period  2025-50.  Even  greater  savings  to  the  system  could  be  effected  l>y  be- 
ginning the  transition  to  age  68  normal  retirement  sooner  than  the  time  ialile 
proposed  by  the  Advisory  Council.  Since  the  Social  Security  system  started,  life 
expectancy  at  the  higher  ages  has  increased,  and  health  maintenance  and  care 
provisions  have  contributed  to  greater  life  expectancies  among  the  elderly.  In 
the  light  of  changing  mortality,  health,  and  social  and  economic  conditions,  as 
well  as  the  financial  needs  of  the  dynamic  Social  Security  program,  it  seems 
desirable  that  the  use  of  age  65  as  a  traditional  retirement  age  be  reexamined. 

I  therefore  propose  that  the  Social  Security  system's  normal  retirement  age 
gradually  be  raised,  so  that  we  are  ready  for  the  next  century,  and  so  that  the 
retirement  dates  of  the  baby  boom  generation  will  not  throw  an  impossible 
financial  burden  on  Social  Security  because  of  the  sudden  imbalance  in  our 
work  force  vis-a-vis  our  retired  population.  This  change  should  be  phased  in 
gradually.  To  be  specific,  I  suggest  that  legislation  now  provide  for  a  grndual 
increase  in  the  three  important  Social  Security  retirement  dates :  the  age  62 
earliest  date  for  eligibility  for  benefits,  the  age  65  normal  "full  benefits"  age, 
and  age  72  eligibility  for  full  benefits  regardless  of  outside  earnings.  With  the 
passage  of  each  five  years,  I  would  move  each  of  these  ages  up  one  year.  Thus,, 
in  19S3  (5  years  from  1978)  I  would  move  the  earliest  eligil)ility  age  for  reduced 
benefits  to  age  63,  the  normal  age  to  66,  and  the  full  benefits  without  earnings 
reduction  to  age  73.  Then  in  1988  I  would  .  .  .  you  know  the  rest.  I  would 
not  stop  the  process  until  ages  65.  68,  and  75  are  reached. 

Over  the  years,  a  very  large  number  of  corporate  compulsory  retirement  ages 
were  set  at  age  65.  Presumably  as  the  Social  Security  retirement  ages  are 
changed,  the  private  sector  may  wish  to  review  its  own  retirement  age  provisions. 

Conelusion 

My  first  suggestion  in  this  testimony  was  that  private  citizens,  legislatures, 
and  courts  must  clarify  their  thoughts,  actions  and  demands  with  respect  to 
our  three  great  forms  of  income  maintenance  : 

1.  Welfare,  or  needs-test  benefits,  that  support  the  "crushable"'  *  elements  of 
our  society  through  transfer  payments  from  general  revenues. 

2.  Social  Security  income  transfer  benefits  related  to  wage  taxes  paid  by  work- 
ers and  their  employers.  These  are  trixe  transfer  payments,  mostly  intergenera- 
tional,  and  should  not  be  analogized  to  private  pensions  and  insurance. 

3.  Private  and  public  employer  pensions,  annuities,  and  insurance,  the  indi- 
vidual and  employer-initiated  additional  savings  programs  where  individual 
equity  should  remain  inviolate  and  social  or  needs-test  transfers  should  not  be 
attempted. 

Social  Security  is  one  of  the  povrerful  mechanisms  available  to  provide  ade- 
quate incomes  for  the  elderly.  Through  almost  all  of  Social  Security's  40  years, 
all  the  effort  has  been  on  the  side  of  gi-eater  benefits  for  retired  and  disal>led 
people  and  survivors  of  deceased  workers.  This  was  accomplished  through  in- 
creasing the  transfer  payments  from  workers  to  retired  and  disabled  people 
and  survivors. 


*  Theodore  Roosevelt,  "Confession  of  Faith"  before  the  Progressive  Party,  1917. 
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But  the  facts  of  demography  and  of  vinderattention  to  the  needs  of  workers, 
are  leading  us  into  a  financial  abyss.  Now,  a  balance  must  be  struck  between 
the  needs  of  the  ti-anff erred  from  and  the  tranf--f erred  to.  I  myself  am  approach- 
ing the  ranks  of  the  "transferred  to."  Even  so,  several  of  the  above  recommenda- 
tions would  seem  to  be  against  my  own  self  interest,  and  those  of  people  retir- 
ing within  the  next  10  or  15  years  : 

1.  Higher  Social  Security  retirement  ages. 

2.  Continuation   of  equal   wage-related   contributions  for   employer   and 
employee,  without  general  revenue  funding. 

3.  Achieve  universal  coverage. 

4.  Continue  the  retirement  test. 

5.  Eliminate  taxation  as  income  of  employee  Social  Security  contributions. 

6.  Include  Social  Security  benefits  as  taxable  income. 

7.  Decouple. 

I  believe,  however,  that  these  recommendations  are  in  the  best  interests  of 
the  workers  from  whom  transfers  are  made  and  those  retired  and  disabled  to 
whom  transfers  are  made.  Only  if  there  is  a  balance  of  fairness  in  our  social 
institutions  across  the  generations  will  the  Social  Security  system  prove  finan- 
cially and  soeiallv  viable  or  generations  to  come.  And  only  then  will  it  enjoy 
the  continuing  confidence  of  the  younger  working  members  of  society  whose 
support  is  absolutely  crucial.  The  recommendations  of  this  testimony  are  de- 
signed to  move  the  system  toward  such  a  balance. 

Mr.  Jacobs.  Thank  you,  Mr.  Greenougli. 

Mr.  Lederer  ? 

Mr.  Lederer.  I  have  no  questions.  I  want  to  thank  the  panel.  Your 
papers  were  so  well  done  that  instead  of — when  votes  come  up — in- 
stead of  being  easier,  they  are  going  to  be  difficult,  but  I  assure  you  I 
and  my  staff  will  read  the  papers  of  both  doctors,  and  I  don't  know 
whether  I  will  be  any  better  off  or  not,  but  I  thank  you  for  coming. 

Mr.  Jacobs.  Dr.  Larson,  I  couldn't  help  being  curious  because  of  the 
nature  of  your  introduction,  just  how  much  you  and  your  neighbor 
agree  on  these  matters.  If  I  recall  correctly,  Senator  Goldwater  ran 
into  a  lot  of  hot  water  on  the  question  of  abolishing  social  security. 

Dr.  Larson.  Yes,  I  think  a  great  many  lies  were  told.  I  recall  the 
political  propaganda  that  was  put  out  in  order  to  defeat  Goldwater 
at  the  time,  and  it  was  said  that  if  he  were  elected  President,  all  the 
old  people  in  the  country  would  completely  lose  their  social  security. 

Now,  all  that  Senator  Goldwater  was  advocating  at  the  time  was 
that  every  person  should  be  permitted,  if  he  would  establish  his  own 
mandatory  retirement  account,  to  withdraw  from  social  security,  and 
that  is  exactly  what  I  am  advocating  at  the  present  time. 

I  had  a  chance  to  sit  down  with  him  here.  He  lives  on  the  hill  lust 
by  my  house  in  Phoenix.  Every  time  I  look  out  my  bedroom  window 
in  the  mornings,  I  see  Mr.  Goldwater's  house  on  the  hill.  I  haven't 
had  a  chance  to  talk  with  him  many,  many  times,  but  I  have  cor- 
responded with  him  a  great  deal. 

I  find  that  he  agrees  very,  very  closely  with  what  I  presented  here 
today.  I  think  the  Government  should  get  out  of  tliis  system  as  rapidly 
and  as  easily  as  it  can,  and  with  as  little  possible  disruption  socially 
or  economically. 

I  think  the  "first  thing  to  do  is  to  permit  people  to  withdraw  from 
social  security  if  they  will  establish  mandatory  retirement  accounts 
of  their  own. 

Now,  why  should  a  man  who  is  on  a  Keough  account,  and  putting 
maybe  $7,500  a  year  into  this — which  he  may  do  because  of  his  taxes 
are  deductible,  and  at  the  end  of  40  years  if  he  continues  this,  he  will 
have  a  corpus  of  $1.25  million — stay  in  social  security  ? 
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Mr.  Jacobs.  May  I  ask  you,  then,  in  return  for  Senator  Goldwater's 
position,  do  you  agree  with  his  position  as  stated  this  morning  ? 

Dr.  Larson.  "Wliich  he  presented  this  morning?  Oh,  yes,  I  have  a 
rather  interesting  experience  myself.  I  am  now  past  the  age  of  72, 
but  a  number  of  years  ago  when  I  had  not  yet  attained  that  golden 
age,  I  was  offered  a  consultant's  fee  of  $2,250  from  Fortune  Magazine 
for  writing  an  article  for  them.  I  turned  it  down.  I  said,  "I  don't 

want  it." 

I  would  only  have  retained  about  $300  of  that  money.  So  I  gave 
the  $2,250  to  a  tax-exempt  organization  that  didn't  have  to  pay  any 

tax.  .      1  . 

Yes,  I  agree  completely  with  Senator  Goldwater  m  this  matt-er.  I 
don't  think  people  should  be  kept  down  to  an  income  of  $3,000  and 
lose  half  of  their  social  security  if  they  earn  a  little  more. 

Mr.  Jacobs.  Let  me  inquire  further,  sir.  Is  yours  the  organization 
that  advocates  abolition  of  the  Federal  income  tax  system  itself  ? 

Dr.  Larson.  You  are  thinking  of  somebody  else.  You  are  thinking 
of  Willis  Stone's  organization  in  California. 

Mr.  Jacobs.  The  Lobbv  does  not  ? 

Dr.  Larson.  No.  The  "Liberty  Lobby  advocates  drastic  revisions  of 
the  Internal  Revenue  Service. 

Mr.  Jacobs.  I  guess  it  was  the  Liberty  amendment  I  was  thinkmg 
about. 

Dr.  Larson.  Yes,  it  has  nothing  to  do  with  Liberty  Lobby. 

IVTt*   Taoors  I SGG 

We  are  right  on  the  bubble.  I  would  like  to  thank  the  panelists  very 
much.  Mr.  Greenough,  I  am  going  to  search  my  shelf  for  your  book 
with  renewed  interest.  The  contribution  is  appreciated  by  the  com- 
mittee, and  if  there  are  additional  comments,  and  I  say  to  Mr. 
Manes — 

Mr.  Manes.  I  would  like  to.  I  think  I  cheated  myself  on  the  time. 
I  think  I  took  less  than  the  other  panelists. 

I  just  want  to  make  two  or  three  points  here.  No.  1,  there  seems  to 
be  a' lot  of  concern  about  those  of  the  elderly  who  are  still  employed, 
but  that  is  only  a  very  small  percentage.  I  am  still  employed.  I  am 
going  to  be  72  next  October.  I  have  a  part-time  job  to  supplement  my 
social  security,  but  the  majority  of  the  elderly  are  not  working.  They 
do  not  have  jobs,  and  they  depend  on  some  security  as  their  only  source 
of  income. 

Some  of  them  may  have  a  little  bit ;  a  little  small  saving,  maybe  a 
small  pension.  And  by  the  way,  some  of  the  pensions  do  not  pay  $200 ; 
$200  is  a  very  high  pension.  The  pensions  are  only  $40  a  month,  and 
$50  a  month,'  and  some  don't  have  even  that,  so  they  depend  on  social 
security. 

Something  has  to  be  done  about  those  people.  That  is  the  vast 
majority  of  the  elderly,  and  it  has  to  be  done  now  and  not  in  the  next 
century".  There  is  a  lot  of  speculation  about  the  next  century ,_  and  in 
the  meantime  there  are  people  actually  starving  on  social  security  who 
have  nothing  else. 

We  have  to  pay  a  lot  of  attention  to  this. 

Another  thing :  We  talked  about  the  question  of  the  eligibility  age. 
There  are  people  right  now  who  are  being  forced  out  of  employment. 
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There  are  elderly  people  forced  out  of  employment  long  before  they 
are  eligible  for  social  security.  They  exhaust  their  unemployment 
insurance,  and  they  are  in  no  man's  land.  They  can't  get  jobs  or  social 
security. 

What  are  we  going  to  do  about  those?  We  are  talking  about  allow- 
ing people  to  go  to  work.  Where  are  thej^  going  to  get  jobs?  People 
in  their  50's  can't  get  jobs,  and  let  alone  people  over  65. 

I  happen  to  be  one  of  the  lucky  ones.  I  did  get  a  job  after  I  lost  a 
job  in  an  industry  that  I  spent  45  years  in,  and  I  had  a  hard  time 
before  I  got  myself  a  part-time  job. 

Xow,  another  point  that  I  would  like  to  make  about  these  private 
pensions:  We  have  about  600,000  to  700,000  systems.  It  is  a  terrible 
waste  and  duplication  of  effort.  I  think  that  the  social  security  system 
would  be  much  better  off  if  it  were  more  universal  than  it  is  at  the 
present  time  to  include  a  lot  of  these  private  pensions  that  people  de- 
pend upon  and  never  even  get  it,  and  we  have  many  examples  of  that. 

One  final  point,  and  the  final  point  on  the  question  of  financing  of 
social  security  systems :  At  your  hearings  of  this  conmiittee  last  year, 
it  was  made  very  clear  that  most  of  the  money  from  the  social  security 
system  comes  from  people  who  earn  less  than  $7,500  a  year.  That  is 
most  of  the  money  for  the  system. 

Why  not  tax  these  people  in  this  category — Mr.  Paley  of  CBS  made 
$500,000  and  ]\lr.  Shapiro  of  Dupont  made  $458,000,  Mr.  Geneen  made 
§846,000.  They  pay  on  only  $16,500.  Wliy  should  the  man  or  the 
woman  or  a  young  fellow  who  makes  $5,000  or  $6,000  or  works  part- 
time  to  supplement  his  social  security  be  taxed  on  every  dollar  he  or 
she  earns  while  these  people  are  getting  away  with  not  paying  any- 
thing at  all? 

We  need  a  change  in  that  direction  to  tax  those  people  who  are  not 
paying  their  dues  now. 

Mr.  Jacobs.  Mr.  Manes,  for  the  answer  to  that  and  many  other  ques- 
tions, stay  tuned.  We  will  reconvene  at  10  o'clock  in  room  208  in  the 
Capitol. 

I  must  say  that  although  you  gentlemen  were  not  intended  to  be  a 
panel,  you  have  been  a  most  fascinating  panel. 

[Whereupon,  at  4 :33  p.m.,  the  subcommittee  adjourned  to  reconvene 
at  10  a.m.,  Wednesday,  July  20,  1977,  in  room  H-208,  the  Capitol.] 
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PRESIDENT  CARTER'S  SOCIAL  SECURITY  PROPOSALS 


WEDNESDAY,  JULY  20,  1977 

House  of  Representatives, 
Subcommittee  on  Social  Security, 

Committee  on  Ways  and  Means, 

Washington^  D.C. 

The  subcommittee  met  at  10  :10  a.m.,  pursuant  to  notice,  in  room 
H-208.  the  Capitol,  Hon.  Andy  Jacobs,  Jr.,  presiding. 

Mr.  Jacobs.  This  is  a  continuation  of  our  hearings  on  the  proposed 
changes  in  the  social  security  system. 

The  first  organization  to  be  represented  today  is  the  AFI^CIO. 

Sir,  if  you  have  a  prepared  statement,  it  will,  of  course,  be  admitted 
for  the  record,  and  you  may  proceed. 

STATEMENT  OF  BEHT  SEIDMAN,  DIRECTOR,  DEPARTMENT  OP 
SOCIAL  SECURITY,  AMERICAN  FEDERATION  OF  LABOR  AND  CON- 
GRESS OF  INDUSTRIAL  ORGANIZATIONS;  ACCOMPANIED  BY 
LAWRENCE  SMEDLEY,  ASSOCIATE  DIRECTOR  OF  SOCIAL  SECU- 
RITY, AND  ROBERT  McLAUGHTON,  LEGISLATIVE  DEPARTMENT 

Mr.  Seidman.  Thank  you  very  much. 

My  name  is  Bert  Seidman.  I  am  the  director  of  the  department  of 
social  security  in  the  AFL-CIO.  With  me,  to  my  left  is  Lawrence 
Smedley,  who  is  associate  director  of  that  department,  and  to  my  right 
is  Robert  McLaughton,  who  is  a  member  of  the  legislative  department 
of  the  AFL-CIO. 

Mr.  Chairman,  I  will  present  an  abbreviated  summary  of  our  state- 
ment. I  have  a  whole  summary,  a  detailed  statement  and  attachments, 
and  I  ask  that  all  of  that  be  included  in  the  record. 

Mr.  Jacobs.  All  of  it  will  be. 

Mr.  Seidman.  Thank  vou. 

Mr.  Chairman,  the  AFL-CIO  supports  the  administration  proposals 
for  resolving  the  short-  and  long-run  financing  problems  of  the  social 
security  (OASDHI)  program.  They  will  place  the  program  on  a 
financially  sound  footing  into  the  next  century. 

Let  me" turn  first  to  the  President's  proposals  for  dealing  with  the, 
short-run  financing  problems  of  the  program.  Though  designed  to  deal 
with  the  short-run  financing  problems,  these  proposals  would  at  the 
same  time  help  eliminate  the  projected  long-term  deficit. 

(409) 
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INCREASE  IX  TAXABLE  WAGE  BASE 


The  administration  proposal  would  gradually  increase  m  a  series  of 
steps  between  1979  and  1985  the  maximum  earnings  subject  to  the  pay- 
roll tax  over  and  above  the  increase  provided  by  the  automatic  adjust- 
ments in  present  law.  The  wage  base  would  be  $2,400  higher  than  the 
$27,900  now  estimated  for  1985.  ,.         <: 

This  will  go  a  long  way  to  restore  the  original  proportion  ot  cov- 
ered wages  upon  which  workers'  contributions  were  made  when  social 
security  was  started.  When  enacted,  the  social  security  program  cov- 
ered the  full  earnings  of  97  ]^ercent  of  covered  workers.  It  would  tiike 
a  waoe  base  in  excess  of  $32,000  to  cover  the  same  proportion  today. 

Holding  the  tax  rate  at  its  present  level  and  raismg  the  wage  base 
would  not  only  raise  revenue  but  would  reduce  the  regressivity  ot  the 
tax.  At  the  ScWe  time,  those  who  contribute  on  the  basis  ot  higher 
covered  earnings  will  receive  higher  benefits  upon  retirement. 

RE]M0VE   THE   TAXABLE   WAGE    BASE   FOR   EMPLOYERS 

The  administration  proposal  would  require  employers  to  contribute 
to  social  security  on  the  basis  of  their  total  payrolls.  This  provides 
overdue  recognition  of  employer  responsibility  to  provide  more  ade- 
quately for  retirement  benefits  for  workers  and  their  families.  In  addi- 
tion, the  President's  program  would  actually  cost  more  eniployei-s  less 
than  the  conventional  method  of  financing  which  would  require  a 
maior  increase  in  the  tax  rate.  ^  -i  „f;^r. 

The  wao-e  base  is  necessary^  to  determine  the  employee  contribution 
and  the  average  wage  on  which  benefits  are  based  but  it  plays  no  ro.e 
in  the  emplover's  tax.  An  employer's  responsibility  for  the  welfare 
of  his  emplovees  should  be  based  on  his  total  payroll,  not  just  a  poition 
of  each  worker's  earnings.  Employees  must  pay  Federal  income  tax 
on  their  contributions  to  social  security  but  employers  deduct  their 
tax  as  a  business  expense.  Thus,  there  is  every  reason  why  the  employer 
should  pav  social  security  tax  on  his  entire  pay  roll. 

There  is  one  group  of  employers.  State  and  local  governments  whose 
possible  reaction  to  this  proposal  causes  us  concern  Some  of  them, 
faced  with  fiscal  problems,  may  shortsightedly  withdraw  from  the 
«ocial  securitv  program  in  response  to  budgetary  pressures. 
^  There  is  clearly  a  defect  in  the  law  which  mandates  compuisoi-y 
coverage  for  private  employers  but  which  allows  public  employexs  to 
unilaterallv  wipe  out  valuable  social  security  protections  for  their 
employees."  When  so  many  State  and  local  Government  workers  face 
the  lo^  of  these  protections,  Congress  should  act  to  require  public 
employers  to  maintain  social  security  coverages  for  their  employees. 

|;.r;';5  j-,t  I  •        GENERAL    RE^TENUE   FINANCING 

""Raising  the  taxable  wage  base  and  taxing  the  employer's  f^^J^ay- 
roll  would  raise  substantial  additional  revenues  but  would  not  tuUy 
resolve  the  shoit-run  financing  problem.  The  additional  funds  that  are 
required  should  come  from  general  revenues. 

The  administration  proposes  to  underwrite  by  general  revenues  the 
trust  funds  for  social  security  taxes  lost  during  years  when  the  unem- 
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ployment  rate  exceeds  6  percent.  Tliis  temporaiy  proposal  will  oper- 
ate tlirough  1982  and  the  next  Social  Security  Advisory  Council  will 
be  asked  to  make  a  recommendation  as  to  whether  it  should  be  mad© 

permanent.  .  .         •  ^  i  j  j. 

Since  the  social  security  contribution  rate  is  unitorm  and  does  not 
apply  at  all  to  higher  levels  of  earnings,  considered  solely  as  a  tax, 
it  is  regressive.  That  is.  workers  with  low  earnings  pay  a  larger 
percentage  of  their  total  incomes  than  higher  paid  employees.  How- 
ever, this  regression  is  offset  to  a  considerable  degree  by  the  beneht 
formula  which  is  weighted  in  favor  of  those  with  lower  earnings. 
Nevertheless,  the  AFL-CIO  is  concerned  about  the  impact  of  the  pay- 
roll tax  on  low-  and  middle-income  workers  during  their  working  lives. 

In  May  1077  tlie  buving  power  of  gross  average  weekly  earnings  of 
production  and  nonsiipervisorv  workers  in  private  nonagricultural 
employment  was  lower  than  in  1969.  Workers'  families  are  hard 
i^ressed  to  make  ends  meet  because  of  unemployment  and  rapidly  rising 
livino-  costs.  Clearly,  they  should  not  have  to  bear  the  burden  of  addi- 
tional social  security  taxes.  Instead,  general  revenue  financing  should 
be  used  as  the  adininistration  recommends. 

Manv  European  countries  use  general  revenues  to  supplement 
employer-employee  taxes  in  financing  their  social  insurance  systems. 
The  Committee  "on  Economic  Security,  which  developed  the  original 
social  securitv  law,  considered  tliat  such  a  general  revenue  contribution 
eventually  would  be  needed.  Indeed,  the  original  social  security  legis- 
lation submitted  to  Congress  in  1935  contemplated  an  eventual  Cxov- 
ernment  contribution.  ,         i       i     i       i 

The  principle  of  a  general  revenue  contribution  already  has  been 
accepted  since  some  general  revenue  funds  are  being  used  to  pay  for 
benefits  based  on  wage  credits  for  military  service,  hospital  insurance 
benefits  for  noninsured  people,  special  age  72  benefits,  and  half  of  the 
cost  of  the  supplemental  medical  insurance  program   (part  B)   of 

medicare.  .  ,.     , 

Using  Federal  general  revenue  for  social  security  is  not  a  radical 
concept.  Rather  it  is  an  old  idea  that  has  not  been  fully  and  properly 
implemented. 

CORRECTION   OF  TECHNICAL  FLAW  IN   BENEFIT  FORMULA 

Now,  I  would  like  to  turn  to  the  long-term,  financing  problem— a 
problem  which  develops  largelv  in  the  next  century. 

There  is  one  thing  that  should  be  done  now  that  would  significantly 
hold  down  costs  in  the  next  centurv  and  yet  would  not  undermine 
commitments  alreadv  made.  This  would  be  to  decouple  social  security 
benefit  levels  as  the' President  has  proposed.  ,,,.  ^ 

The  1975  law  automaticallv  adiusts  the  law's  benefit  table  for  future 
retirees  whenever  present  retiree  benefits  are  automatically  increased 
to  reflect  the  rise  in  livincr  frosts.  In  addition,  workers'  earnings  nor- 
mally increase  during  their  working  lives  and  these  higher  earnings 
increase  the  average  wage  on  which  their  benefits  are  based.  1  he  com- 
bined effect  can  result  in  longrun  benefit  entitlement  increasing  at  a 
ratei  more  or  less  than  the  increase  in  wages  depending  on  the  relative 
movement  of  prices  and  wages.  The  formula  would  have  worked  satis- 
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f  actorily  if  the  economic  assumptions  made  in  1972  based  on  historical 
experience  could  be  expected  to  continue. 

However,  under  present  economic  and  actuarial  assumptions,  the 
formula  in  the  next  century  will  result  in  benefits  exceeding  the  highest 
earnings  of  some  beneficiaries.  We  are  certain  Congress  would  not  let 
this  happen.  However,  since  the  social  security  trustees  have  made 
their  actuarial  projections  on  the  assumption  Congress  will  not  act, 
their  estimates  create  the  impression  that  the  trust  funds  face  an  im- 
manageable  long-range  financial  problem. 

There  are  a  number  of  ways  to  decouple.  The  approach  which  has 
wide  consensus  support — including  such  groups  as  both  the  Ford  and 
present  administrations,  the  Advisorv'  Council  on  Social  Security,  the 
National  Council  of  Senior  Citizens,  "the  American  Association  of  Re- 
tired Persons,  and  the  AFL-CIO— would  stabilize  the  present  wajre 
replacement  ratios— that  is,  the  ratio  of  benefits  to  wages— for  the 
working  population  on  into  the  future.  This  is  called  indexing  l)y  aver- 
acre  wages.  The  other  major  alternative  np]") roach  Avould  index  by  prices 
so  that  these  ratios  in  the  future  would  decline.  In  other  words,  the  per- 
centao-e  of  benefits  relative  to  wages  at  the  time  of  retirement  would 

The  decoupling  proposal  which  would  index  by  prices  would  deny 
to  future  workers  the  opportunity  to  share  in  the  improved  standard  of 
liviuiT  that  occurs  during  their  working  lifetime  and  for  which  they 
were  largely  responsible.  We  are  strongly  opposed  to  this  kind  of 
decoupling;. 

The  AFI^CIO  believes  that  the  proper  basis  for  determining  social 
security  benefits  is  to  relate  initial  benefits  to  workers'  recent  earnings 
and  to  "their  previous  level  of  earnings  relative  to  other  waere  earners 
and  then  keep  them  up-to-dnte  with  living-cost  increases.  The  waere- 
indexino;  approach  does  the  best  job  of  aceomplishing  this  objective 
and  would  assure  that  the  program  would  operate  as  Congress  ex- 
pected when  the  nutomatic  adiustment  provisions  were  enacted  into 
law.  Price-indexing,  on  the  other  hand,  would  produce  results  that 
would  be  socially  unjust. 

We  also  urge  a  transitional  provision  that  will  guarantee  future 
beneficiaries  for  a  period  of  time  that  their  benefits  under  the  new_  de- 
coupling f onnula  will  he  no  less  thnn  the  amount  of  their  ]:venefit  entitle- 
ment on  Januarv  1.  1970.  under  the  old  formula.  The  administration 
would  do  this  onlv  for  retirees  and  only  for  a  5-yenr  period.  We  urge  a 
transition  period  of  at  least  10  years  for  all  beneficiaries— disabled  and 
survivors  as  well  as  retirees.  This  was  recommended  by  the  Ford  admin- 
istration. We  are  deeplv  disappointed  the  present  administration  ap- 
parently does  not  intend  to  do  the  same. 

OTHER   FIlSTA^irCTXO   PROPOSALS 

Tn  addition  to  these  major  proposals,  the  administration  would  ad- 
vance to  1985  one-fourth  of  the  1 -percent  increase  in  the  OASDHT  tax 
P^heduled  to  jto  into  effeot  in  2011  and  advance  the  remaininsr  three- 
fourths  to  1990:  restore  the  social  security  tax  that  is  paid  by  the  self- 
emploved  to  the  traditional  rate  of  1.5  times  the  tax  on  employees ;  shift 
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sui-plus  revenues  from  tlie  hospital  insurance  trust  fund  to  tlie  casli 
benefit  trust  funds;  and  in  conformity  with  recent  court  decisions 
against  sex  discrimination,  limit  eligibility  for  dependents'  benefits  to 
whichever  spouse  had  the  lower  income  over  the  preceding  3-year 
period. 

This  latter  proposal  should  be  carefully  studied  to  protect  against 
any  inequities  which  might  develop  because  a  secondary  wage  earner 
or  housewife  becomes  a  primary  wage  earner  during  the  3  years  before 
filing  for  benefits. 

We  urge  the  subcommittee  to  act  favorably  on  these  proposals  as  well 
as  on  the  President's  major  proposals. 

Taken  together,  the  President's  proposals  would  put  the  social  secu- 
rity system  on  a  financially  sound  basis  until  at  least  the  next  century 
and  insure  that  the  remaining  deficit  facing  the  system  beyond  the  year 
'JOOO  is  within  manageable  proportions.  The  proposals  would  reduce 
the  average  8.2  percent  of  payrolls  projected  by  the  trustees'  report  to 
a  manageable  1.9-percent  average  deficit  over  the  75-year  period  run- 
ning to  2051. 

The  long-run  financing  problems  may  not  develop  to  the  extent  now 
]irojected  by  the  social  security  trustees.  Very  small  differences  in  eco- 
nomic and  demographic  assumptions  based  on  projections  50  to  75  years 
in  the  future  can  lead  to  great  variations  in  estimating  the  long-term 
costs  of  the  program.  There  are  enormous  difficulties  in  making  eco- 
nomic projections  for  such  long  periods. 

Congress  should  not  try  to  totally  solve  the  longrun  problem  but 
wait  a  few  years  until  the  most  important  variables  can  be  judged  with 
a  greater  degree  of  certainty.  There  is  still  plenty  of  time  in  which  to 
determine  the  extent  to  which  the  trustees'  projections  are  valid  and  to 
take  whatever  appropriate  corrective  action  that  may  be  needed. 

Mr.  Chairman,  I  would  now  like  to  turn  to  other  social  security  is- 
sues which  are  also  under  consideration  by  the  subcommittee. 

WOMEN  AXD   SOCIAL.  SECURITY 

Recently,  several  Supreme  Court  decisions  have  done  much  to  cor- 
rect differential  treatment  between  men  and  women  by  the  social  se- 
curity law.  But  there  is  still  a  lot  that  can  and  should  be  done  to  im- 
prove the  situation. 

The  various  provisions  of  the  Social  Security  Act  relating  to  the 
treatment  of  men  and  women  can  be  divided  into  two  categories.  Those 
that  contain  specific  reference  to  sex  for  the  deliberate  purpose  of 
treating  men  and  women  differently,  and  those  that  make  no  specific 
reference  to  sex  but  indirectly  result  in  differing  treatment  of  men  and 
women  because  of  economic  and  social  conditions  extraneous  to  the 
law. 

"With  regard  to  the  first,  the  AFT^CTO  has  long  taken  the  position 
that  the  same  legal  rights  in  all  respects  should  flow  from  a  worker's 
wage  regardless  of  whether  that  worker  is  male  or  female.  Therefore, 
the"AFL-CIO  recommends  that  all  differences  in  the  benefit  treatment 
of  men  and  women  should  be  removed  from  the  law.  Tliis  would  insure 
equalitv  of  treatment  for  all  benefit  purposes  and  would  mean  im- 
proved benefits  for  men  as  well  as  women. 
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In  the  second  category  it  is  much  more  difficult,  in  some  cases  im- 
possible to  correct  the  socioeconomic  imbalances  that  have  arisen  for 
reasons  unrelated  to  social  security  by  modifications  of  the  Social 
Security  Act.  A  number  of  improvements  in  this  area,  an(l  their  par- 
ticular relevance  for  women,  are  discussed  in  more  detail  in  a  longer 
statement  appended  to  this  summai-y. 


RETIREMENT   TEST 


The  retirement  test  is  one  of  the  mast  controversial  and  least  under- 
stood provisions  of  the  Social  Security  Act.  This  test  provides  that 
social  security  benefits  are  payable  in  full  if  a  person's  annual  earnmgs 
remain  below  $3,000— an  amount  automatically  increased  periodically 
in  accordance  with  increases  in  covered  wages.  If  earnings  exceed  tliat 
amount,  the  social  security  benefit  is  reduced  $1  for  $2  of  earnings 
in  excess  of  $3,000.  A  full  benefit  is  permitted  for  any  month  in  which 
earnings  do  not  exceed  $250  recardless  of  annual  earnings. 

The  AFL-CIO  opposes  abolishing  or  liberalizing  the  retirement 
test.  The  social  security  program  is  an  insurance  program  that  insures 
against  the  loss  of  income  from  work  and  that  pays  benefits  when  that 
loss  occurs.  In  other  words,  the  purpose  is  to  provide  insurance  against 
the  loss  of  earnings  due  to  retirement,  disability  or  death  of  the 
worker.  Like  other  forms  of  insurance,  the  program  insures  against 
specified  risks  and  it  does  not  pay  benefits  unless  the  risk  against  which 
it  insures  actually  occurs. 

It  is  true  that  the  retirement  test  applies  only  to  earned  income.  By 
paying  benefits  regardless  of  other  financial  resources,  social  security 
serves  as  a  base  on  which  other  forms  of  protection  such  as  invest- 
ments, savings,  insurance,  and  private  pensions,  and  so  forth,  can  be 
built.  Withholding  benefits  because  of  sources  other  than  nonwork 
income  would  reduce  incentive  for  savings  and  would  make  it  impossi- 
ble for  most  people  to  make  provisions  for  a  more  financially  secure 
old  age  than  would  be  possible  by  social  security  benefits  alone.  It 
would  also  jeopardize  the  eligibility  of  private  pension  recipients  to 
receive  social  security  benefits.  It  mi<rht  also  increase  the  danger  of  the 
introduction  of  a  means  test  for  social  security  recipients. 

The  AFL-CIO  has  always  supported  changes  in  the  social  security 
law  that  were  aimed  at  meeting  major  social  purposes  rather  than 
the  convenience  of  a  majority.  Eepeal  of  the  retirement  test  would 
increase,  the  cost  of  the  social  securitv  program  by  nearly  $7  billion  a 
year  now  and  more  in  future  years.  But  only  a  very  small  percentage 
of  total  retirees  have  any  benefits  withheld  imder  the  retirement  test. 
Its  elimination  would  benefit  inordinately  that  small  group  of  people 
wlio  would  be  eligible  for  benefits  even  though  they  were  working  full 
time. 

The  lar.o-e  maiority  of  asred  persons  are  unable  to  work  because  of 
poor  health  or  lack  of  employment  opportunities.  Obviously,  this  is 
a  group  for  which  full-time  work  cannot  be  expected  to  be  a  satis- 
factory means  of  supplementing  social  security  benefits.  More  ade- 
quate cash  benefits  are  what  is  needed. 

The  AFL-OTO  realizes  that  the  retirement  test  earnings  exemption 
must  be  adjusted  from  time  to  time  in  accordance  with  increases  in 
wages  and  prices.  This  is  the  reason  the  AFL-CIO  supported  adop- 
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tion  of  the  j)rovision  in  present  law  that  increases  the  exempt  amount 
periodically  in  accordance  with  increases  in  covered  wao:es.  Further 
liberalization  is  not  needed.  Instead  priority  should  be  given  to 
increasing  benefits.  This  would  help  all  beneficiaries  including  the 
large  majority  who  do  not  work  after  retirement  and  would  not  be 
helped  by  elimination  or  undue  liberalization  of  the  retirement  test. 

DISABILITY    PROGRAM — ^ADMINISTRATI^^E    PROBLEMS 

We  commend  the  chainnan  and  the  subcommittee  for  the  interest 
they  have  taken  concerning  the  problems  of  the  social  security  dis- 
ability insurance  program.  "VVe  hope  the  chairman  will  have  a  speedy 
recovery  and  soon  be  back  working  on  some  of  these  problems.  The 
subcommittee  has  been  responsive  to  the  many  persons  who  have  ex- 
perienced difficulties  with  the  program  and  have  petitioned  the  Con- 
gress for  hel]).  The  chairman  last  year  introduced  H.R.  15630,  and  a 
similar  bill  this  year.  H.R.  8076,  which  have  brought  into  focus  the 
program's  problem  areas  and  provided  the  basis  upon  which  com- 
ments, recommendations  and  changes  could  be  made. 

The  program  would  be  difficult  to  administer  imder  the  best  of 
circumstances,  given  the  inherent  difficult  definition  of  disability  that 
must  be  adjudicated.  Major  program  changes  and  extensive  new  pro- 
grams, like  supplemental  security  income  (SSI),  have  contributed  to 
the  administering  agency's  backlog  of  cases.  Though  we  can  appreciate 
the  administrative  difficulties  faced  by  the  agency,  the  paramount  con- 
cern must  be  for  those  disabled  persons  awaiting  decisions  and  en- 
during hai'dships.  Every  effort  must  be  undertaken  to  insure  their 
well-being. 

We  support  all  of  the  provisions  of  H.R.  8076  with  the  exception  of 
provisions  of  section  5  relating  to  the  appeals  process  which  would 
establish  specialized  disability  courts.  The  Social  Security  Adminis- 
tration presently  has  a  contract  with  the  Center  for  Administrative 
Justice  of  the  American  Bar  Association  to  study  the  appeals  process 
and  make  recommendations  on  what  should  be  done  to  improve  it.  We 
do  not  believe  the  subcommittee  should  act  on  this  issue  until  this  study 
is  completed.  In  addition,  since  Congress  is  ex])ected  to  take  action 
this  year  on  legislation  to  strengthen  the  financing  of  the  system,  any 
financing  required  for  H.R.  8076  should  be  an  integral  part  of  such 
action  and  not  acted  on  separately. 

The  bill  gives  SSA  the  authority  to  estal)lish  standards  for  State 
administration  of  the  disability  program  and  provides  specific  author- 
ity for  termination  of  agreements  with  States  which  do  not  perform 
satisfactorily. 

The  present  situation  has  inherent  limitations  for  the  Social  Se- 
curity Administration  in  terms  of  its  capacity  to  coordinate  and  con- 
trol State  agency  activities  and  administration.  The  agency  has  only 
limited  authority  to  redetermine  State  decisions.  Some  States  apply 
eligibility  standards  stringently,  while  others  do  not.  INIany  States 
deny  disability  benefits  to  persons  who  would  qualify  in  other  States. 
The  State  agencies  also  make  decisions  on  hiring,  overtime,  salary 
levels,  and  selection  of  administrators  as  well  as  other  matters.  It  is 
difficult  for  the  Social  Security  Administration  to  administer  satis- 
factorily what  it  cannot  effectively  control. 
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Though  section  4  of  H.E.  8076  may  improve  State  administration  of 
disability  determination,  the  AFL-CIO  still  believes  the  only  really 
effective  solution  for  the  problem  is  to  federalize  the  disability  deter- 
mmation  process.  Nevertheless,  section  4  is  a  step  in  the  right  direction, 
and  we  supi^ort  it. 

We  strongly  support  those  provisions  of  the  bill  that  provide  for  an 
optional  disability  determination  for  individuals  over  age  50  based  on 
an  occui^ational  definition  of  disability.  This  is  a  step  toward  the  kind 
of  occupational  definition  of  disability  long  advocated  by  the  AFL- 
CIO.  However,  we  strongly  oppose  the  actuarial  reduction  in  payment 
levels  for  such  beneficiaries. 

IXTERNATIONAL  SOCIAL  SECUEITY  AGREEMENTS TOTALIZATION 

A  "totalization"  agreement  is  designed  to  benefit  both  workers  and 
employers.  The  agreement  could  prevent  the  impairment  of  social 
security  protection  which  results  when  individuals  work  during  their 
lifetime  under  the  social  security  system  of  two  countries  l^ut  are  not 
eligible  for  benefits  on  the  basis  of  work  in  one  of  the  two  countries 
when  they  retire,  become  disabled,  or  die. 

We  support  passage  of  this  legislation  but  urge  transitional  proce- 
dures so  that  those  individuals  who  have  established  or  soon  will  have 
dual  eligibility  will  not  suffer  lower  total  benefits  as  a  result  of  the  en- 
actment of  this  legislation. 

In  conclusion:  We  hope  our  recommendations  on  the  President's 
proposals  for  financing  and  improving  the  benefits  of  the  social  security 
system  will  be  helpful  to  the  subcommittee  in  reaching  speedy  con- 
clusions as  to  needed  action.  We  are  certain  that  American  workers  can 
have  every  confidence  that  this  subcommittee  and  the  Congress  will  act 
as  promptly  as  possible  to  remedy  the  financial  difficulties  in  the  pro- 
gram as  the  President  recommends.  We  are  also  confident  that  Con- 
gress will  continue  to  improve  the  program,  and  thereby  will  fulfill  the 
hopes  of  millions  of  Americans  who,  now  and  in  the  future,  will  de- 
pend on  social  security  to  protect  themselves  and  their  families  from 
deprivation  caused  bv  old  age,  death,  disability,  or  illness. 

[Attachments  to  the  prepared  statement  follow.] 

american  federation  of  labor  and 
Congress  of  Industrial  Organizations, 

Washington,  D.C.,  May  24,  1977. 

To  the  principal  officers  of  States  and  local  central  bodies: 

Dear  Sir  and  Brother  :  Last  week.  President  Carter  sent  to  the  Congress  his 
proposals  for  strengthening  the  financing  of  tlie  Social  Security  System.  Attached 
is  a  summary  of  those  proposals  and  an  explanation  of  why  the  AFL-CIO  supports 
them. 

The  AFL-CIO  has  a  deep  concern  about  the  financial  soundness  of  the  Social 
Security  Program.  Nearly  half  of  the  money  that  goes  into  the  Trust  Funds 
represents  the  hard-earned  wages  of  American  workers.  Whether  the  amount  put 
into  the  Trust  Funds  will  be  enough  to  pay  the  benefits  workers  have  earned  is  not 
a  matter  we  take  lightl.y. 

I'nfortunately,  the  controvers.v  over  the  Social  Security  Program  has  resulted 
in  manv  in.Tccurate  statements  in  the  media.  One  of  the  most  glaring  is  the 
claim  that  if  yonng  workers  regularly  invested  their  Social  Security  payments 
they  would  be  able  to  purchase  a  private  insurance  annuitv  that  would  provide 
a  greater  retirement  allowance.  The  value  of  Social  Security  benefits  cannot  be 
matched  by  private  insurance.  Today's  retirees  who  had  average  earnings  over 
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their  working  lives  receive  more  tliau  12  time  in  beuefits  over  wliat  they  have  paid 
in  contributions.  Moreover,  Social  Security  provides  not  just  retirement  bene- 
fits, but  also  lump-sum  death  benefits,  survivors  beuefits,  disability  beuefits  and 
hospital  and  medical  care  after  age  65  or  after  disability.  In  short,  Social  Security 
is  an  invaluable  protection  for  American  workers  that  can't  be  matched  in  any 
other  way  and  must  be  preserved. 

It  is  vitally  important  for  Congress  to  act  as  soon  as  possible  on  the  President's 
proposals  in  oi-der  to  put  Social  Security  on  a  sound  financial  basis  and  to  bring 
peace  of  mind  to  millions  of  retirees  as  well  as  active  workers  who  depend  on 
tlie  program  to  protect  themselves  and  their  families  in  the  event  of  their  re- 
tirement, disability,  or  death.  We  urge  you  to  inform  your  membership  about  the 
President's  proposals  and  to  actively  support  their  passage. 
Sincerely  and  fraternally, 

George  Meant,  President. 

Enclosure. 

Analysis  of  Administration's  Social  Secxjrity  Financing  Proposals  by 
AFL-CIO  SocLVL  Security  Department 

President  Carter  has  sent  proposals  to  Congress  to  strengthen  the  financing  of 
the  Social  Security  System.  This  action  was  necessary  because  the  most  recent 
reports  of  the  Trustees  of  the  Social  Security  System  show  that  benefits  and 
expenses  are  exceeding  income  from  Social  Security  taxes  and  investment  earn- 
ings. A  ma.ior  cause  of  this  deficit  has  been  high  unemployment  which  has  cur- 
tailed expected  revenues.  Tlie  AFL-CIO  supports  the  President's  program.  What 
follows  is  an  explanation  of  his  proiiosals  and  why  they  should  be  supported. 

REMOVE   THE   TAXABLE   WAGE  BASE   FOR  EMPLOYEES 

Currently,  both  the  employer  and  the  employee  pay  Social  Security  tax  on  a 
limit  of  the  first  $16,-500  of  the  employee's  earnings,  an  amount  that  automatically 
increases  periodically  in  accordance  with  rising  wages.  Tliis  proposal  would  elimi- 
nate the  employer's  limit  and  tax  his  full  payroll.  It  would  be  phased  in  by  three 
steps  during  1979-1981.  The  President's  program  would  cost  most  employers  less 
than  they  would  have  to  pay  under  the  conventional  method  of  financing  which 
would  retpiire  an  increase  in  both  the  tax  rate  and  wage  base. 

The  employer  portion  of  the  tax  is  based  on  the  assumption  that  tbe  employer 
has  a  responsil»ility  for  paying  not  only  wages  but  also  a  deferred  wage  to  help 
maintain  workers  and  their  families  when  their  working  days  are  ended.  An 
employer's  responsibility  for  the  welfare  of  his  employees  should  be  related  to 
his  total  payroll  rather  than  to  just  a  part  of  each  employee's  earnings. 

In  many  countries,  the  employer  either  pays  Social  Security  contributions  on 
tlie  total  earnings  of  his  employees  or  his  Social  Security  taxes  are  larger  than 
the  employee's  taxes.  In  addition,  the  employer  tax  is  a  ttusiness  exi^ense  and  as 
such  is  deductible  from  the  employer's  income  tax.  The  employer's  wage  base 
plays  no  role  in  determining  the  benefit  amount  as  it  does  for  the  worker.  There 
is  no  logic  in  not  applying  it  to  the  total  payroll. 

INCREASE  IN    TAXABLE    WAGE   BASE   FOR   EMPLOYEES 

The  amount  of  employee  earnings  subject  to  the  payroll  tax  would  be  raised 
liy  .$600  in  eacli  alternate  year  through  1985  beginning  in  1979.  These  increases 
would  be  in  addition  to  the  automatic  increases  in  present  law  that  take  place 
in  accordance  witli  the  rise  in  covered  wages.  The  Social  Security  Administration 
estimates  that  the  wage  base,  now  $16,500,  would  be  $30,300  in  1985  instead  of 
$27,900. 

The  President's  program  is  particularly  commendable  becau.se  it  achieves  its 
objectives  without  increasing  payroll  taxes  for  workers — taxes  which  fall 
heaviest  on  low  and  moderate  income  workers.  The  increase  in  the  wage  base 
would  affect  only  the  highest  paid  workei-s,  roughly  10  to  15  percent  of  the 
workforce. 

The  proposal  would  increase  the  benefits  of  those  affected  since  the  additional 
amounts  would  raise  the  average  wage  on  which  benefits  are  based.  This  results 
in  keeping  benefits  better  related  to  higher  earnings  and  reflects  the  fact  that  the 
Social  Security  System  is  important  to  workers  with  above-average  earnings  as 
well  as  those  with  average  or  low  incomes. 
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The  program  now  covers  about  85  percent  of  the  full  wages  of  workers.  This 
compares  with  97  percent  when  the  program  began.  The  same  proportion  of 
workers  should  have  their  full  wages  covered  as  when  the  Social  Security  law 
was  first  enacted.  The  President's  proposal  is  a  major  advance  toward  that 
objective. 

GENERAL   REVENUE   FINANCING 

President  Carter  proposes  partially  comi)ensating  Social  Security  Trast  Funds 
from  general  revenues  for  income  lost  from  payroll  taxes  during  years  when 
the  unemployment  rate  exceeds  G  percent.  This  temporary  feature  will  operate 
through  1982.  The  next  Social  Security  Advisory  Council  soon  to  be  appointed 
will  be  asked  to  make  a  recommendation  as  to  whether  it  should  be  made  i>er- 
manent. 

The  AFL-CIO  advocates  a  gradually  increasing  government  contribution  that 
would  eventually  reach  one-third  of  the  funding  of  the  Social  Security  System. 
President  Carter's  proposal  is  a  major  step  forward  toward  the  kind  of  general 
revenue  funding  recommended  by  the  AFL-CIO. 

Since  the  Social  Security  contribution  rate  is  uniform  and  does  not  apply  at 
all  to  higher  levels  of  earnings,  considered  solely  as  a  tax.  it  is  regressive.  That 
is,  workers  with  low  earnings  pay  a  larger  percentage  of  their  total  incomes 
than  higher  paid  employees.  This  represents  a  burden  on  low  and  middle  income 
workers  during  their  working  lives.  Clearly,  the  point  has  been  reached  where 
it  would  be  unfair  to  tax  lower  paid  workers  at  higher  rates. 

A  government  contribution  for  Social  Security  is  common  practice  in  many 
foreign  nations.  What  is  less  well  known  is  that  it  has  long  been  advocated  in 
this  country  and,  actually,  is  partially  in  effect.  The  1934  Committee  on  Economic 
Security  which  drafted  the  Social  Security  Act  predicted  the  program  would 
need  general  revenue  financing  by  1965.  Most  Social  Security  Advisory  Councils 
since  then  have  made  recommendations  for  such  financing. 

General  revenue  funds  are  already  being  used  to  pay  for  wage  credits  for 
military  service,  hospital  insurance  benefits  for  non-insured  people,  special  bene- 
fits at  age  72.  and  half  of  the  cost  of  the  Supplemental  Medical  Insurance  Pro- 
gram (Part  B  of  Medicare).  In  short,  the  Congress  already  has  accepted  the 
principle  of  general  revenue  financing  for  certain  aspects  of  Social  Security. 
The  President  is  only  recommending  that  it«  use  be  expanded. 

CORRECTION    OF   TECHNICAL   FLAW   IN   BENEFIT   FORMULA 

At  the  time  Congress  enacted  the  automatic  cost-of-living  adjustment  for 
retired  beneficiaries,  it  also  adopted  an  automatic  formula  for  adjusting  the  ini- 
tial benefit  for  future  retirees.  About  half  of  the  long-range  financing  problem 
of  the  Social  Security  System  results  from  a  technical  fault  in  this  benefit 

formula. 

The  formula  is  not  stable  in  that  the  percentage  of  wages  to  benefits  at  the 
time  of  retirement  will  fiuctuate  up  or  down  according  to  the  relationship  between 
increases  in  prices  and  wages.  The  formula  would  have  worked  properly  had  the 
historical  relationship  between  prices  and  wages  been  maintained.  T^nfortunately, 
based  on  recent  economic  conditions  and  those  that  appear  likely  in  the  long  run, 
the  formula  will  not  work  satisfactorily  in  the  future  and  will  cause  a  serious 
deficit  in  long-run  Social  Security  financing. 

President  Carter  has  proposed  to  meet  this  problem  by  assuring  future  bene- 
ficiaries rouffhly  the  same  ratio  of  wages  to  benefits  as  for  present  retirees.  This 
was  the  intent*  of  Congi-ess  at  the  time  it  enacted  the  present  formula.  For  a 
worker  with  average  earnings  over  his  worklife  this  would  be  about  45  percent 
for  a  single  beneficiarv  and  about  67  percent  for  a  couple.  Instead  of  the  uncer- 
taintv  that  now  exists,  workers  will  know  what  their  future  benefits  will  be  in 
relation  to  their  pre-retirement  wages.  At  the  same  time,  there  will  be  no  possi- 
bility, as  under  present  law.  that  some  future  benefits  in  the  next  century  could 
exceed  pre-retirement  wages.  This  change  would  eliminate  nearly  one-half  of  the 
program's  deficit.  .  .     -,.   • 

Note:  This  proposal  would  not  affect  the  present  automatic  cost-of-hving 
formula  which  adjusts  benefits  after  retirement. 

Other  proposals 

In  addition  to  these  major  proposals,  President  Carter's  program  for  Social 
Security  includes  the  following : 
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Increases  the  self-emploved  tax  from  7  to  7.."  percent.  This  restores  the  histori- 
cal relationship  which  existed  hefore  1972  that  the  self-employed  rates  should 
be  ly.  times  that  paid  by  employees. 

Moves  forward  the  date  of  a  1  percent  increase  in  the  payroll  tax  scheduled  for 
2011  in  present  law.  One-fourth  of  the  increase  would  be  applied  in  1985  and 
the  remaining  tliree-fourths  in  191X).  Of  course,  if  Congress  found  that  these  In- 
creases were  not  needed  or  wished  to  choose  another  source  of  financing  such  as 
general  revenues,  it  could  annul  or  postpone  these  future  rate  increases  as  it 
has  often  done  in  the  past. 

Shifts  revenues  from  the  Hospital  Insurance  Trust  Fund  (Medicare)  to  the 
cash  benefit,  trust  funds.  This  shift  vrill  be  possible  because  the  President's  pro- 
posals for  Social  Security  financing  and  hospital  cost  containment  will  result  in 
a  surplus  in  the  Medicare  hospital  trust  fund. 

Changes  certain  technical  pro\isions  of  the  Social  Security  Act  which  differ- 
entiate on  the  basis  of  sex.  The  Supreme  Court  recently  hekl  that  a  husband  is 
entitled  to  dependency  status  under  his  wife's  earned  benefits  even  if  he  had  not 
been  dependent  on  her  income.  Eligibility  would  be  limited  to  the  spouse  with 
the  lowest  earnings  over  the  previous  three  year  period. 

The  President's  proposals  are  in  accord  with  long  standing  AFL-CIO  policy. 
They  deserve  the  active  support  of  organized  labor  and  the  American  people. 

Statement  by  the  AFL^CIO  Executive  Council  on  Social  Seclt?ity  Coverage 
OP  Stai'e  and  Local  Government  Employees,  February  21, 1977,  Bal  Harbour, 
Fla. 

Considerable  concern  has  recently  been  focused  on  the  withdrawal  of  state 
and  local  governments  from  Social  Security  coverage.  Unlike  the  private  employ- 
ers and  employees,  state  and  local  governments  and  their  employees  are  covered 
on  an  elective' basis  and  these  public  employers  can  unilaterally  withdraw  from 
the  program.  When  they  do,  the  state  and  local  employees  involved  lose  valuable 
Social  Security  protections. 

Facing  budget  pressures,  many  state  and  local  governments  shortsightedly  view 
withdrawal  from  Social  Security  as  a  solution  and  over  200  have  notified  the 
Social  Security  Administration  of  their  intention  to  withdraw. 

The  AFL-CIO  is  deeply  concerned  about  the  adverse  effects  that  these  with- 
drawals will  have  on  the  benefit  protections  of  the  affected  public  employees. 
Future  retirement  benefits  for  these  employees,  survivor  protection  for  widows 
and  minor  children,  and  disability  and  health  protection  can  be  lost  or  reduced. 

The  Social  Security  System  has  accumulated  sizable  accrued  liabilities  on  be- 
half of  state  and  local  public  employees  whose  employers  are  now  withdrawing 
them  from  coverage.  When  this  happens,  these  costs  then  fall  on  all  other  cov- 
ered wage  earners  and  employers  who  have  to  contribute  more  to  the  Social  Secu- 
rity program  in  order  to  make  up  for  the  discontinued  contributions  of  the  states 
and  localities. 

The  Social  Security  protection  of  public  employees  should  not  be  wiped  out  by 
the  unilateral  action  of  their  employers.  Once  coverage  is  elected,  withdrawal 
should  not  be  allowed.  The  Congress  and  the  Administration  should  act  immedi- 
ately to  correct  this  defect  in  the  law  by  requiring  public  employers,  whose  em- 
ployees are  covered  by  Social  Security,  to  maintain  that  coverage. 

Adopted  by  AFL-CIO  Convention,  San  Fkancisco,  Calif.,  October  1975 

Old  Age,  Survivors,  Disability  and  Health  Insurance 

In  1976,  the  United  States  will  commemorate  the  200th  anniver.sary  of  its 
birth.  In  these  200  years,  this  nation  has  created  a  vast  and  complex  economy, 
made  momentous  discoveries  in  science  and  technology  and  developefl  a  demo- 
cratic universal  educational  system  open  to  all.  Yet  its  treatment  of  the  age<l, 
sick  and  poor  falls  far  short  of  w'liat  other  less  affluent  and  less  etlucate<l  nations 
are  doing  for  their  citizens.  America  has  the  wealth,  the  institutions  and  the 
comi>etence.  All  tliat  is  lacking  is  the  will  to  act. 

With  some  astonishment  at  even  having  to  say  so,  we  in  the  AFL-CIO  affirm 
our  support  of  the  Social  Security  system.  Recent  attacks  on  tlie  low  level  of 
benefits,  scare  stories  that  it  is  going  bankrupt,  impel  us  to  express  our  con- 
fidence in  the  integrity  and  workability  of  the  system. 
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Since  1935,  when  it  was  first  establishe<l,  Social  Security  lias  been  a  continuing 
concern  of  the  Amei-ican  labor  movement.  Nearly  half  of  the  money  in  the  sys- 
tem's trust  funds  comes  out  of  workers'  wa£:es.  :More  than  19  million  workers 
and  their  dependents  receive  retirement  benefits  and  the  labpr  movement  is  well 
represented  among  the  nearly  12  million  otlier  beneficiaries  of  the  program — 
disabled  workers  and  their  dependents,  widows,  widowers  and  orphans. 

Claims  that  the  system  cannot  meet  its  payments  have  recurred  with  some 
fi-equency  during  the  past  40  years.  The  latest  fears  have  arisen  out  of  exag- 
gerated press  accounts  of  the  reports  of  the  Social  Security  Trustees.  We  concur 
in  the  views  of  five  former  HEW  Secretaries,  Eliott  L.  Richardson,  Robert  H. 
Finch,  Wilbur  J.  Cohen,  John  W.  Gardner  and  Arthur  Flemming,  who  have 
examined  the  latest  charges  and  find  them  baseless.  In  a  joint  statement  they 
issued  recently  they  find  no  lessening  of  congressional  commitment,  and  no 
grounds  for  believing  the  system  cannot  meet  its  obligation.  The  steady  drop 
in  the  national  fertility  rate,  if  it  continues,  suggests  that  sometime  in  the  nest 
century  a  smaller  group  of  workers  will  be  supporting  a  growing  group  of 
older  retired  persons.  The  current  rate  of  inflation  and  the  increase  in  benefits, 
tied  to  the  cost  of  living,  suggest  that  an  Increase  in  income  will  l)e  needed  over 
the  next  25  years  to  pay  the  cash  benefits.  But  we  agree  with  the  Secretaries 
that  the  problem  is  manageable  and  does  not  constitute  a  financial  crisis. 

The  purpose  of  the  Social  Security  system  today  remains  as  it  was  in  19.37 
when  U.S.  Supreme  Court  Justice  Benjamin  Cardozo  so  aptly  expressed  it:  "to 
save  men  and  women  from  the  rigors  of  the  poorhouse  as  well  as  from  the 
haunting  fear  that  such  a  lot  awaits  them  when  journey's  end  is  near."  The 
Social  Secui'ity  system  is  still  the  best  instrumentality  we  have  for  achieving 
that  purpose.  To  say  that,  however,  does  not  mean  the  system  cannot  be  improved. 

To  place  this  nation  in  tlie  first  ranks  of  leadership  in  social  insurance  pro- 
tections for  its  citizens,  the  AFL-CIO  recommends  the  following  far-reaching 
reforms  in  the  Social  Security  program. 

COST-OF-LIVING    ESCALATOR 

Galloping  inflation  has  had  a  disastrous  impact  on  the  living  standards  of 
Social  Security  beneficiaries.  The  present  cost-of-living  escalator  providing  for 
annual  increases  was  based  on  the  assumption  that  price  increases  would  be 
moderate  and  skyrocketing  prices  were  not  anticipated.  More  rapid  adjustment 
of  benefits  is  needed  to  keep  up  with  rising  prices.  Therefore,  benefits  should  be 
adjusted  for  the  rise  in  living  costs  at  least  every  six  months  whenever  the 
Consumer  Price  Index  increases  by  3  percent  or  more. 

One  major  handicap  in  the  effort  to  fight  inflation  among  Social  Security 
beneficiaries  is  the  lack  of  a  budget  that  accurately  measures  the  impact  of 
inflation  on  them.  While  the  present  Consumer  Price  Index  best  applies  to  workers 
and  should  be  continued,  a  special  Consumer  Price  Index  should  be  devised  for 
the  elderly  which  would  better  reflect  the  cost  increases  in  the  items  that  make 
up  their  typical  budget. 

SEX   DISCRIMINATION 

The  same  legal  rights  in  all  respects  should  flow  from  a  worker's  wage  record 
regardless  of  whether  that  worker  is  male  or  female.  Therefore,  all  differences 
in  the  benefit  treatment  of  men  and  women  should  be  removed  from  the  law, 
therel)y  improving  the  benefit  protection  for  married  women  who  work  and  the 
treatment  of  couples  where  both  work. 

RETIKEJIENT   AGE 

The  impact  of  automation  and  unemployment  has  created  serious  problems 
for  elderly  workers  who  are  not  yet  65  and  therefore  not  eligible  for  full  Social 
Security  benefits.  A  numl)er  of  changes  should  be  made  in  the  Social  Security 
Act  to  more  effectively  meet  the  interrelated  problems  of  old  age,  disability  and 
unemployment. 

1.  The  Social  Security  Act  should  be  amended  to  Include  an  occupational 
definition  of  disability  for  older  workers  so  that  any  disabled  worker  after  50 
or  55  who  is  unable  ot  handle  his  or  her  usual  occupation  would  be  entitled  to 
Social  Security  disability  benefits. 

2.  Because  of  unemployment  and  the  low  wage  base  in  earlier  years,  most 
workers  retire  on  low  Social  Security  benefits  not  adequately  related  to  vrages 
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at  the  time  of  retirement.  At  present,  worlcers  can  drop  out  only  five  years  of 
low  or  no  earnings  in  computing  their  average  wage  on  which  their  benefits  are 
based.  The  number  of  drop-out  years  of  low  or  no  earnings  in  computing  the 
average  wage  base  should  be  increased  as  a  first  step  toward  a  benefit  formula 
on  a  worker's  high  5  or  10  years  of  earnings. 

3.  A  serious  problem  has  been  the  low.  actuarially  reduced  benefits  of  those 
who  are  forced  to  retire  before  age  65.  Retirement  before  age  65  is  possible  but 
only  with  a  severe  actuarial  reduction.  The  law  should  permit  retirement  between 
60  and  65  with  less  than  a  full  actuarial  reduction  in  benefits. 

4.  In  addition  to  lowering  the  retirement  age  in  this  manner,  there  is  a  dire 
need  for  economic  protection  for  older  workers  before  eligibility  for  retirement 
benefits  in  case  of  persistent  unemployment.  Workers  who  are  unemployed 
for  two  full  years  after  age  55  should  be  entitled  to  Social  Security  benefits  on 
the  same  basis  as  if  they  had  reached  the  minimum  age  of  eligibility  for  retire- 
ment benefits. 

TEMPORARY   TOTAL   DISABILITY 

Social  Security  disability  benefits  are  not  paid  imless  an  individual  i.s  totally 
disabled  for  at  least  six  months  and  unless  he  or  she  meets  the  excessively  strin- 
gent definition  that  the  disability  is  totally  incapacitating  and  will  last  at  least  12 
months  or  is  expected  to  result  in  death. 

This  means  that  many  workers  are  incapacitated  for  months  without  either 
regular  income  or  benefits.  The  economic  impact  on  the  family  can  be  cata- 
strophic, causing  deprivation  that  may  last  years  beyond  the  date  of  recovery  of 
the  breadwinner. 

The  Social  Security  Act  should  be  amended  so  that  benefits  will  be  paid  for 
total  disability  that  lasts  longer  than  one  month  without  regard  to  its  subsequent 
expected  duration.  This  coverage  should  apply  equally  to  working  women  who 
must  cease  work  temporarily  before  and  after  pregnancy. 

MEDICARE 

Pending  enactment  of  National  Health  Security,  the  Medicare  program  should 
be  expanded  to  provide  older  and  disabled  people  greater  protection  for  health 
costs.  Among  the  needed  improvements  are  : 

1.  Elimination  of  the  monthly  premium  beneficiaries  must  pay  for  Part  B 
(physician  services)  of  Medicare. 

2.  Coverage  of  prescription  drugs. 

3.  Reduction  or  elimination  of  the  requirement  that  a  disabled  beneficiary  mu«t 
receive  cash  benefits  for  two  years  as  a  condition  for  eligibility  for  Medicare 
coverage. 

4.  Coverage  for  all  Social  Security  beneficiaries  before  age  65  who  retire  or  are 
forced  out  of  the  labor  market  because  of  unemployment. 

5.  Enactment  of  a  long-term  care  program  for  Social  Security  beneficiaries 
without  means  or  income  tests  as  part  of  either  Medicare  or  a  national  health 
program. 

FINANCING 

Though  the  worker  receives  an  economic  bargain  in  terms  of  benefits  received 
for  contributions  paid,  the  Social  Security  tax  has  become  a  burden  for  many 
workers.  Since  the  contribution  rate  is  uniform  for  all  salary  levels  and  exempts 
higher  levels  of  income,  considered  solely  as  a  tax  it  is  regressive.  The  Social 
Security  tax  should  not  go  higher.  Instead,  future  Social  Security  improvements 
should  be  financed  by  increases  in  the  earnings  base  and  by  a  gradually  increas- 
ing genei'al  revenue  contribution. 

We  reaflarm  the  position  taken  in  the  Executive  Council  statement  of  February 
1975  that  the  Social  Security  tax  should  be  applied  to  the  total  payroll  of  em- 
ployers and  that  a  new  benefit  formula  should  be  adopted  which  would  better 
reflect  wages  earned  at  the  time  of  retirement. 

SUPPLEMENTAL   SECURITY   INCOME    (SSI) 

The  Supplemental  Security  Income  Program  has  serious  deficiencies  which 
must  l^e  corrected.  Although  it  was  known  in  advance  that  this  program  would  be 
exceedingly  complex  and  cover  millions  of  impoverished  elderly,  blind  and  dis- 
abled, the  Administration  deliberately  failed  to  request  funds  for  anywhere  near 
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sufficient  staff  to  launch  the  prosram  on  an  effective  and  equitable  basis.  The 
result  has  been  vast  confusion  involving  substantial  errors  in  payments  and 
much  hardship  for  many  beneficiaries  of  the  program. 

We  call  upon  the  Administration  to  immediately  request  funds  for  additional 
staff"  to  assure  fair  and  effective  administration  of  the  program.  Beneficiaries 
must  not  be  made  to  suffer  because  of  maladministration  of  the  program.  There- 
fore, rebates  from  the  meager  amounts  recipients  receive  must  not  be  requested 
even  if  previous  benefits  they  have  received  were  technically  overpaid. 

But  inadequate  staff'  to  properly  administer  the  program  is  not  the  only  prob- 
lem. Benefit  levels  are  too  low  so  that  recipients  are  unable  to  live  decently  on 
them.  The  goal  should  be  to  guarantee  these  deprived  Americans  a  SSI  benefit 
sufficient  to  lift  them  from  poverty. 

The  problem  of  inadequate  benefits  is  compounded  since  SSI  beneficiaries  often 
lose  their  eligibility  for  other  public  benefits,  such  as  food  stamps  and  Medicaid, 
when  their  income  rises  due  to  cost  of  living  or  Social  Security  increases.  Con- 
gress should  enact  a  "pass-through"  provision  to  meet  this  problem. 

Similarly,  states  that  supplement  federal  SSI  payments  should  not  be  allowed 
to  decrease  their  supplements  by  the  dollar  amount  of  federal  increases.  These 
states  should  be  required  to  "pass-through"  federal  SSI  increases  and  any  result- 
ing additional  costs  incurred  by  a  state  should  be  shared  by  the  federal 
government. 

INDEPENDENT    SOCIAL   SECURITY   AGENCY 

"We  reaffirm  the  position  taken  in  the  Executive  Council  statement  of  Aug.  6, 
1974  that  the  Social  Security  Administration  should  he  an  independent,  nonpolit- 
ical  agency.  It  should  be  under  the  direction  of  a  five-member  governing  board, 
including  duly  designated  representatives  of  management  and  labor,  appointetT 
by  the  President  with  the  advice  and  consent  of  the  Senate  and  with  no  more 
than  three  members  from  any  one  political  party.  At  the  same  time,  in  order  ta 
strengthen  public  confidence  in  the  program,  the  Social  Security  trust  funds 
should  be  excluded  from  the  unified  budget. 

Mr.  Jacobs.  Befoi-e  wo  continue,  I  want  to  welcome  evervbody  to  the 
sardine  can.  and  point  ont  there  are  some  seats  avaihable  if  everybody 
took  a  coonerative  viewpoint.  Maybe  some  people  could  shift  down  this 
wav.  Don't  be  afj-aid  to  come  down  front — we  are  not  taking  up  a  col- 
lection. It  does  make  it  difficult  for  people  coming  in  and  out. 

Mr.  Cotter? 

]^Tr.  Cotter.  T  have  no  questions,  Mr.  Chairman,  thank  you. 

Mr.  Jacobs.  Mr.  Lederer. 

Mr.  TvEDERER.  Xo  questions. 

Mr.  Jacobs.  Mr.  Schulze. 

Mr.  ScTTTTEZE.  Thank  you.  Mr.  Chairman. 

Mr.  Seidman,  we  have  had  much  eloquent  testimony  from  virtually 
all  points  on  the  political  spectrum  concerning  the  elimination  of  the 
retirement  test. 

I  wonder  if  you  would  go  into  more  detail  with  respect  to  your 
opnosition. 

Mr.  SEroMAx.  T  would  be  Had  to  do  that.  We  feel  that  eliminating 
the  retiroment  test  or  undulv  liberalizing  it  M'ould  be  a  benejfit  to  only  a 
very  small  nmnber  of  people.  Most  people  £ro  on  social  security  before 
the'a  p-o  of  65.  Now  the  fijrure  is  approximately  two-thirds.  These  people 
£ro  on  so<^ial  security  before  the  age  of  65  primarilv  on  an  involuntaij 
Ixisis  because  of  their  inabibtv — thev  have  been  displaced  from  their 
nobs  and  they  are  unable  to  obtain  other  joIds  or  because  of  health  prob- 
lems or  some  combination  of  the  two.  The  people  who  retire  early  do  so 
at  reduced  l^eneflts  which  then  continue  for  the  rest  of  their  lives. 

The  people  who.  on  the  other  hand,  continue  to  work  are  people  who 
are  in  better  health,  who  have  better  jobs,  generally  are  better  off  than 
those  who  are  getting  the  reduced  social  security  benefits. 
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It  would  cost  approximately  $7  billion  to  eliminate  tie  retiiement 
test  That  money  would  have  to  be  found  somewhere  If  there  is  $  b  1- 
ion  for  improvement  in  social  security,  then  we  think  that  it  should  be 
sed  to  improve  the  benefits  of  those  who  are  now  ekmg  out  their  live, 
at  very,  very  low  benefits,  rather  than  to  use  it  m  a  way  which  would 
benefit  mainly  people  who  are  employed  full  time  and  are  not  retired. 
Essen  iallv  social  security  is  for  people  who  are  retired  and  who  there- 
Save  a  much  greater  need  for  social  security  benefits,  not  for  people 

"  m'll  sSngiy  in  favor  of  changing  the  definition  of  disability  as 
the  chairman  has' recommended  so  that  you  have  ^^^/^f  ^^f  ^J^.^J^^X 
nition  for  those  over  the  age  of  50  m  recognition  of  the  fact  | hat  dis- 
abled older  workers  who  lose  their  Jobs  have  virtually  no  chance  to 
obtain  employment  in  a  new  occupation. 

So,  if  there  were  money  available  for  improvement  of  benefits  the> 
would  be  prime  candidates,  from  our  point  of  view,  for  the  use  of  that 

""  mT'Schulze.  Then  your  concern  is  not  of  the  labor  force,  because 
you  mentioned  that.  You  are  not  concerned  about  beneficiaries  taking 
"iobs  that  might  othei-wise  be  available?  ,    ^  ^.r  i      ^^„ 

^    Mr.  SEmMA^.  We  are  also  concerned  about  that.  We  are  also  c_o  - 
cerned  about  the  fact  that  until  we  can  achieve  something  like  til 
employment  there  is  no  reason  for  people  who  are  eligible  for  soca^^ 
security  benefits  and  could  therefore  obtain  an  income  to  be  competing 
with  Deonle  who  do  not  have  such  recourse. 

mV  Sc^uIzE.  Aren't  we  in  effect  wasting  a  natural,  resource,  these 
people  who  have  exiDcrience  and  abilities,  and  3ust  putting  them  m  the 

'^  mJ- S™^^are  not  suggesting  that  they  be  put  in  the  ash  heap 
We  are  making  a  number  of  recommendations  for  res  onng  full 
employ  ment  and  under  those  circumstances  those  people  could  continue 
to  iork,  although  they  would  not  receive  social  security  be.iefits  B  t 
they  wo  dd  ha^"e  adequate  incomes.  It  is  l>ecause  we  do  not  have  full 
employment  that  so  many  of  thenr  are  not  able  to  con  mue  -  o  un?^ 

In  any  case,  we  think  that  if  Congress  can  find  $.    ^i^^^^'\,^^,^ 
improvement  of  social  security  benefits,  that  is  not  where  we  would 

'^m:^^^tr,i  there  a  moral  aspect  of  this?  We  are  in  a  way^ 
subtly  forcino-  our  senior  citizens  to  go  out  and  work  for  cash.  Aien  t 
they  doin^r  ^lis,  taking  money  under  the  table  and  working  m  private 
jobs,  andlsn't  there  a  great'moral  aspect  to  our  forcing  a  group  of 

^xtj^^r^^i^xsrt^t!:::f^ 

law  an"mor:-than  making  available  ^-^-^-y^^^^'  ^^^ 
worker's  compensation  forces  people  to  go  out  and  bieak  the  law. 

Mr  ScHULZE.  That  is  done,  too,  I  am  sure  you  are  aware. 

Mr  SEmM-vN.  These  social  insurance  systems  are  set  up  to  pio.ide 
in^gTnst'certain  contingencies.  In  the,  -se  of  he^s^^^^^^^^^^^^ 
svstem  those  contingencies  are  disability,  the  loss  ot  the  bieacm inner 
for  the  s  ?vhSS  and  for  retirement.  Social  security  is  not  set  up  o 
provlde'nmuLs  to  anybody  who  reaches  a  certain  ^-^l^ 
provide  income  against  certain  contingencies,  and  if  the  people  are  not 
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facino;  those  contino:encies,  then  the  money  ono;ht  not  to  be  a\'ailable. 
I  am  trying  to  emphasize  that  if  limited  money  is  available,  then  other 
improvements  deserve  priority. 

Mr.  SciiuLZE.  I  am  frankly  a  little  shocked  at  the  AFL-CIO's  lack 
of  concern  over  these  people.  I  don't  think  they  go  out  working  or  look- 
ing; for  jobs  miless  they  have  a  great  need  for  the  money. 

Mr.  Seid^iax  AVe  have  a  greater  concern  for  people  who  have  to 
retire  early  involuntarily  and  who  get  reduced  social  security  benefits 
for  the  rest  of  their  lives  than  for  people  who  are  working  full  time, 
doctors,  lawyers,  engineers,  and  others,  who  would  receive  full  social 
security  benefits  in  addition  to  high  full-time  earnings.  That  ex- 
presses our  concern. 

Mr.  SciiULZE.  Thank  you,  Mr.  Chairman. 

M.  CoxABLE.  Mr.  Seidman,  does  the  AFL-CIO  have  a  position  on 
the  taxation  of  social  security  benefits  ? 

Mr.  Seidmax.  We  are  opposed  to  the  taxation  of  social  security 
benefits. 

My.  Conable.  Thank  you. 

]Mr.  Jacobs.  Mr.  Seidman,  the  AFL-CIO  has  advocated  a  liberali- 
zation of  the  transition  provision  of  the  administration's  proposal 
with  respect  to  decoupling  from  5  to  10  years,  I  believe,  and  extends 
the  transition  treatment  to  disal^ility  and  survivor  beneficiaries.  Has 
your  organization  an  estimate  of  the  marginal  costs  of  your  proposal  ? 

Mr.  Setdmax.  We  do  not  have.  Do  you  have  an  estimate  now  ?  We 
didn't  have  when  we  testified  on  the  Senate  side. 

]Mr.  Smedley.  Yes ;  these  are  based  on  the  Social  Security  Adminis- 
tration's fig-ures  which  I  think  are  a  little  excessive.  For  the  5-year 
period  it  would  be  about  $2.2  billion.  Xow,  the  indexing  would  save 
S1.7  billion  which  is  the  change  in  formula  that  causes  the  problem. 
The  administration  proposes  to  use  $200  million  of  that  for  x)rotect- 
ing  retirees  for  5  vears  and  it  costs  roughly  an  additional  $500  million 
to  -protect  the  disabled  and  survivor  benefits. 

The  transition  proposal  is  not  an  AFL-CIO  one.  It  was  proposed 
by  the  Ford  administration ;  so  we  are  supporting  a  provision  that  was 
recommended  by  the  previous  administration. 

Mv.  Jacobs.  You  are  supporting  the  more  liberal  administration? 

Mr.  Smedlet.  No  ;  in  this  instance  they  were  more  liberal.  We  didn't 
catch  this  until  very  late — when  the  Social  Security  Commissioner 
testified,  and  we  were  surprised  to  find  that  on  the  one  issue  the  ad- 
ministration was  to  the  right  of  the  Ford  administration. 

Mr.  Jacobs.  Do  you  have  any  opinion  as  to  whether  benefits  for  the 
disabled  and  the  survivors  in  the  past  few  years  have  increased  at  a 
e-reater  rate  than  those  benefits  for  social  security  retirees? 
^  Mr.  Seidmax.  There  have  been  no  across-the-board  increases  in 
recent  years,  and  so  all  the  benefits  have  increased  mainly  as  a  result 
of  the  cost-of-living  adjustments. 

]VIr.  Jacobs.  Have  you  an  opinion  as  to  whether  that  has  worked, 
though,  in  any  disproportionate  way  among  the  three  categories  of 
recipients  ? 

Mr.  Seid^tax.  If  you  are  asking  about  the  numbers  of  people,  I 
think  that  the  numbers  of  people  who  have  been  declared  eligible  for 
disability  benefits  have  increased  more  rapidly  than  any  other 
cateo-ories. 


425 

Mr.  Saiedley.  I  think  the  problem  arises  because  before  age  31, 
younger  workers  do  not  have  to  have  as  many  years  of  coverage  to  be 
eligible  for  social  security. 

Mr  J  \coBS.  Two  years  will  do  it.  ■■,■■,■. 

M  Saiedley.  Years  of  work  before  age  21  can  establish  eligibdity 
but  only  earnings  after  21  need  be  counted  to  determme  the  aver- 
age a^e  on  which  benefits  are  based.  Thus,  young  high-wage  earners 
cSn  have  their  benefits  based  on  a  very  few  years  of  service  and  re- 
ceive much  higher  benefits  than  older  workers  with  many  years  of 
coverao-e  and  contributions.  ,  i-  i 

Mr   Jacobs.  Isn't  it  true  that  figure  can  be  100  percent  higher  m 

'^Mr^^SATEDLEY.  I  would  assumc  it  could  be  in  some  cases,  but  when 
vou  index  bv  average  wages,  you  wipe  out  the  advantage  hat  the 
Vmnger  worker  hast  and  treat  him  relatively  the  same  ^^  the  older 
™-ker.  We  are  not  objecting  to  that.  We  will  go  along  with  that  to 

correct  this  technical  flaw.  •     v     i  i    i 

5l  we  arc  saying  is,  why  should  a  disabled  worker  who  is  disabled 
in  the  mm  th  of  December  receive  $200,  maybe  $300,  more  than  p. 
4rker  who  was  disabled  in  January  with  exactly  the  same  earnings 
record  and  contributions  to  the  social  security  system  ^  _ 

We  uro-e  a  formula  that  would  phase  out  these  kind  of  problems 
over  a  10?-vear  transition  period.  Our  pro]wsal  resolves  the  problem 
you  are  alluding  to.  but  it  also  prevents  serious  injustices  from  taking 

Mr.  Jacobs.  Are  there  any  f  urtlier  questions  ? 

We  are  verv  grateful  for  your  testimony.  ,  ^^    ,     ^t-  i 

Our  next  witnesses  will  be  Paul  H.  Jackson  and  Herbert  Liebenson. 

STATEMENT  OE  PAUL  H.  JACKSON,  ACTUAEY,  THE  WYATT  CO.,  AND 
HEEBEUT  LIEBENSON,  VICE  PEESIDENT,  GOVEENMENTAL 
AEFAISS.  NATIONAL  SMALL  BUSINESS  ASSOCIATION  ON  BEHALF 

OF  THE  SMALL  BUSINESS  LEGISLATIVE  COUNCIL 

Mr  JACOBS.  As  usual,  if  you  have  statements,  they  will  be  put  in  the 
recorcl.  and  if  vou  wish  to  summarize,  you  may  proceecl  ^   j  ^^  ^ 

Mr  J\rK^ox.  Mr.  Chairman,  mv  name  is  Paul  H.  Jackson,  i  am  a 
consulting  actuary  with  the  Wyatt  Co.  Accompanying  me  this  morning 
is  Herbert  Liebenson,  vice  president  for  governmental  aiiaiis  ot  tiie 
National  Small  Business  Association.  _         -r      •  i  ^-      ^         ^^ 

I  am  testifving  on  behalf  of  the  Small  Business  Legislative  Council 
wh  ose  members  are  predominantly  smaller  businesses. 

The  Small  Business  Legislative  Council,  currently  representing  over 
400,000  small  business  firms,  sincerely  appreciates  the^opportunitjv^  to 
present  the  views  of  small  business  on  a  topic  as  important  ^^^^^  t"rida- 
mental  as  our  social  security  program  and  its  financing:  11  <  oiganiza- 
ions  support  in  principle  the  Small  Business  Leo-islatiye  Council  posi- 
tion t'^t\he  proposals  to  put  the  social  security  syste,u_  on  a  sound 
fis'al  basis  are,  for  the  most  part,  desirable  but  the  admimstrat.oivs 
plan  to  accomplish  the  objectives  is  unwise.  If  ^"^P^^y^^^.^^^^;  J.^^^  ^ 
ng  to  share  the  costs  of  the  present  program  equall.v  ^^^th    heii 
einployers,  then  the  social  security  program  has  already  gone  beyond 
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the  point  of  self-support  and  benefit  increases  Imilt  in  for  the  future 
shonld  be  rednced.  Employers  should  not  be  taxed  on  pay  that  the 
employee  is  not  taxed  on  jnst  because  tliat  is  a  convenient  way  to  ^et 
money.  The  program  should  continue  to  be  financed  50-50  by  employee 
and  employer  alike. 

SBLC  recommends  that  the  "decouplino;,''  self-employed  tax  and 
dependency  test  proposals  be  adopted  now  and  that  the  rest  of  the 
changes  be  referred  to  the  next  Social  Security  Advisory  Council  for 
thorouo:h  and  careful  review. 

Small  employers  and  their  employees  contribute  equally  to  the 
U.S.  social  _  security  system.  Social  security  is  the  basic  program 
through  which  the  workers  in  the  smaller  coinpanies  achieve  financial 
security  and  independence  in  their  old  age.  Indeed,  in  many  instances? 
it  is  the  only  program,  apart  from  individual  savings,  since  many  small 
businesses  have  not  found  it  financially  possible  or  provide  a  JDrivate 
retirement  plan.  In  recent  years,  in  fact,  many  small  businesses  have 
been  forced  to  drop  their  private  retirement  programs  because  of  the 
recordkeeping  and  financial  burdens  imposed  by  ERISA.  Many  more 
small  businessses  will  be  discouraged  from  starting  such  programs.  In 
this  framework,  clearly  the  social  security  program  and  the  benefits 
it  provides  are  of  prime  importance  to  small  business  and  to  its 
■workers. 

Throughout  its  history,  social  security  has  been  financed  almost 
entirely  by  taxes  collected  from  workers,  by  matching  taxes  collected 
from  their  employers,  and  by  the  interest  earned  on  the  invested 
balance  of  the  trust  funds.  For  example,  in  the  most  recent  fiscal  year 
over  99  percent  of  the  total  income  to  the  tnist  funds  came  from  social 
security  taxes  and  interest  earnings,  and  only  three-quarters  of  1  per- 
cent came  from  special  reimbursements  from  the  general  funds  of 
the  Treasury  for  certain  costs  that  are  not  financed  by  payroll  taxes. 
We  believe  this  system  of  sharing  the  cost  equally  lias  worked  well 
in  the  past  and  should  be  continued  in  the  future  because  the  financial 
support  for  the  system  is  then  drawn  from  the  parties  who  expect  tO' 
enjoy  the  benefits  from  the  system;  namely,  the  employees  and  their 
employers. 

Small  businessmen  have  learned  over  the  years  the  value  of  restraint 
in  financial  matters.  Giant  enterprises  and  governments  may  have  un- 
limited lines  of  credit  available  to  them,  but  the  small  businessman 
knows  that  when  his  cash  iims  out,  his  credit  is  likely  to  run  out  also. 
Small  businessmen  have  found  through  practical  experience  that  some 
hard  choices  must  be  made  in  deciding  on  their  own  employee  bene- 
fits because  it  is  a  rare  small  business  indeed  that  is  able  to  support  the 
entire  range  of  benefits  that  would  be  typically  offered  by  the  larger 
or  older  enterprises.  We  believe  this  sense  of  restraint  is  also  neces- 
sary in  connection  with  social  security.  It  is  obvious  that  all  of  us 
could  think  of  larger  or  more  extensive  benefits  for  social  security  and 
all  of  them  might  be  desirable,  but  the  line  must  be  drawn  at  the  point 
where  we  become  unwilling  on  unable  to  pay  for  them. 

We  believe  that  time  has  already  come  because  the  benefits  promised 
in  the  1972  Social  Security  Amendments  are  simply  proving  to  be  more 
than  we  can  support  financially,  and  the  chief  cause  is  the  excessive  ad- 
justment for  inflation  which  was  included  in  social  security  in  1972.. 
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We  belieA-e,  therefore,  that  perhaps  the  most  important  aspect  of  the 
current  legislative  proposals  is  the  correction  of  the  social  security 
benefit  formula  to  eliminate  the  double  adjustment  for  inflation  and 
to  "decouple"  the  program,  and  we  support  this  wholeheartedly. 

BACKGROUND 

In  May  1977,  President  Carter  sent  to  Congress  a  legislative  pack- 
age dealing  with  the  social  security  problems.  The  principal  proposals 
were  :  (1)  Institute  countercyclical  general  revenue  tinancingto  replace 
lost  taxes  when  unemployment  exceeds  6  percent :  (2)  remove  the  ceil- 
ing on  the  amount  of  an  employee's  pay  on  which  the  employer  pays 
social  security  taxes;  (3)  increase  the  self-employed  tax  rate  to  the 
traditional  level  of  ll/o  times  the  tax  on  emplovees:  (4)  shift  some 
funds  from  the  hospital  insurance  trust  fund  to  the  old  age  fund;  (5) 
add  $600  to  the  wasre  base  otherwise  effective  in  each  of  4  years.  1979, 
1981,  1983.  and  1985;  (6)  change  the  dependency  test  in  conformity 
with  recent  Supreme  Court  decisions  requiring  men  and  women  to  be 
treated  equally;  (7)  modify  the  social  security  benefit  formula  to 
eliminate  the  inflation  overadiustment  now  in  the  law — usually  re- 
ierved  to  as  "decoupling";  and  (8)  advance  to  1985  and  1990  the  1- 
percent  increase  in  tax  sclieduled  to  go  into  effect  in  2011. 

NECESSARY    CHANGES 

Certain  of  the  foregoing  proposals  are  desirable  and  indeed  neces- 
sary in  order  to  preserve  the  financial  soundness  of  the  social  security 
system.  It  is  absolutely  necessary  to  adopt  a  decoupling  amendment.  It 
is  most  desirable  to  restore  the' traditional  IV2  times  tax  for  self-em- 
ployed workers.  Because  of  recent  Supreme  Court  decisions,  it  is  also 
necessary  to  change  the  dependency  test  to  conform  with  current  legal 
requirements.  These  changes — 3,  6,  and  7  abo\e— clearly  should  be 
adopted  and  adopted  promptly. 

UNDESIRABLE    CHANGES 

Small  business  opposes  two  of  tlie  proposals  as  being  completely 
undesirable  because  they  violate  the  fundamental  princij^le  on  which 
the  social  security  program  is  based.  The  proposal  to  eliminate  the 
ceiling  on  an  individual  worker's  wages  on  which  the  employer  must 
pay  tax  woidd  destroy  the  50-50  cost-sharing  principle.  The  proposal 
to  institute  countercylical  general  revenue  financing  is  only  needed  if 
social  security  is  underfinanced  and  imposes  a  financing  burden  on 
general  revenues  at  precisely  the  wrong  time.  We  are  unalterably  op- 
posed to  these  two  changes — 1  and  2  above. 

UNLIMITED    EMPLOYER    TAXES 

The  proposal  to  remove  the  ceiling  on  the  amount  of  an  employee's 
pav  on  which  the  employer  must  pay  social  security  tax  is  unsound 
and  unwise.  When  fully  phased  in  by  1982,  this  proposal  is  supposed 
to  develop  an  additional  $11.4  billion  of  taxes  out  of  the  grand  total 
of  $13.1  billion  of  new  revenue  in  that  year  from  all  of  the  President's 
proposals. 
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In  short,  this  one  proposal  accounts  for  87  percent  of  the  new  finan- 
cial support.  If  employees  are  unwilling  to  pay  an  increased  tax  to 
support  social  security,  why  should  any  additional  burden  be  put  on 
their  employer  or  even  on  some  other  employer  ? 

Up  to  now,  the  50-50  matchinf^  has  allocated  social  security  costs  to 
the  employees  whose  wage  records  are  covered  for  benefit  purposes  and 
to  their  employers.  The  costs  have  been  allocated  roughly  in  the  pro- 
portion to  which  the  employees  can  anticipate  benefits  from  the  system. 

On  the  other  hand,  this  particular  tax  on  earnings  above  the  Social 
Security  wage  base  would  add  no  burden  whatever  to  the  small  em- 
ployer in  an  industry  with  low-paid  employees  and  yet  it  could  increase 
social  security  taxes  by  as  much  as  100  percent  on  small  employers  in 
high-technology  industries.  If  additional  financing  is  required  for  the 
Social  Security  system,  it  is  just  not  right  to  try  and  unload  it  on  some 
of  the  employers,  while  other  employers  and  all  employees  rret  off  scot- 
free.  All  employees  earning  up  to  the  social  security  tax  base  are  now 
promised  benefits  based  on  their  pay  up  to  that  tax  base  and  if  those 
benefits  cost  more  than  is  now  being  paid  into  the  system  in  taxes,  the 
added  cost  should  be  borne  by  all  of  them  and  by  all  emplovers  and 
not  passed  on  only  to  the  employers  of  higher  paid  people.  If  the  bene- 
fits are  for  everyone,  the  cost  should  be  shared  by  everyone. 

"We  can  understand  the  ireneral  attitude  of  some  groups  in  looking 
at  this  added  tax.  There  is  always  tlie  liope  that  the  burden  can  he 
placed  on  somebody  else's  shoulders  and  the  idea  of  passing  the  social 
security  cost  on  to  the  big  corjjoratious  who  pay  their  executives  large 
amounts,  looks  like  an  easy  solution.  Small  business  opposes  this  solu- 
tion, however,  because  it  would  hurt  the  high-technologv  companies 
in  aerospace  and  computer  applications,  iu  Xerography  and  com- 
munications and  most  of  them  are  small  Ijusiuesses.  It  would  impose 
a  heavier  social  securitv  tax  burden  on  companies  employintr  engineers 
and  scientists,  computer  experts  and  chemists,  mathematicians  and 
research  personnel.  In  short,  it  would  impose  an  unfair  tax  burden 
on  the  leading  edge  of  tlie  American  industrial  complex  and  that  is 
just  the  wrong  place  to  discourage  future  activity. 

Small  businesses  are  usually  started  by  a  few  owner-managers  who 
risk  their  own  capitnl  and  coutribute  their  own  efforts.  In  the  oarly 
years  of  most  small  business,  tliere  is  not  enough  in  the  way  of  earn- 
ings, or  no  profits  at  all,  and  the  businesses  cannot  obtain  sufficient 
credit  so  that  the  end  result  is  that  the  owner-manaoers  undernay 
themselves.  In  a  sense  this  is  their  investment  in  the  business.  "\Anien 
the  financial  rewards  do  come,  there  are  two  ways  the  oAvner-managers 
can  get  them : 

(1)  By  way  of  dividends  on  their  stock  and  the  Federal  Govprn- 
ment  is  already  taxing  tliat  form  of  income  twice:  and  (2)  in  the 
form  of  higher  salary  and  now  we  have  before  us  a  proposed  fi-perr^^nt 
whack  on  that  in  order  to  liail  out  the  social  security  svstem.  This 
proposal  clearly  discriminates  against  small  businesses  and  the  people 
who  start  them  up. 

Xot  only  does  this  proposal  put  the  burden  in  the  wronp-  place,  it 
distorts  the  balance  in  the  social  security  system  in  ways  which  luay 
be  unintended.  Here  are  two  illustrations  of  some  unintended  side- 
effects  : 
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First,  from  time  to  time,  Conp-ess  has  raised  the  social  security 
wage  base  and  this  not  only  raises  the  level  upon  which  benefits  are 
based,  but  also  increases  the^  level  of  wages  on  which  taxes  will  be  col- 
lected from  both  employer  and  employee.  If  the  ceiling  on  the  amount 
of  pay  on  which  the  employer's  social  security  tax  is  levied  were  to  be 
removed,  then  any  future'  proposal  to  increase  the  wage  base  will 
bring  with  it  the  same  benefit  improvement  as  in  the  past,  but  only  half 
of  the  added  revenue  since  the  employer's  portion  of  the  tax  on  the 
additional  earnings  will  have  already  been  anticipated  by  this  10T7 
proposal. 

In  effect,  we  are  coimting  as  future  income  the  employer's  portion 
of  the  tax  involved  in  future  wage  base  amendments  in  advance  of  the 
amendments  themselves.  The  employer's  tax  on  wages  over  the  social 
security  tax  base  should  be  used  as  income  to  the  system  only  if  and 
when  the  tax  base  is  raised.  If  we  collect  the  taxes  before  that  time, 
then  it  will  be  much  more  costly  to  raise  the  wage  base  if  that  should 
ever  be  desirable  at  some  future  date. 

A  second  illustration  of  the  distortion  of  the  program  is  the  impact 
on  certain  special  groups  such  as  public  school  teachers.  AVhile  public 
school  systems  employ  many  lower  paid  individuals,  the  salaries  paid 
to  public  school  teachers  are  set  at  a  level  apjH'opriate  for  profes- 
sionals and  rise  in  proportion  to  service  and  additional  education.  In 
the  case  of  a  typical  New  York  State  School  District,  more  than  half 
of  the  teachers  having  5  years  of  service  have  scheduled  pay  in  excess 
of  the  social  security  tax  base.  These  public  school  systems  have  the 
choice  of  remaining  in  the  social  security  system  or  leaving  it.  To  im- 
pose added  taxes  on  such  school  districts  without  any  evident  increase 
in  benefit  would  merely  encourage  more  such  systems  to  withdraw 
from  social  security.  The  problem  is  even  worse  because  teachers'  sal- 
aries are  greatest  in  the  school  systems  operated  by  the  major  cities 
and  least  in  the  rural  areas.  Therefore,  the  added  burden  would  fall  on 
systems  like  the  New  York  City  Public  Schools  and  certainly  would 
make  the  alternative  of  dropping  out  of  social  security  that  much  more 
attractive  to  them. 

POSITION" 

Small  business  is  fundamentally  opposed  to  the  proposal  to  tax  em- 
ployers on  total  payroll  because  it  is  not  right.  If  the  present  social 
security  system  needs  more  money,  it  should  get  it  from  the  employees 
who  are  covered  by  the  system  and  their  employers  will  match  the 
added  tax  dollar  for  dollar. 

COUNTERCYCLICAL  USE  OF  GENERAL  REVENUES 

One  of  the  proposals  to  fix  up  social  security  financing  would  draw 
on  general  revenues  whenever  unemployment  exceeds  Q  percent.  As  the 
proposal  is  drawn,  it  would  appear  to  be  limited  to  the  years  1975-78, 
with  the  cash  actually  being  transferred  to  the  social  security  funds 
in  the  years  1978, 1979,  and  1980.  This  proposal  is  obviously  aimed  at 
the  short-term  financial  difficulties.  It  is  hard  to  see  how  this  coidd 
actually  help  the  situation  in  the  long-run.  If  the  general  revenue  bur- 
den is  included  in  years  of  high  unemployment,  it  would  merely  in- 
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crease  the  national  debt  and  not  the  actual  financing  of  social  security, 
since  there  will  already  be  budget  deficits  in  those  years. 

Even  more  to  the  point,  however,  by  imposing  added  general  revenue 
costs  in  bad  business  years,  the  demand  on  general  revenue  could  not 
come  at  a  worse  time  because  it  will  reduce  the  Government's  ability 
to  adopt  financial  solutions  to  alleviate  unemployment  or  to  help  small 
businesses. 

We  believe  it  is  very  poor  financial  jDlanning  for  the  Govenunent 
to  imdertake  to  support  the  social  security  program  only  in  those 
years  when  there  is  likely  to  be  a  maximum  demand  on  government 
to  support  the  unemployed  directly  or  to  assist  small  businCvSses  that 
are  failing  or  in  dire  financial  straits.  It  obviously  would  be  far 
smarter  for  us  to  set  the  level  of  social  security  financing  at  a  point 
wliere,  on  the  average,  it  will  support  the  system  over  a  long  perioii 
of  years  consisting  of  both  good  years  and  bad  yeare.  This  is  true 
countercylical  financijig  because  the  system  in  good  yeai-s  could  then 
build  up  trust  fund  balances  that  would  support  the  system  when 
employment  falls  off. 

posmoisr 

Small  business  opposes  the  proposal  to  use  general  revenues  coun- 
tercyclically  for  social  security  financing.  'WHien  times  are  bad,  gov- 
ernment programs  to  help  small  businesses  should  be  expanded  and 
any  requirement  to  support  social  security  from  general  revenues  in 
those  same  periods  will  just  get  in  the  way. 

OTHER  PROPOSALS 

The  other  proposals  which  have  been  made  (4.  5,  and  8  in  the  list) 
do  not  appear  to  be  immediately  necessary  and  they  appear  to  be 
cosmetic  rather  than  substantive. 

The  proposal  to  shift  moneys  from  the  hospital  insurance  trust 
fund  to  the  retirement  tiiist  funds  clearly  leaves  the  total  social  secu- 
rity trust  funds  in  the  same  position  they  were  in  before  the  shifting. 
Apparently  the  reason  for  this  proposed  shift,  is  that  it  is  hoped  that 
■current  proposals  to  control  hospital  costs  will  work  better  than  the 
methods  we  have  used  in  the  past  to  control  hospital  costs.  Small 
business  is  skeptical  about  spending  future  savings  before  it  is  sure 
that  the  savings  will  actually  be  there. 

The  proposal  to  take  the  rate  increase  included  in  the  present  law 
for  the  vear  2011  and  advance  it  to  the  yeai-s  1985  and  1990  would 
help  make  things  "seem  right"  in  1977.  On  the  other  hand,  not  1  cent 
of  additional  income  will  be  received  by  the  trust  funds  until  1985. 
We  seriously  question  whether  it  is  wise  to  pay  high  benefits  now  if 
we  are  only  willing  to  increase  taxes  10  years  in  the  future.  It  does  not 
apnpar  to  be  a  sound  approar^h. 

The  proposal  to  ]irovide  for  several  $600  increases  in  the  waffe  base 
at  2-year  intervals  from  1979  through  1985  Avill  increase  both  the  is.x 
receipts  and  the  benefits  ]>aid  by  the  svstem  but,  of  course,  the  effect 
on  taxes  will  be  earlier  and  this  will  help  the  short-term  cash  shortage. 
Por  the  long  term,  if  the  taxes  are  set  at  a  level  where  they  support 
"the  benefits,  there  will  not  be  too  much  financial  help  to  social  secu- 
Tity  in  raisin<x  the  tax  base. 
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It  does  not  make  much  sense  to  take  on  bigger  benefits  permanently 
just  because  the  earlier  payment  of  the  increased  taxes  will  help  out 
in  a  short-run  financial  squeeze. 


rosiTiox 

We  recommend  that  these  proposals  be  referred  to  the  next  Social 
Security  Advisory  Council  for  their  study  and  analysis. 

GENERAL,  APPROACH 

Small  businesses  and  their  employees  are  counting  on  social  security 
to  work  out  right  in  the  long  run.  IVe  do  not  believe  that  Congress 
should  take  the  easy  way  out  by  tinkering  around  with  the  financing 
of  the  social  security  system  in  an  effort  to  make  things  seem  right. 
Indeed,  some  of  the  proposals  resemble  the  imaginative  accounting' 
solutions  adopted  by  Xew  York  City  to  make  their  books  look  better. 
What  is  needed  is  more  of  a  cash-on-the-barrelhead  approach  that  sets 
the  benefits  at  a  level  Avhich  the  taxpaying  employees  are  willing  to 
support.  The  small  businesses  who  employ  them  have  accepted  the 
obligation  to  match  those  taxes  dollar  for  dollar.  Small  businesses 
and  most  private  families,  too,  all  have  learned  the  hard  way  that  our 
ability  to  pay  is  a  good  deal  less  than  our  ability  to  think  up  things 
which  we  have  to  have. 

DECOUPLING 

We  support  wholeheartedly  a  change  in  the  social  security  sj^stem 
today  that  would  decouple  benefits  and  leave  them  at  a  level  which 
can  be  supported  in  the  lontr  ruii.  There  have  lieen  a  number  of  specific 
proposals  as  to  just  how  this  is  to  be  done,  but  we  suggest  that  the 
process  should  go  further.  Specifically,  the  wage  records  of  the  individ- 
uals covered  by  the  social  security  system  should  be  adjusted  in  such 
9  manner  that  when  they  retire  their  benefits  will  not  have  been  lost 
through  inflation.  In  addition,  we  recommend  that  this  adjustment 
should  be  such  that  the  generous  benefits  for  employees  with  low  earn- 
ings will  in  fact  be  limited  to  full-time  employees  with  low  average 
pay  or  lower-paid  employees  with  long  periods  of  sporadic  earnings 
that  are  consistently  low. 

Part  of  the  financial  deficit  in  the  social  security  system  is  due  to 
employees  of  the  Federal  Government  who  are  covered  b}'^  a  generous 
Civil  Service  Retirement  System  but  who,  after  their  retirement, 
work  a  few  years  in  social  secuiity  em])loyment  or  who  moonlight  for 
a  few  years  during  their  Federal  careers.  These  "double-dippers" 
now  end  up  with  low  average  earnings  and  thus  make  off  with  the 
generous  benefits  that  were  intended  for  the  regular  low-paid  worker. 

Small  businesses,  many  of  whom  cannot  afford  their  own  private 
pension  plans,  should  not  be  expected  to  pav  taxes  to  supjiort  these 
added  and  underserved  social  securitv  benefits  on  top  of  the  Civil 
Service  Eetirement  System.  This  loophole  should  be  corrected  now. 

CONCLTJSION 

The  small  business  legislative  council  sunports  all  efforts  to  put  the 
social  security  system  on  a  sound  financial  basis.  We  do  not  support 
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approaches  which  merely  make  things  seem  right  at  the  m.oment  or 
approaches  which  attempt  to  pass  the  burden  on  to  some  special  group 
or  other. 

If  taxes  must  be  raised,  then  they  should  be  raised  now.  On  the 
other  hand,  if  employees  are  not  willing  to  pay  greater  social  security 
taxes  to  cover  the  costs  of  the  present  program  when  their  tax  dollars 
are  matched  by  their  employers'  taxes,  then  we  believe  the  social  se- 
curity benefit  level  has  already  gone  beyond  the  point  of  self-support. 

If  that  should  be  the  case,  Ave  belieAe  the  benefit  increases  l:>uilt  into 
tlie  system  for  the  future  should  be  reduced  to  bring  the  social  security 
program  back  into  financial  balance.  We  do  not  believe  that  general 
revenues  should  be  relied  upon  just  because  that  seems  to  be  an  easy 
way  out. 

In  addition,  we  believe  the  countercyclical  proposal  should  1)0  aban- 
doned because  social  security  financino:  is  already  countercyclical  in 
the  sense  that  the  burden  rises  and  falls  with  the  number  of  workers 
employed.  In  the  long  run,  we  will  all  bo  better  off  setting  the  level  of 
social  security  taxes  at  a  point  which  will  support  the  svstem  in  good 
years  and  bad.  Then  any  surplus  developed  in  the  good  years  can  be 
held  in  the  trust  funds  to  meet  the  tax  sliortfalls  in  bad  vears. 

The  Small  Business  Legislative  Council  recommends,  therefore, 
that  the  decoupling  amendments  be  adopted  now.  that  the  self-em- 
ployed tax  be  set  at  150  percent,  and  that  the  dependencv  test  pro- 
posal be  put  into  effect.  As  for  the  rest  of  the  proposed  changes,  we 
believe  that  all  of  them  should  be  referred  to  the  next  social  security 
adAHsorv  council  for  thorough  and  careful  review. 

Our  final  recommendation  is  that  the  program  should  continue  to 
he  financed  50-50  by  employee  and  employer  alike  and  that  any  cur- 
rent financial  weakness  in  the  social  security  system  should  be  cor- 
rected bv  a  promi->t  adiustment  in  either  the  level  of  contribution  or 
the  level  of  benefits.  Above  all,  we  want  to  avoid  political  tinkering 
at  2-  or  4-year  intervals.  "We  do  not  need  brainstorming  and  novel  ideas. 
What  we  want  are  time-tested  approaches  and  reasoned  ludgment.  For 
our  part,  we  need  and  will  support  a  soundly  designed  and  financed 
social  security  program  because  our  employees  depend  upon  it  so 
lief»vily. 

Thank  you. 

[Attachment  to  the  prepared  statement  follows :] 

Onp  hnnflred  anrl  thirteen  organizations  snpnort  in  principle  the  Small  Busi- 
ness Legislative  Council  policy  position  on  Social  Security  Financing  Proposals. 
These  are : 

Alaska  Retail  Association.  Anchorage.  Alaska. 

American  Association  of  INfpat  Processors.  ElizabethtOTvn.  Pa. 

American  Fishing  Tackle  Manufacturers  Association.  Chicago,  Til. 

American  Machine  Tool  Distributors  Association.  Washington.  D.C. 

-American  Subcontractors  Association.  Washington.  D.C. 

Associated  Master  Barbers  &  Beauticians  of  America.  Charlotte.  N.C. 

Automotive  Wholesalers  Association  of  New  England.  Peterborough,  N.H. 

Casket  Manufacturers  Association.  Evnnston.  111. 

American  Academv  of  Environmental  Engineers.  Rof^kville,  'Md. 

American  AssoHation  of  Nurserymen.  Washinston.  D.C. 

American  Land  Development  Association.  Wasbinaton,  D.C. 

American  Pine  Fittings  Association.  Stamford.  Conn. 

Arkansas  Retail  Merchants  Association,  Little  Rock,  Ark. 
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Automotive  Engine  Rebuilders  Association.  Glenview,  III. 

Building  Service  Contractors  A^ssociation,  McLean,  Ya. 

Christian  Booksellers  Association,  Colorado  Springs,  Colo. 

Cigar  Association  of  America,  Inc.,  Washington,  D.C. 

Computer  &  Communications  Industry  Association,  Arlington,  Va. 

Council  of  Construction  Employers,  Inc.,  Wa.shington,  D.C. 

Delaware  Valley  Automobile  Dealers  Association.  I'hiladelphia,  Pa. 

Engraved  Stationery  Manufacturers  Association.  Chicago,  111. 

Food  Merchandisers  of  America,  Washington,  D.C. 

Food  Service  Equipment  Association,  Chicago.  111. 

Independent  Battery  Manufacturers  Association.  Inc..  Largo,  Fla. 

Independent  Petroleum  Association  of  America,  Washington.  D.C. 

International  Association  of  AVall  &  Ceiling  Contractors/Gypsum  Drywall  Con- 
tractors International.  Wa.«:hington,  D.C. 

Tvouisiana  Wholesale  Grocers'  Association.  Inc..  Baton  Rouge,  La. 

Manufacturers  Agents  National  Association.  Irvine,  Calif. 

llassachusetts'  Businessman's  As.sociation,  Braintree,  Mass. 

Metal  Ladder  Manufacturers  Association,  Greenville.  Pa. 

Minnesota  Motorcycle  Dealers  Association.  Minneai>olis,  Minn. 

Missouri  Agricultural  Industrial  Council.  Inc.,  Kansas  City,  Mo. 

Narrow  Fabrics  Institute,  New  Rochelle,  N.Y. 

Connecticut  Small  Business  Federation.  Hnrtford.  Conn. 

Cutting  Tool  Manufacturers  Association,  Birmingham.  :Mich. 

Energy  Products  and  Services  Association.  San  Diego.  Calif. 

Farmers  Elevator  Association  of  Minnesota.  Minneapolis.  Minn. 

Food  Processing  Machinery  &  Supplies  Association,  Washington,  D.C. 

Independent  Bakers  Association.  Washington.  D.C. 

Independent  Media  Producers  Association.  Washington.  D.C. 

Independent  Sewing  Machine  Dealers  Association.  Hilliard.  Ohio. 

Kentucky  Small  Business  Association.  Louisville.  Ky. 

Machinery  Dealers  National  Association.  Silver  Si>ring.  Md. 

Manufacturers  Association  of  Delaware  Valley.  Norristown,  Pa. 

l\Ienswear  Retailers  of  America.  Washington.  D.C. 

]\nchigan  Grain  &  Agri-Dealers  Association.  Saginaw,  Mich. 

Minnesota  Nurserymen's  Association.  St.  Paul.  Minn. 

Moving  Agents  &  Drivers  of  America.  Inc..  Baltimore.  Md. 

National  Appliance  Service  As.sociation.  Kansas  City.  Mo. 

National  Art  ^Taterials  Trade  Association.  Hashrourk  Heights.  N..T. 

National  Association  of  Business  &  Educationnl  Rndio.  Inc..  Washington.  D.C. 

Nntional  Association  of  Floor  Covering,  Distributors.   Chicago.   111. 

National  Association  of  Glove  Manufacturers.  Inc..  Gloversville,  N.Y. 

National  Association  of  Fnderwriters.  Washington.  D.C. 

National  Association  of  Plumbing/Heating/Cooling  Contractors,  Washington, 
DC. 

National  Bankers  A.ssociation.  Washington.  D.C. 

National  Building  Material  Distributors  Association.  Chicago,  111. 

Nfitional  Concrete  Masonry  Association.  McLean.  Va. 

National  Electrical  Contractors  Association.  Bethesda.  Md. 

National  Environmental  Systems  Contractors  Association,  Arlington,  Va. 

National  Hearins:  Aid  Society,  Livonia.  Mich. 

National  Home  Improvement  Council.  New  York.  N.Y. 

N.itinnal  Independent  :\reat  Packers  Association.  Washington.  D.C. 

National  Lumber  &  Building  Material  Dealers  Association,  Washington,  D.C. 

National  Office  Products  Association.  Alexandria,  Va. 

National  Patent  Council.  Arlington.  Va. 

National  Pest  Control  Association.  Vienna.  Va. 

National  Association  of  Fruits,  Flavors  &  Syrups,  Inc..  Lake  Success,  N.Y. 

National  Association  of  Home  Manufacturers.  Washington.  D.C. 

National  Association  of  Plastic  Fabricators.  Washington,  D.C. 

National  Association  of  Tobacco  Distributors.  New  York,  N.Y. 

National  Beer  Wholesalers  Association.  Chicajro,  111. 

National  Candv  Wliolesaiers  Association,  Washington,  D.C. 

National  Confectionery  Salesmen's  Association  of  America,  Inc.,  New  Mon- 
mouth. N.J. 

National  Employment  Association,  Wa.shington.  D.C. 
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National  Family  Business  Council.  Westville,  N.J. 

National  Home  Furnishings  Association,  Washington,  D.C. 

National  Independent  Dairies  Association,  Washington,  D.C. 

National  Labor-Management  Foundation.  Louisville,  Ky. 

National  Office  Machine  Dealers  Association.  Hackensack,  N.J. 

National  Parking  Association.  Washington,  D.C. 

National  Peach  Council,  Martinsburg,  W.  Va. 

National  Ketail  Hardware  Association,  Indianapolis,  Ind. 

National  Screw  Machine  Products  Association.  Cleveland,  Ohio. 

National  Silo  Association.  Inc..  Waterloo.  Iowa. 

National  Small  Bu.siness  Association,  Washington,  D.C. 

National  Tire  Dealers  &  Retreaders  Association.  Wa.shington.  D.C. 

National  Tool,  Die  &  Precision  Machining  Association,  Washington,  D.C. 

National  Tour  Brokers  Association,  Lexington,  Ky. 

Northwest  Country  Elevator  Association,  Minneapolis',  Minn. 

Oil  Jobbers  of  Wisconsin,  Madison,  Wis. 

Oregon  Feed,  Seed,  and  Suppliers  Association,  Portland,  Oreg. 

Pacific  Northwest  Grain  Dealers  Association,  Inc.,  Portland,  Oreg. 

Printing  Industries  of  America,  Arlington,  Va. 

Retail  Jewelers  of  America,  West  Orange,  N.J. 

Schiffli  Lace  &  Embroidery  Manufacturers  A.ssociation,  Union  City,  N.J. 

South  Carolina  Merchants  Association,  Columbia,  S.C. 

Toledo  Area  Small  Business  Association,  Toledo,  Ohio. 

The  Valley  of  Virginia  Co-operative  Milk  Producers  Association,  Harrisonburg, 

Va. 
W^estern  Home  Furnishings  Association,  Los  Angeles,  Calif. 
National  Tool,  Die,  &  Precision  Machining  Association,  Wa.shington.  D.C. 
New  Jersey  Tool,  Die  &  Precision  Machining  Association,  Denville,  N.J. 
Northeastern   Lumber   Manufacturers   Association,    Falmouth,    Maine. 
Ohio  Nurserymen's  Association.  Columbus,  Ohio. 
Oregon  Association  of  Nurserymen.  Portland.  Oreg. 
Pacific  Coast  Meat  Association,  San  Francisco,  Calif. 
Photo  Marketing  Association,  Jackson,  Mich. 
Retail  Floorcovering  Institute.  Chicago.  111. 
Rocky  Mountain  Food  Dealers  Association,  Denver,  Colo. 
Small  Business  Service  Contractors  Association.  Washington.  D.C. 
Terminal    Elevator    Grain    Merchants   Association,    Minneapolis,    Minn. 
Truck  Body  and  Equipment  Association,  Washington,  D.C. 
Vermont  Plantsmen's  Association.  Inc.,  Reading,  Vt. 
Wisconsin  Association  of  Food  Dealers,  Madison,  Wis. 

The  following  organizations  sent  in  authorization  after  the  House  Ways  and 
Means  statement  and  ."should  he  added  to  the  list  of  organizations  supporting 
the  SBLC  position  on  Social  Security. 

National  Oil  Jobbers  Council.  Washington.  D.C. 

Sheet  Metal  &  Air-Conditioning  Contractors  National  Association.  Vienna,  Va. 

National  Association  of  Indejiendent  Lumbermen,  Washington,  D.C. 

South  Dakota  Retailers  Association,  Pierre,  S.D. 

Mr.  Jacobs.  Thank  you  for  your  statement. 

Mr.  Schiilze  ? 

Mr.  ScHULZE.  Thank  yon,  Mr.  Chairman. 
_  Mr.  Jackson,  Secretary  Califano  indicated  that  business  had  bil- 
lions and  billions  of  dollars  in  profits  to  pay  for  this,  and  it  would 
not  hurt  business  at  all.  Do  you  have  any  reaction  to  that  ? 

Mr.  Jackson.  I  work  with  many  businesses,  and  most  of  the  small 
ones  whom  I  am  representing  here  this  morning  are  havino;  serious 
difficulty  at  this  poin-t.  The  billions  mav  be  somewhere,  and  I  am 
sure  the  U.S.  Government,  in  collecting  from  millions  of  companies, 
collects  a  substantial  sum  of  money. 

Mr.  ScHULZE.  Are  you  saying  this  will  have  a  detrimental  effect  on 
the  small  business  community  in  this  country  ? 
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Mr.  Jacksox.  Very  definitely,  sir.  They  have  to  get  their  money 
some  phice  and  they  will  have  to  raise  their  prices  which  will  affect 
their  sales,  particularly  with  foreign  competition. 

We  are  no  longer  in  a  position  where  when  everybody  in  the  United 
States  is  taxed  some  more,  all  competitors  are  treated  alike.  Our 
foreign  competitors  are  not  taxed  more  and  they  simply  proceed  to 
increase  their  inroads  into  areas  like  the  automobile  business,  steel, 
electronics,  and  so  on. 

Mr.  SciiULZE.  Do  you  have  any  figures  on  average  profits  of  your 
member  firms  ? 

Mr.  LiEBENSON.  No.  They  vary  a  lot.  There  is  no  way  of  obtaining 
that  information. 

Mr.  ScHULZE.  Do  you  think  this  might  put  any  small  firms  out  of 
business  ? 

Mr.  Jacksox.  I  doubt  that  it  would  have  the  effect  of  putting  other 
than  the  extremely  marginal  firms  out  of  business,  but  the  effect  it  will 
obviously  have  is  to  reduce  the  employment. 

The  fil'st  thing  they  will  do  is  let  go  the  extra  help  they  have  taken 
on,  and  that  will  merely  add  to  the  unemployment  problem. 

Mr.  SciiULZE.  What  percentage  of  people  in  the  work  force  are  em- 
ployed by  small  businesses  ? 

Mr.  LiEBExsox.  The  total  work  force,  close  to  GO  percent  are  em- 
ployed by  small  business. 
Mr.  SciiuLZE.  Thank  you,  Mr.  Chairman. 
]Mr.  Jacobs.  Mr.  Ketclium  ? 
]Mr.  Ketchum.  Thank  you,  Mr.  Chairman. 

Mr.  Jackson,  in  your  statement  you  mentioned  that  uncovered 
employees  may  retire  early,  then  go  out  and  work  a  few  quarters  and 
qualify  for  social  security. 

Are  you  suggesting  that  we  should  have  a  provision  in  the  law  that 
says  if  you  work  for  the  Government,  or  if  you  work  in  any  uncovered 
employment,  that  you  can't  go  out  and  do  that,  or  are  you  suggesting 
that  we  ought  to  cover  the  uncovered  ? 

Mr.  Jackson.  I  am  not  an  expert  on  the  constitutional  aspects  of 
covering  the  imcovered.  I  can  say  very  definitely  there  is  a  very  real 
problem  faced  by  a  good  many  public  systems  that  are  c(vnsidering  the 
option  of  withdrawing  from  social  security,  and  tlie  higher  the  taxes 
go,  and  the  higher  the  benefits  go,  the  heavier  the  burden,  the  more 
likely  they  are  to  drop  out. 

]Many  of  those  gi'oups,  and  New  York  is  a  perfect  example,  are  not 
in  a  position  where  they  can  reduce  their  private  programs  when 
social  security  goes  up.  "All  of  these  things  add  together  in  a  good 
many  instances  up  to  120  or  130  percent  of  final  earnings,  and  the 
burden  is  simply  too  great. 

^Yliat  I  am  siiggesting,  however,  is  that  the  social  security  program 
has  a  tilt  in  the  benefits  that  make  them  more  generous.  Very  basically 
going  back  to  the  beginning,  the  social  insurance  program  that  we 
have  is  not  aimed  directly  at  need.  It  is  aimed  at  collecting  taxes  from 
some  people  and  giving  them  l>enefits  in  rough  proportion  to  the  taxes. 
It  is  an  insurance  program,  a  basic  insurance  program. 

Welfare  handles  needs  and  it  handles  that  out  of  general  revenues 
with  a  needs  test.  We  have  designed  the  benefits  so  the  lowest  paid 
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worker  who  earns  a  low  income  all  tlirongh  his  career  gets  a  bigger 
benefit  from  social  security  relative  to  his  pay. 

What  we  have  had  in  the  past  is  people  working  in  Federal  employ- 
ment for  20  or  30  years  and  then  they  will  work  in  private  employment 
for  5  or  10  years. 

The  period  they  work  in  private  employment  they  are  paying  social 
security  taxes  and  they  are  obviously  entitled  to  benefits  for  that.  They 
are  paying  taxes  and  tliere  is  a  sense  of  entitlement  there. 

But  when  you  average  their  pay  out  over  a  30-year  period  to  get  a 
career  average,  what  you  end  up  with  is  putting  them  down  in  the 
same  bracket  with  the  lowest  paid  workers  who  worked  30  years  and 
earned  that  low  pay  every  year.  Thus  you  give  them  the  benefit  that  is 
really  aimed  at  the  low-paid  worker,  not  the  high-paid  worker  who 
works  a  limited  number  of  years  in  social  security. 

Mr.  Ketciium.  What  is  your  sugge^ion,  then,  to  alleviate  that 
problem  ? 

Mr.  Jackson".  I  am  suggesting  that  in  the  process  of  decoupling 
where  you  are  really  looking  at  the  wage  records  year  by  year  and  mak- 
ing adjustments  that  obviously  that  the  program  can  be  designed  so 
that  when  someone  has  an  extended  period  of  zero  earnings  followed 
by  a  small  or  short  period  of  high  earnings  that  his  benefits  be  based 
on  a  different  formula,  use  the  same  social  securitv  formula  but  don't 
give  him  the  added  kicker  that  the  lower  paid  worker  who  has  put  m 
30  or  40  years  is  going  to  get. 

Mr.  Ketchum.  Has  your  group  drafted  any  legislative  suggestions 
to  implement  that  thought  ? 

Mr.  Jagksox.  We  have  not  drafted  a  proposed  bill,  no,  sir. 

Mr.  Ketchum.  I  suggest  that  it  might  be  a  good  idea.  We  have  the 
President's  program  and  a  raft  of  bills  that  various  Members  have 
introduced.  It  is  a  little  difficult  for  us,  at  least  for  me.  to  deal  with 
generalized  suggestions,  even  those  that  sound  like  good  ideas,  in  de- 
veloping workable  legislation. 

One  of  the  suggestions  or  proposals  that  we  heard  recently  was  that 
medicare  be  withdrawn  from  the  social  security  system  and  funded  out 
of  general  revenues,  and  that  would  have  the  effect  of  leaving  more 
money  in  the  other  trust  funds. 

Plow  do  you  respond  to  that  ? 

Mr.  Jackson.  I  think  you  are  now  dealing  with  a  very  fundamental 
change  in  the  program  that  we  have.  The  social  insurance  program 
that  we  have,  which  includes  the  old  age  benefits,  disability  benefits, 
and  the  medicare  benefits,  is  intended  as  a  self-supporting  system 
operated  by  private  industry  workers  in  America  supported  by  their 
taxes  and  paying  benefits  to  them. 

When  you  get  into  general  revenues  which  are  derived  from  various 
sources  and  you  start  looking  at  needs,  you  then  get  off  into  the  welfare 
side  of  things. 

At  the  present  time  under  medicare  when  people  reach  05,  and  they 
have  been  covered  by  social  security,  they  have  a  right  to  medicare. 
They  paid  taxes  for  it.  They  don't  have  to  ask  anybody,  they  don't 
have  to  prove  their  personal  resources  are  inadequate,  they  don't  have 
to  go  through  the  so-called  demeaning — and  it  is — aspect  of  submitting; 
to  a  needs  test. 
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They  step  up  and  they  demand  the  benefits  because  tliey  paid  for 
them.  I  would  say  if  it  is  financed  out  of  general  revenues,  then  medi- 
care should  be  limited  to  people  who  can't  afford  to  pay  their  bills 
themselves  and  should  be  set  up  on  a  needs  basis. 

Mr.  Ketchum.  Let  me  ask  about  the  cost-of-living  increases  in  social 
security  benefits,  which  are  in  the  law  for  a  very  cogent  reason,  because 
many  beneficiaries  have  fixed  incomes,  and  what  we  do  here,  not  in 
this  committee,  but  in  the  Congress,  largely  affects  them  from  an  in- 
flationary standpoint. 

You  are  not  suggesting  that  we  knock  out  the  cost-of-living  in- 
creases that  take  place  on  a  periodic  basis,  or  are  you  ? 

Mr.  Jackson.  No;  I  am  not.  I  think  the  cost-of-living  increases  are 
ne<jessarv^  in  this  program.  Cost-of-living  benefits  in  private  pension 
plans  are  extremely  expensive,  and  rarely  adopted  even  by  well-to-do 
employers.  Some  of  the  major  companies  in  the  United  States  in  the 
best  financial  shape  simply  sit  back  and  put  in  benefit  improvements 
on  an  ad  hoc  basis  as  Congress  was  doing  prior  to  the  1972  Social 
Security  Act,  looking  at  what  they  had  available  and  what  the  needs 
were  and  designing  a  set  of  benefits  and  putting  them  in,  and  so  on. 

Mr.  Ketchum.  The  difference  there,  of  course,  is  that  a  private  pen- 
sion plan  should  be  actuarially  and  financially  sound,  in  every  sense 
of  the  word  an  actuarially  sound  program.  If  you  put  x  number  of  dol- 
lars in  it,  over  30  years,  that  is  what  you  are  going  to  get  out  of  it. 

Social  security  cannot  under  any  circumstances  be  called  actuarially 
and  financially  sound — imless  there  are  new  definitions  for  both. 

Mr.  Jackson.  It  can  be  self-supporting  and  one  of  the  aspects  of 
actuarial  soundness  in  the  private  sector  is  having  a  fixed  financial 
approach  to  paying  for  the  benefits  that  takes  all  of  the  benefits  into 
account.  That  serves  as  a  basic  restraint.  Wlien  an  employer  sits  down 
with  a  union  and  bargains  and  the  union  wants  x  dollars  in  benefits, 
the  first  thing  the  employer  does  is  find  out  how  much  that  is  going  to 
cost,  and  if  he  can  afford  it,  and  they  then  bargain  on  a  cost  basis. 

If  in  that  process  they  were  to  sit  down  at  3-year  intei-vals,  for  exam- 
ple, and  change  the  method  of  financing  to  a  weaker  method  so  that  the 
benefits  appear  to  cost  less,  they  would  work  themselves  into  the  same 
sort  of  trouble  as  New  York  City  did  because  that  is  precisely  what 
they  did. 

Under  our  social  security  system,  we  have  a  method  of  financing  the 
50-50  method  which  has"^  worked,  and  I  think  by  continuing  that 
method  I  would  describe  the  system  as  being  actuarially  sound,  even 
though  it  doesn't  have  all  the  reserves  that  a  private  system  should. 
It  is  actuarially  sound  in  the  sense  that  the  50-50  financing  supports 
the  tenefits,  and  when  an  individual  reaches  retirement,  you  look  back 
at  the  taxes  that  he  paid  and  relate  the  benefits  to  that. 

As  long  as  you  have  that  one-to-one  correspondence  and  sit  down 
and  review  what  you  have  to  do  in  social  security  to  provide  the  bene- 
fits people  want,  and  keep  it  within  that  framework,  you  end  up 
with  a  natural  balance  that  exists  in  the  private  sector,  for  example 
with  small  companies  where  they  don't  have  unions.  There  the  em- 
ployer would  like  to  take  on  a  benefit  program,  but  then  he  looks  at 
the  costs  and  he  finds  out  he  doesn't  have  the  money,  so  he  doesn't  take 
it  on. 
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In  social  security,  on  the  otlier  hfind,  Congress  looks  at  the  benefits 
people  want,  and  the  tax  burden  those  benefits  entail  and  tries  to  strike 
some  sort  of  a  balance. 

The  intepjrity  of  that  process  is  destroyed  as  soon  as  somebody  comes 
in  and  says,  well,  this  time  we  will  chanp;e  the  50-50  to  40-60  or  this 
time  we  will  raise  taxes  from  a  new  sector  which  has  nothin<?  to  do, 
really,  with  matching  the  employees'  dollars,  such  as  from  general 
revenue.  It  is  the  first  easy  step  on  a  downward  path  that  ends  up  in 
financial  disaster. 

Mr.  Ketchum.  I  totally  ajrree  with  your  statement  that  we  have  a 
proven  system.  Our  problem — and  I  think  business  recoimizes  it  as 
well  as  the  beneficiaries— is  that  as  we  increase  benefits  and  as  this 
program  continues  to  grow,  sooner  or  later  we  are  going  to  reach  a 
point  where  the  taxes— and  I  am  thinking  now  strictly  of  the  em- 
ployees— that  the  taxes  for  young  people  entering  the  work  force  are 
going  to  approximate  withholding  for  income  tax  purposes  and  many 
find  that  difficult  to  understand. 

That  is  one  of  the  problems  we  have  to  contend  with.  T  am  not  com- 
ing down  on  the  side  of  taxing  coearnings  from  an  emplover's  stand- 
point, but  the  employee  looks  at  his  taxes  and  says,  "I  paid  these  taxes 
and  may  not  deduct  them  on  my  income  tax,  but  business,  on  the 
other  hand,  may  deduct  them  as  a  cost  of  doing  business." 

That  is  one  of  the  problems  we  are  wrestling  with.  I  do  want  to  tell 
j-ou  I  appreciate  your  statement. 

Thank  you. 

T  am  sorry  I  +ook  so  much  time. 

i\fr.  jAroBS.  Before  we  proceed  there  are  two  chairs  here  at  the  end 
of  the  table  which  somebody  might  care  to  use. 

We  are  in  a  situation  here  where  we  are  trying  to  thread  a  needle 
with  rone  nnd  that  is  in  terms  of  time  as  well  as  space. 

Mr.  Tucker? 

Mr.  Tucket?.  Thnnk  you,  IMr.  Chairman. 

Mr.  Jackson,  did  you  sav  earlier  that  you  thought  that,  if  we  con- 
tinued to  increase  taxes,  the  higher  taxes  were  oroing  to  force  more 
dron-outs,  more  pressure  to  drop  out  of  the  social  security  system? 

Mr.  Jackson.  I  think  so ;  ves. 

Mr.  Tucker.  How  much  hiofher  do  you  think  we  can  raise  existing 
pavroll  taxes  before  we  reach  that  poin<"  ? 

IVIr.  Jackson.  You  are  talkin,fr  about  a  continuum  where  I  suppose 
if  the  option  were  granted  as  it  was  when  the  taxes  were  back  at  the 
?>  percent  level,  there  are  a  few  groiips  that  were  considering  dropping 
out  then.  Tlie  higher  it  goes,  every  1  percent  that  is  added  on,  more 
groups  are  forced  to  sit  down  and  reach  a  balance. 

It  is  an  extremelv  difficult  thing  because  frequently  the  balance  is 
reached  in  the  public  sector  by  how  many  social  security  tax  dollars 
can  be  eliminated  from  the  budget  this  year  and  whnt  is  the  effect  on 
the  benefits  that  are  deliA^ered,  can  we  provide  them  elsewhere. 

This,  too.  is  one  of  the  areas  where  this  generous  benefit  for  the  low- 
paid  compR  in.  Now  we  have  a  group  of  public  employees  who  with- 
draw and  they  end  up  with  zero  earnincrs  until  they  reach  retirement 
and  when  they  retire  by  averaging  all  of  their  earninfrs  in.  they  got 
into  the  low-paid  sector  and  once  again  they  make  off  with  the  gen- 
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erous  benefits  that  were  intended  for  the  low-paid  worker,  so  in  effect 
that  subsidy,  which  ought  to  be  there  for  the  low-earnings  people, 
actually  makes  it  more  attractive  for  some  of  these  groups  to 
withdraw. 

Mr.  Tucker.  But  if  we  continue  to  increase  the  payroll  tax  for  em- 
ployer and  the  employee,  your  prediction  is  that  we  are  going  to  drive 
people  out  of  the  social  security  system  ? 

Mr.  Jackson.  Yes;  all  of  the  people  who  have  the  option  to  go  will 
commence  looking  at  it,  and  more  and  more  will  elect. 

Mr.  Tucker.  Did  you  say  you  support  the  idea  of  a  cost-of-living 
index  because  it  is  needed  ? 

Mr.  Jackson.  Yes,  sir. 

Mr.  Tucker.  What  about  the  idea  of  a  special  cost-of-living  index 
to  reflect  the  increases  in  costs  that  the  elderly  tend  to  experience  as 
opposed  to  the  population  in  general  ? 

Mr.  Jackson.  I  think  that  would  be  very  helpful  if  it  could  be 
designed — I  think  one  of  the  things  we  have  now  in  the  cost-of-living 
index,  one  of  the  major  components  responsible  for  its  rapid  rise,  is 
the  rise  in  the  cost  of  medical  care  which  is  included  in  the  cost-of- 
living  index. 

Now  if  all  other  costs  were  unchanged  and  medical  costs  rose  sharp- 
ly, the  cost-of-living  index  would  rise  and  social  security  benefits 
would  rise,  but  the  medicare  program  is  picking  up  most  of  the  cost 
through  increased  benefits  there. 

Herb? 

]Mr.  LiEBENSON.  There  has  been  mention  made  both  in  this  area  and, 
of  coui-se,  in  the  minimum  wage  area  of  wage  indexing.  And  this,  1 
feel,  is  going  to  cause  a  tremendous  distortion  in  benefit  amounts  that 
will  even  make  the  present  system  seem  very  nominal  in  terms  of 
future  increases. 

My  undei-standing  is  that  the  Bureau  of  Labor  Statistics  will  be  do- 
ing the  wage  indexing.  The  wage  indexing  will  be  a  measure  based  on 
the  average  wages  in  manufacturing,  which,  of  couree,  is  a  highly 
unionized,  highly  organized  group. 

If  a  man  is  hired  at  an  apprenticeship  wage  of,  say,  $5  an  hour,  the 
journeyman's  wage  may  be  $10  an  hour,  but  the  man  that  is  hired  at  $5, 
after  90  days,  according  to  contract,  may  get  a  $1  increase,  or  after  120 
days  he  gets  an  additional  increase  and  eventually  works  up  to  the  jour- 
neyman wage.  These  in-grade  increases  are  actually  to  be  counted  as 
increases  for  that  whole  job  classification.  These  in-grade  increases  will 
cause  a  distortion  that  will  be  reflected  in  the  amount  a  social  security 
annuitant  will  receive. 

I  might  suggest  that  if  the  staff  of  the  committee  has  not  looked 
into  tliis  methodology  that  they  take  a  good  look  at  it  because  I  feel 
that  it  will  cause  considerable  distortion  in  the  future  if  you  go  to  that 
waire  indexing  system, 

Mr.  Tucker.  That  is  a  good  point,  and  an  interesting  one.  But  you 
are  not  addressing  the  question  I  asked  Mr.  Jackson  about  the  propriety 
of  a  special  cost-of-living  index  for  those  already  receiving  the  bene- 
fits to  reflect  the  usual  cost-of-living  experience  of  the  elderly. 

Mr.  Jackson.  I  think  to  the  extent  the  elderly  have  different  needs 
and  different  demands  on  their  limited  resources  than  what  is  reflected 
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in  the  Consumer  Price  Index,  that  we  would  be  much  better  off  having 
a  special  index  designed.  '' '" 

I  believe  there  was  one  developed  by  the  State  of  Colorado  for  retired 
persons.  They  carried  it  on  for  a  number  of  years  and  the  difference 
with  the  Consumer  Price  Index  did  not  appear  to  be  important  enough 
to  justify  it  from  their  standpoint. 

I  would  wholeheartedly  support  that. 

]\Ir.  Tucker.  Of  the  372,000  small  businesses  that  you  represent,  Mr. 
Jackson  and  Mr.  Liebenson,  what  percentage  or  what  number  of  them 
would  have  em.ployees  being  paid  over  $24,000  a  year  and  what  per- 
centage or  number  of  their  total  employees  would  be  paid  over  $24,000 
per  year,  do  you  know  ? 

Mr.  Jackson.  If  you  were  going  to  look  at  averages  that  would  be 
very  misleading  because  it  is  highly  variable  by  industry. 

There  are  a  good  many  smaller  firms  where  nobody  earns  over  that, 
the  owner  doesn't  earn  over  that,  there  is  not  that  much  money.  This 
is  particularly  true  in  rural  areas  and  in  particular  industries. 

In  others.  50  percent  of  the  people  may  earn  over  that.  There  are 
cases  I  Ivuow  of,  small  new  companies  in  high-technology  industries 
that  are  commencing  today  where  they  have  50  employees  and  the 
average  pay  may  be  $35,000  to  $40,000  because  they  are  made  up  pri- 
marily of  engineers  who  come  from  bigger  firms. 

Mr.  Tucker.  So  you  are  probably  talking  about  a  very  small  num- 
ber of  employers,  but  your  point  is  they  are  going  to  be  paying  a  share 
unrelated  to  the  benefits  ? 

Mr.  Jacksox.  Unrelated  to  the  burden  their  people  are  putting  on 
the  system.  The  unfortunate  thing  is  that  this  is  like  cutting  off  re- 
search and  development  in  a  major  firm,  you  don't  pay  for  it  right 
away,  you  pay  for  it  dearly  in  the  long  iim. 

Mr.  Tucker.  Does  the  social  security  system  have  some  value  to  the 
country  as  a  whole,  I  mean  fipart  from  the  individual  benefits  received 
by  the  employees  who  are  covered  by  this?  Does  the  system  have  a 
national  purpose  ? 

Mr.  Jacksox.  I  think  the  system  very  definitely  serves  a  purpose, 
it  is  the  sort  of  underlying  thing  tliat  permits  people  to  move  about 
from  company  to  company,  some  of  which  don't  have  programs,  some 
of  which  do,  and  they  know  at  the  end  of  the  line  they  will  get 
something. 

It  also  contributes  to  a  general  feeling  that  we  arc  all  in  this  thing 
together  and  let's  make  it  work,  a  spirit  of  cooperativeness  that  has 
been  missing  on  a  number  of  occasions  in  the  past. 

I  attended  a  year  ago  the  4th  of  July  proceedings  down  here  on  the 
mall  and  brought  my  family  down,  and  I  was  a  little  concerned  because 
of  tlie  hundreds  of  thousands  of  people  there,  but  there  was  that  feel- 
ing in  that  crowd,  a  feeling  of  unity  and  a  friendliness,  a  spirit  of  let's 
get  together  and  help. 

Mr.  Tucker.  If  we  did  away  with  the  social  security  system,  not 
only  would  we  not  have  tliat,  but  we  would  have  enormous  increases 
in  welfare  costs  and  so  fortli ;  wouldn't  we  ? 

Mr.  Jackson.  Very  definitely,  but  there  is  no  substitute  in  the  pri- 
vate sector  for  social  security. 

Mr.  Tucker.  On  page  5  you  say  if  the  benefits  are  for  everyone,  the 
costs  should  be  shared  by"  everyone.  Mr.  Jackson,  if  your  testimony 
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is  if  we  keep  sending  taxes  up,  we  are  going  to  force  people  to  drop 
out  of  the  system,  and  j-ou  do  feel  that  social  security  has  a  vital  role 
to  play,  and  I  think  you  point  out  appropriately  that  differing  taxes 
on  employers  of  employees  who  make  more  than  $24,000  a  year  is  un- 
fair, it  seems  to  me  you  liave  to  go  to  general  revenue  sharing  to  meet 
all  the  objectives,  the  general  revenue  sharing  being,  of  course,  a  draw- 
ing on  the  tax  revenues  of  the  whole  country,  of  eveiyone,  of  allowing 
everj^one  to  pay  part  of  the  costs  of  a  burden  that  is  everyone's. 

If  we  don't  do  this,  we  are  going  to  be  doing  it  out  of  welfare  or 
something  related  to  that.  Maybe  that  is  what  you  are  suggesting,  let 
the  social  security  benefits  level  off  or  stop  at  a  point  where  we  can't 
raise  the  tax,  according  to  your  testimony',  if  the  benefits  stay  where- 
they  are,  and  we  don't  do  something  to  put  more  income  in,  either 
the  benefits  are  going  to  have  to  go  down  or  we  are  going  to  be  bank- 
rupt. In  that  case  we  would  simply  move  to  the  welfare  system  to  pick 
up  all  these  people.  Maybe  that  is  what  you  are  suggesting  they 
should  be. 

jSIr.  Jacksox.  I  believe  the  system  can  support  additional  taxes.  We 
have  tax  increases  built  in  over  the  next  30  years.  We  could  obviously 
put  more  taxes  in.  The  employees  will  support  it  if  it  is  necessary. 

I  am  suggesting  that  a  balance  has  to  be  reached.  Tlie  benefits  that 
we  can't  support  are  the  uncoupled  benefits  that  just  rise  on  up  to  60, 
70,  and  80  percent.  That  should  be  eliminated. 

What  we  have  to  have  to  support  the  system,  is  to  raise  the  social 
security  taxes  on  employee  and  employer  alike  and  keep  the  whole 
program  in  balance.  Social  security  right  now  is  a  program  which 
does  not  pay  benefits  to  people  who  need  income,  it  pays  benefits  ta 
people  who  paid  taxes.  It's  an  insurance  program. 

jSIr.  Tucker.  But  if  we  level  that  off 

Mr.  Jackson.  If  you  level  the  system  off  to  a  point  where  the  present 
taxes  will  support  it,  then  when  you  turn  to  general  revenues,  unless 
you  have  got  enough  money  to  meet  all  of  the  needs,  you  are  much 
better  off  restricting  the  added  benefits  on  a  needs  test  basis.  Social 
security  does  not  have  this  now. 

"\Mien  I  retire,  no  one  is  going  to  ask  me,  "Wiat  is  your  bank  bal- 
ance, Paul  ?  What  is  your  private  pension  ?  What  are  your  other 
sources  of  income?" 

I  can  step  up  to  the  window  and  say,  "I  want  my  social  security 
because  I  earned  it  and  I  paid  for  it."  As  soon  as  I  am  not  paying  for 
it,  as  soon  as  general  revenue  is  tossed  in  there,  I  can't  say  I  earned 
it  or  I  paid  for  it  because  somebody  else  did,  too,  and  now  my  position 
is  weaker. 

I  would  think  the  workingmen  and  workingwomen  in  America 
view  this  program  as  a  m.atter  of  right.  I'm  sure  they  recognize  that 
the  Government  isn't  just  putting  their  tax  money  in  a  separate  bank 
account  for  them.  But  when  they  are  asked  to  pay  a  social  security 
tax,  they  pay  it,  and  when  the  time  comes  for  them  to  get  a  benefit, 
they  are  going  to  get  the  benefit  because  they  paid  their  taxes,  not 
because  they  need  it  at  that  time. 

If  they  are  in  need,  we  have  programs  that  meet  that,  that  come  from 
general  revenues  that  derive  money  from  the  well-to-do  and  shift  it 
to  the  poor.  This  program  isn't  like  that. 
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The  rich  and  the  poor  alike  collect  social  security  benefits  when  they 
retire  because  they  have  ipaid  their  taxes,  and  it's  a  very  direct  sort 
of  relationship  that  most  Americans  can  understand  and  appreciate. 

That  is  what  makes  this  differenct  from  welfare. 

Mr.  Tucker.  So,  level  off  the  benefits  so  it's  self-supporting,  and 
1  can  pick  up  any  extra  cost  out  of  welfare  ? 

Mr.  Jacksox.  Yes. 

Mr.  Tucker.  Thank  you. 

Mr.  Jacobs.  Mr.  Gephardt? 

Mr.  Gephardt.  I  have  no  questions. 

Mr.  Jacobs.  Thank  you  very  much. 

I  am  going  to  ask  that  two  witnesses  combine  in  a  panel  for  the  next 
testimony,  namely,  The  National  Association  of  Retired  Federal  Em- 
ployees, and  the  Affiliated  Govenmient  Organizations,  Rhoda  Ruff  and 
John  McClelland. 

Let  the  Chair  admonish  those  participating  in  the  hearings  that  we 
now  have  about  33  minutes  before  we  have  to  break.  The  room  is 
needed  between  12  and  2  p.m.  and  we  will  reconvene  at  2  p.m. 

As  I  said  a  moment  ago,  we  are  in  the  position  of  threading  a  needle 
with  a  rope.  There  are  basic  rules  governing  these  hearings,  and  I 
would  suggest  that  we  do  our  best  to  comply  with  them.  One  is  that  a 
testimony-in-chief  takes  10  minutes,  and  there  is  also  a  5-minute  nile 
among  members  for  questions  and  answers. 

The  Chair  is  not  constrained  to  demand  that  any  of  those  rules  be 
followed  this  religiously,  but  on  the  other  hand  I  think  in  deference 
to  succeeding  witnesses* and  the  time  constraints,  we  should  take  that 
all  into  account. 

If  you  gentlemen  will,  proceed  and  identify  yourselves. 

PANEL  CONSISTING  OF  JOHN  F.  McCLELLAND,  PRESIDENT,  ALDO  F. 
RAFFA,  AND  CHARLES  L.  MERIN,  LEGISLATIVE  REPRESENTA- 
TIVE, NATIONAL  ASSOCIATION  OF  RETIRED  FEDERAL  EMPLOY- 
EES; AND  RHODA  A.  RUFF,  PRESIDENT,  AFFILIATED  GOVERN- 
MENT ORGANIZATIONS 

STATEMENT  OF  JOHN  F.  McCLELLAND 

:Mr.  McClelland.  Mr.  Chairman,  I  am  John  F.  ;McClelIand,  presi- 
dent of  the  National  Association  of  Retired  Federal  Employees,  with 
a  membership  of  about  300,000 ;  and  I  am  accompanied  today  by  legis- 
lative aide.  Mr.  Chuck  Merin,  and  Dr.  Aldo  Riaffa. 

Dr.  Raffa  has  had  quite  a  lot  of  experience  in  this  work.  He  is  a 
member  of  our  orsranization,  and  he  served  as  a  representative  of  the 
American  Retail  Federation  on  the  President's  advisory  group  to  the 
Economic  Security  Committee  during  the  drafting  of  the  original 
Sor^ial  Security  Act  in  the  mid-1 930's. 

FoUowinff  military  service  in  World  War  II,  he  was  appointed 
the.  Social  Insurance  Officer  of  the  Allied  Military  Government  of 
Sicily  and  Italy,  reviewing  all  existing  Italian  social  insurance  laws 
and  making  recommendations  for  revisions,  especially  in  the  pension 
and  health  systems. 
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He  has  also  served  as  assistant  to  the  chairman  of  the  Raih-oad 
Retirement  Board  in  the  late  1960's,  was  a  member  of  a  special  study 
group  in  the  Office  of  Secretary  of  the  Air  Force  that  produced  a  study 
of  the  benefits  and  funding  of  the  U.  S.  military  retirement  system. 

Dr.  Raifa  continues  to  be  active  as  a  professor  at  George  Wash- 
ington University  Graduate  School  of  Government  and  Business, 
teaching  courses  which  include  sections  on  public  and  private  retire- 
ment systems.  So  we  are  happy  to  have  him  with  us.  I  think  he  adds 
a  lot  to  our  group. 

Mr.  Jacobs.  Mr.  McClelland.  I  am  sure  your  formal  statement  can 
be  included  for  the  record  for  the  perusal  of  the  members. 

Mr.  McClelland.  Mr.  Chairman,  our  statement  is  rather  brief  and 
I  can  run  through  it  very  hurriedly. 

Recent  disclosures  regarding  the  funding  of  social  security  have 
fueled  public  skepticism  about  the  ability  of  the  Government  to  meet 
its  future  social  security  obligations.  As  part  of  the  effort  to  find 
solutions  to  these  vexing  problems.  Congress  is  again  considering 
mandatory  social  security  coverage  for  Federal  personnel.  We  believe 
that  this  would  be  an  inadequate  answer,  one  which  fails  to  rectify  the 
trust  fund's  fiscal  problem,  while  simultaneously  undermining  the 
appeal  of  tlie  career  civil  service  program. 

From  the  outset  a  fundamental  difference  in  the  original  intent  for 
the  two  systems  must  be  recognized.  The  civil  service  retirement  pro- 
gram was  established  as  part  of  the  total  compensation  package 
offered  career  employees.  Retirement  benefits  have  historically  served 
as  a  major  career  inducement  for  civil  employees  worldwide.  Integra- 
tion of  benefits  between  the  staf!'  compensation  package  and  any 
national  pension  program  has  been  avoided  by  western  nations  because 
of  a  recognition  of  the  need  to  keep  the  two  systems  distinctly- 
separate.  The  intent  of  the  civil  service  retirement  program  is  to  pro- 
vide a  retirement  income,  based  on  full  salary  and  years  of  service.. 
Every  active  worker  is  required  to  contriljute  a  specific  percentage  of 
his  full  salary,  with  a  matching  conti-ibution  from  the  Government 
as  the  employer,  to  the  retirement  fund.  Operational  costs  were 
specifically  designed  to  reflect  current  benefits  payable  to  a  new 
employee  in  the  system. 

Social  security  is  distinctly  different  in  both  aim  and  nature  of 
application.  Tlie  original  intent  of  tlie  system  at  its  inception  in  10.35 
was  to  prevent  destitution  among  older  citizens  who  tlirough  no  fault 
of  their  own,  lacked  adequate  funds  for  financial  self-pi'ovision.  Social 
security  was  not  meant  to  be  a  career  annuity  system,  offering  rewards 
for  lengthy  service  or  a  correlation  witli  earnings  levels.  The  system  is 
funded  through  a  payroll  tax  on  a  limited  level  of  income,  with  cur- 
rent workers  being  taxed  for  the  benefits  presently  paid  to  those 
drawing  benefits  from  the  system.  Employer-employee  contributions 
are  pooled  into  general  trust  funds  wliich  oiffer  monthly  cash  payments 
when  earnings  stop  or  are  diminished  because  of  death,  retirement,  or 
disability. 

One  of  the  oldest  and  perhaps  truest  of  all  economic  adages  is  tliat 
you  should  never  send  good  money  after  bad  money.  The  civil  service 
retirement  fund,  despite  its  unfunded  liability,  is  generally  acknowl- 
edged to  be  actuarially  sound.  Recent  Civil  Service  Commission  testi- 
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mony  before  the  Congress  attested  to  the  financial  viability  of  the 
fund.  The  state  of  the  social  security  trust  funds  conversely  is  at  best 
in  jeopardy.  The  unfunded  liability  of  its  old-age  and  survivor  insur- 
ance trust  fund  alone  exceeds  $3  trillion;  for  the  disability  insurance 
trust  fund,  the  unfunded  liability  is  over  $1  trillion.  The  total  of  these 
two  unfunded  liabilities,  an  amount  in  excess  of  $4  trillion,  represents 
a  future  indebtedness  to  every  citizen  of  the  United  States  of  approxi- 
mately $20,000 — this  assumes  a  national  population  of  200  million  peo- 
ple. Inclusion  of  Federal  personnel  under  social  security  only  increases 
the  Government's  price  tag  on  future  indebtedness. 

One  of  the  real  dilemmas  in  American  society  today  is  the  widening 
gap  between  a  worker's  gross  and  net  pay.  For  Federal  persomiel  who 
already  have  7  percent  of  their  full  salary  deducted  as  a  contribution  to 
their  retirement  program,  mandatory  inclusion  under  social  security 
would  mean  an  additional  deduction  of  5.85  percent  from  their  checks. 
The  President's  recent  proposal  to  increase  the  wage  base  on  which  the 
tax  is  levied  portends  new  burdens  for  the  employee,  but  possibly 
catastrophic  consequences  for  the  Government,  with  its  dual  obliga- 
tion to  make  matching  contributions  in  both  cases.  It  is  clear  that 
changes  are  in  the  wind  for  increased  Government  contributions  to 
both  programs.  Consideration  is  being  given  to  an  upward  revision  in 
the  matching  contributory  rate  for  the  civil  service  retirement  fund; 
the  President's  new  social  security  recommendations  would  continue  a 
limited  wage  base  for  employees  but  would  increase  in  stages  the  em- 
ployer's share  to  the  full  amount  of  the  worker's  salary  by  1981. 

Alternative  avenues  for  mandatory  inclusion  of  Federal  personnel 
appear  equally  marred  by  pitfalls.  Proposals  for  a  partial  integration 
of  the  two  systems  prove  untenable,  as  only  a  complete  merger  could 
be  certain  to' avoid  the  danger  of  duplication  of  benefit  coverage.  As  the 
subcommittee's  own  print  from  hearings  on  the  same  subject  last  year 
attests,  significant  early-year  costs  would  be  incurred  by  the  Govern- 
ment in  order  to  prevent  deliberalization  of  benefits  for  current  Fed- 
eral personnel.  Complete  merger,  while  ostensibly  attractive,  fails  to 
offer  a  substantive  solution  either.  The  influx  of  much-needed  revenues 
to  the  trust  funds  would  more  than  be  offset  by  the  additional  short- 
range  administrative  and  managerial  costs,  as  well  as  by  long-range 
beneficiary  payment  burdens. 

There  are  no  panaceas' for  the  crisis  confronting  the  social  security 
system.  Threats  of  participatory  withdrawal  from  the  program,  ac- 
cusations about  pending  Government  collapse  from  the  burden  of  un- 
funded obligations,  jeopardize  the  credibility  and  the  future  of  that 
program.  The  Congress  is  wise  to  address  itself  to  this  problem  now. 

But  the  Congress,  as  so  the  Nation,  must  come  to  the  realiza- 
tion that  a  juncture  has  been  reached  which  demands  a  critical  reevalu- 
ation  of  our  expectations  of  social  security.  Since  its  creation  in  1985, 
the  program  has  grown  enormously  in  scope  and  impact.  In  part,  the 
remarkable  speed  and  degree  of  growth  underpin  many  of  its  present 
problems.  Mandatory  inclusion  of  Federal  personnel  doesn't  solve 
the  system's  crisis,  it  only  aggravates  and  obfuscates  it.  Merger  of  the 
two  programs  further  overwhelms  the  already  floundering  social  secu- 
rity program,  while  jeopardizing  the  fiscal  health  of  the  now  viable 
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civil  service  retirement  fund.  Wliat  this  dilemma  cries  out  for  is  reason 
and  foresight,  not  a  surrender  to  expedient  and  ineffectual  solutions. 

I  appreciate  the  opportunity  to  testify  before  the  subcommittee  to- 
day, and  will  be  happy  to  answer  any  questions  you  may  have  about 
our  presentation. 

Mr.  Jacobs.  I  notice  that  Mrs.  Ruff  has  returned  now,  and  could  we 
take  you  up  now.  We  are  suggesting  that  witnesses  might  summarize 
their  formal  statements. 

STATEMENT  OF  RHODA  A.  EUFF 

Mrs.  Rtiff.  My  name  is  Rhoda  A.  Ruff.  As  president  of  the  Affili- 
ated Government  Organizations,  it  is  my  privilege  to  serve  this  group, 
which  consists  of  24  Federal  and  postal  employee  unions  and  associa- 
tions,  representing   more   than  30,000   Government   employees   and 

retirees. 

We  appreciate  the  committee's  scheduling  early  hearings  on  the 
subject  of  social  security  and  the  opportunity  afforded  us  to  express 

our  views. 

The  aim  of  the  Affiliated  Government  Organizations  is  the  enact- 
ment of  legislation  granting  all  postal  and  Federal  employees  the  elec- 
tive right^'to  participate  under  the  social  security  system  in  addition 
to  their  civil  service  annuities,  but  with  the  distinct  understanding 
that  each  system  be  financed  separately  and  apart  from  each  other. 
The  legislation  sought  would  have  no  budgetary  impact  and  it  is  actu- 
ariallv  sound.  Twelve  bills  have  been  introduced,  including  one  by  a 
member  of  the  House  Ways  and  Means  Committee,  in  the  95th  Con- 
gress, in  support  of  the  proposals  here  requested. 

This  legislation  wdiich  had  been  originally  introduced  in  the  89th 
Congress  by  the  former  Congressman  Eugene  J.  Keogh,  the  provisions 
of  which  have  been  reintroduced  by  members  of  the  Ways  and  :Means 
Commitee  in  all  ensuing  sessions.  In  the  95th  Congress  this  legisla- 
tion has  been  siibmittd  by  Congressman  Charles  B.  Rangel  and  11  of 
his  colleagues. 

We  subscribe  and  support  the  features  of  these  bills  which  basically 
provide  for  present  Federal  and  postal  employees  to  choose  if  they 
desire  to  pay  for  social  security  coverage  in  addition  to  their  civil 
service  annuities.  In  so  choosing  the  employees  elect  to  pay  an  employee 
tax  which  the  Federal  agency  involved  should  merely  withhold  from 
the  salary  of  the  employee.  ]S"o  contribution  is  required  of  the 
Government.  ,  u  v    t 

By  way  of  comparison,  we  invite  examination  of  Public  Law  89-97, 
Julv  30/1965,  pertaining  to  1.5  million  employees  who  receive  earn- 
ings in  the  forms  of  tips  and  permits  social  security  coverage  where 
contributions  are  made  solelv  by  the  employees.  At  that  time,  the  chief 
actuary  of  the  Social  Security  Administration  supported  the  pro- 
posals as  being  actuarially  sound;  and  it  was  noted  that  Federal  em- 
ployees are  generally  conceded  to  be  superior  risks  in  terms  of  insurance 
actuarial  considerations.  Therefore,  there  would  be  no  budgetary 

impact.  ,        1    1  • 

The  12  bills  we  support  are  actuarially  sound,  and  this  coverage  is 
at  no  additional  cost  to  the  Government. 
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We  respectfully  request  the  committee  to  favorably  consider  this 
vital  legislation  on  behalf  of  the  largest  group  of  employees  yet  denied 
such  coverage,  namely,  the  Government  employees.  I  am  asking  you  as 
the  Congress  of  the  United  States  of  America,  to  give  equal  and  com- 
parable treatment  to  the  Government  career  employees  who  have 
devoted  their  lifetime  in  Government.  Let  them  retire  with  the  dignity 
they  have  earned,  as  we  all  hope  to  do. 

We  would  be  grateful  if  you  would  also  consider  eliminating  income 
limitation  for  those  receiving  social  security  benefits.  By  limiting  the 
income  of  social  security  recipients  the  law  reduces  the  potential  tax 
return  from  this  source.  There  are  more  than  50  bills  introduced  pro- 
posing this  legislation,  some  of  which  were  submitted  by  members  of 
this  committee.  The  elimination  of  the  income  restrictions  would  bene- 
fit tlie  Government  as  well  as  the  social  security  recipient. 

[The  prepared  statement  follows :] 

Statement  of  Rhoda  A.  Ruff,  President,  Affiliated 
Government  Organizations 

My  name  is  Rhoda  A.  Ruff,  as  President  of  the  Affiliated  Government  Organi- 
zations, it  is  my  privilege  to  serve  this  group  which  consists  of  twenty-four  Postal 
and  Federal  employee  unions  and  associations,  representing  more  than  30,000 
Government  employees  and  retirees. 

We  appreciate  the  Committee's  scheduling  early  hearings  on  the  subject  of 
Social  Security  and  the  opportunity  afforded  us  to  express  our  views  on  behalf 
of  eliminating  the  income  limitation  under  Social  Security. 

The  aim  of  the  Affiliated  Government  Organizations  is  the  enactment  of 
legislation  granting  all  Postal  and  Federal  employees  the  elective  right  to 
participate  under  the  Social  Security  System  in  addition  to  their  civil  service 
annuities,  but  with  the  distinct  understanding  that  each  system  be  financed 
separately  and  apart  from  each  other.  This  legislation,  if  enacted,  closes  the 
final  gap  of  coverage  which  remains  under  the  Social  Security  System.  We 
are  the  only  group  now  not  covered. 

point  I :  THE  social  security  system  at  present  is  discriminatory  and  shoxtld 

BE  amended 

Postal  and  Federal  employees  are  the  only  group  of  employees  denied  social 
.security  coverage.  The  Social  Security  System  grants  coverage  to  over  four  mil- 
lion State,  City  and  County  employees  despite  their  own  pension  systems.  In  addi- 
tion to  whatever  private  plans  or  pensions  they  maintain. 

The  Social  Security  System  is  discriminatory  because  it  denies  benefits  to  a 
large  group  of  Federal  employees  while  it  is  extended  to  other  Federal  employees. 
For  example  the  Federal  Credit  Union  and  the  Federal  Reserve  Banks.  To  cover 
all  Postal  and  Federal  employees  would  be  a  logical  extension  of  principles  long 
established.  There  should  be  no  class  of  citizenship  in  the  United  States  of  Amer- 
ica and  with  the  coverage  here  sought,  there  would  be  none.  The  Government  man- 
dates that  all  employers  provide  coverage  to  their  employees  but  denies  social 
security  coverage  to  its  own  employees. 

POINT  II :  THE  LEGISLATION   SOUGHT  WOULD  HAVE   NO  BUDGETARY  IMPACT  AND  IT  IS 

ACTUARIALLY  SOUND 

Twelve  bills  have  been  introduced,  including  one  by  a  member  of  the  House 
Ways  and  Means  Committee,  in  the  95th  Congress,  in  support  of  the  proposals 
here  requested. 

This  legislation  which  had  been  originally  introduced  in  the  89th  Congress, 
the  provisions  of  which  have  been  re-introduced  by  Members  of  the  Ways  and 
Means  Committee  in  all  ensuing  sessions.  In  the  95th  Congress  this  legislation  has 
been  submitted  by  Congressman  Charles  B.  Rangel  and  10  of  his  colleagues 
namely : 
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Congressman  Frank  Annunzio,  H.R.  140 ;  Congressman  Jonathan  B.  Bingham, 
H.R.  203 ;  Congresswoman  Elizabeth  Holtzman,  H.R.  417 ;  Congressman  John  M. 
Murphy,  H.R.  1084;  Congre.ssman  James  J.  Delaucy,  H.R.  1477;  Congressman 
pniiott  H.  Levitas,  H.R.  2090;  Congressman  Benjamin  S.  Rosenthal,  H.R.  2177; 
Congressman  James  M.  Hanley,  H.R.  2269 ;  Joseph  P.  Atldabbo,  H.R.  2296 ;  and 
Congressman  James  H.  Scheuer,  H.R.  4645. 

We  subscribe  and  support  the  features  of  these  bills  which  basically  provide 
for  present  Federal  and  Postal  employees  to  choose,  if  they  desire,  to  pay  for 
social  security  coverage  in  addition  to  their  civil  .service  annuities.  In  so  choosing, 
the  employee  elect  to  pay  an  employee  tax  which  the  Federal  agency  involved 
would  merely  withhold  from  the  salary  of  the  employee.  No  contribution  is  re- 
quired of  the  Government. 

By  way  of  comparison,  we  invite  examination  of  Public  Law  89-97,  July  30, 
3965,  pertaining  to  11/2  million  employees  who  receive  earnings  in  the  form  of  tips 
and  permits  social  security  coverage  where  contributions  are  made  solely  by  the 
employee.  At  that  time,  the  Chief  Actuary  of  the  Social  Security  Administration 
supported  the  proposal  as  being  actuarially  sound  :  and  it  was  noted  that  Federal 
employees  are  generally  conceded  to  be  superior  risks  in  terms  of  insurance  ac- 
tuarial con.siderations.  Therefore,  there  would  be  no  budgetary  impact. 

CONCLUSION 

1.  The  12  bills  that  we  support  are  actuarially  sound. 

2.  It  closes  the  final  gap  of  coverage  remaining  under  the  Social  Security 
System  and  removes  the  criticism  that  the  United  States  Government  is  denying 
its  own  employees  coverage  while  it  mandatorily  has  compelled  the  .same  to 
employers  of  private  organizations,  State,  and  City  civil  service  employees. 

3.  Once  this  coverage  is  obtained  by  Federal  and  Po.stal  employees,  the  social 
security  laws  will  never  have  to  be  amended  to  extend  coverage  to  any  other 
class  of  employees. 

4.  This  coverage  is  at  no  additional  cost  to  the  Government. 

We  respectfullv  request  the  Committee  to  favorably  con.sider  this  vital  legi.i- 
lation  on  behalf  "of  the  single  largest  group  of  employees  yet  denied  such  cover- 
age— namely:  The  Government  employees.  Finally.  I  am  asking  you,  as  the 
Congress  of  the  United  States  of  America,  to  give  equal  and  comparable  treat- 
ment to  the  Government  career  employees  who  have  devoted  their  lifetime  in 
government.  Let  them  retire  with  the  dignity  they  have  earned,  as  we  all  hope 

to  do.  .      .  ,..,,. 

We  would  be  grateful,  if  you  would  also  consider  eleminating  income  limitation 
for  those  receiving  social" security  benefits.  By  limiting  the  income  of  social 
securitv  recipients  the  law  reduces  the  potential  tax  return  from  this  source. 
There  "are  about  50  bills  introduced  proposing  this  legislation,  some  of  which 
were  submitted  by  members  of  this  Committee.  The  elimination  of  the  income 
restrictions  would  benefit  the  Government  as  well  as  the  social  security  recipient. 

Mr.  Jacobs.  Thank  you,  IMrs.  Ruff. 

jNIr.  Lederer. 

]\Ir.  Ledereii.  I  have  no  questions  for  the  panel. 

Mr.  Jacobs.  Mr.  Ketchum. 

Mr.  Ketciium.  Thank  you,  Mr.  Chairman. 

Uts.  Ruff,  are  vou  suggesting  an  elective  right  to  participate  and 
are  you  talking  about  separating  civil  service  from  social  security, 
not  two  separate  things  within  social  security? 

Mrs.  Ruff.  Correct.  ,      .         .  ,  ,  ,  ^-  •     ^.^ 

Mr.  Ketchum.  With  respect  to  the  elective  right  to  participate, 
where  you  indicate  this  is  at  no  cost  to  the  Government,  are  you  sug- 
gesting that  the  employees  with  that  elective  right  wi  1  pay  into  tiie 
system  on  the  base  basis  that  self-employed  individuals  now  doi 

Mrs.  Ruff.  No,  sir;  the  same  as  ordinary  employees  pay,  as  those 
in  the  private  sector  pay.  This  would  be  the  same  as  those  who  receive 
their  earnings  in  the  form  of  tips. 
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Mr.  Ketchum.  I  do  have  a  little  problem  with  that.  I  would  not 
necessarily  have  a  problem  with  the  proi^osal  if  you  wanted  that 
coverage  on  the  same  basis  as  the  self-employed,  because  our  svstem" 
is  built  on,  by  and  large,  a  50-50  employer-employee  relationship, 
which  is  why  we  have  the  special  provision  for  the  self-employed. 

Would  you  have  any  major  objections  in  a  consideration  of  a  bill 
of  this  sort  if  we  looked  at  it  from  that  standpoint  ? 

Mrs.  Ruff.  No,  I  would  not  have  any  objections. 

Mr.  Ejetchum.  I  do  appreciate  the  fact  that  your  organization  is 
endorsing  either  the  elimination  of,  or  a  change  in,  the  earnings  limita-' 
tion.  I  think  that  is  very  important. 

Mr.  Jacobs.  Mr.  Tucker. 

Mr.  Tucker.  No  questions. 

Mr.  Jacobs.  Mr.  Gephardt. 

Mr.  Gephardt.  I  just  have  one  question  for  both  of  you:  From  a 
theoretical  viewpoint  how  do  we  distinguish  between  Government  em- 
ployees and  other  employees ;  that  is,  private  employees  in  the  United 
States  who  are  mandated  to  be  under  the  social  security  system  and 
have  their  own  pension  funds  ? 

Mr.  McClelland.  Let  me  first  say  that  there  is  no  affiliation  be- 
tween NAEFE  and  the  AGO,  and  that  we  oppose  the  recommendations 
made  today  by  that  group. 

The  Civil  Service  Retirement  Act  was  established  to  create  a  retire- 
ment system,  on  the  other  hand,  the  social  security  is  not  a  retirement 
system,  and  the  Federal  employees  already  have  a  retirement  system, 
and  that  was  certainly  the  thinking.  While  it  was  not  covered,'  I  am 
sure  that  Dr.  Raffa  might  address  himself  to  that. 

Dr.  Raffa.  Well,  sir,  I  heartily  agree  with  Mr.  McClelland  in  the 
necessity  for  keeping  a  distinction  clearly  in  mind.  The  civil  service 
retirement  system,  of  the  U.S.  Government,  including  the  Members 
of  Congress,  the  Senate,  and  the  employees  on  the  Hill,  represent  a 
unique  career  system. 

The  system  is  stable,  it  has  proved  itself  well  administered;  it's 
viable,  and  it's  an  inducement  for  people  to  enter  Government.  We 
hear  so  much,  and  I  think  we  all  heartily  agree,  of  the  necessity  of 
getting  more  and  better  public  servants,  legislatively,  in  the  executive 
branch  and  in  the  judiciary,  and  this  I  know,  having  been  a  profes- 
sional bureaucrat  myself,  that  one  of  the  inducements  to  me,  certainly 
not  the  sole  one,  was  the  idea  that  at  the  end  of  the  road  I  would  get 
a  salary  and  reasonable  retirement. 

I  happened  to  retire  12  years  ago,  so  mine  is  not  as  nice  as  it  might 
be  now,  but  it's  still  good,  but  it's  a  solid,  meaningful,  well  adminis- 
tered system. 

The  whole  thrust,  I  think,  of  Mr.  McClelland's  remarks  was  to  keep 
it  that  way. 

As  to  including  employees  partly  under  social  security,  that  is  a 
separate  set  of  issues.  A  great  deal  of  study,  what  it  woidd  cost  the 
Government  and  whether  the  contribution  is  dual  or  single,  and  a 
great  many  other  things,  but  I  do  think  from  the  point  of  view  of  the 
National  Association  of  Retired  Federal  Employees,  our  one  thrust  is 
keep  the  integrity  of  the  civil  service  retirement  system,  which,  in- 
cidentally, is  really  one  of  the  best  in  the  world. 
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Mr.  Gephardt.  I  understand  the  arguments  you  are  making.  If  you 
put  yourselves  in  the  shoes  of  a  fellow  that  works  at  G.M.  or  Westing- 
house,  who  also  has  a  good  retirement  system  to  which  he  contributes, 
as  well  as  the  company,  it's  hard  for  him  to  understand  why  we  exempt 
Federal  or  local  or  State  employees  or  allow  them  to  exempt  them- 
selves from  a  program  from  which  they  can't  exempt  themselves. 

If  you  put  yourself  in  their  shoes,  I  think  you  could  better  under- 
stand that  argument. 

Mr.  Merin.  If  I  may  speak  to  your  original  question.  If  you  look  at 
the  original  intent  of  the  1933  social  security  legislation,  it  spoke  to  the 
exclusion  issue  specifically.  It  said  the  reason  Federal  personnel  were 
excluded  was  because  they  were  already  covered  by  a  staff  retirement 
system;  social  security  was  established  as  a  supplemental  old  age 
income  assistance  program. 

If  the  committee  determines  that  it  wishes  social  security  to  become 
a  national  pension  system — and  personally  I  disagree  with  that  alter- 
native— so  be  it.  That  should  not  however  compromise  the  function  of 
the  staff  retirement  program  of  the  Federal  Government — which  is 
contributory  and  actuarially  sound. 

The  most  fundamental  difference  to  be  drawn  between  the  two  is 
that  one  is  a  public  income  support  program  and  the  other  staff  retire- 
ment system.  I  don't  think  the  difference  could  possibly  be  clearer. 

Mr.  Ketchum.  Would  the  gentleman  yield  for  a  moment  ?  _ 

You  are  arguing  along  the  same  lines  he  is.  If  I  am  a  United  Auta 
Worker,  or  if  I  work  in  a  company,  a  large  company  that  has  a  generous 
pension  plan,  wdiy  then  shouldn't  they  be  lopped  out,  because  the  argu- 
ment is  exactly  the  same.  I  have  a  good  program,  I  am  not  in  low  cov- 
ered employment,  and  so  on  and  so  forth. 

If  that  is  true,  then  all  those  people  ought  to  be  given  the  oppor- 
tunity to  opt  out,  which  ultimately  destroys  the  whole  system,  because 
the  more  people  that  come  out,  the  less  contributors  you  have  and  the 
higher  the  tax  rate  would  have  to  be,  ad  infinitum. 

The  program  presented  by  Mrs.  Ruff  I  would  find  very  difficult  to 
argue  with,  based  on  my  concept,  not  yours,  for  the  moment.  I  would 
have  a  difficult  time  arguing  with  that. 

I  believe  you  were  not  all  in  the  room  just  a  bit  ago  when  we  ad- 
dressed his  problem  of  uncovered  employees  working  20  or  30  years, 
then  adding  social  security  coverage.  The  good  doctor  here  who  has 
retired  12  years,  could  well  have  worked  12  years  in  the  private  sector 
and  now  be  eligible  for  social  security  benefits. 

The  suggestion  was  made  that  there  might  be  a  special  formula  for 
that  group  of  people. 

How  would  you  respond  to  that  ? 

Mr.  Merix.  You  are  addressing  yourself  to  two  separate  issues. 
The  latter  concerns  itself  with  what  to  do  with  the  approximately  40 
percent  of  all  retired  Federal  personnel  that  now  benefit  from  social 
security  coverage.  That  question  could  promote  lengthy  deliberations. 
Let  me  just  say  that  any  solution  to  that  question  should  be  predicated 
upon  what  you  expect  of  the  social  security  program. 

I  think  that  perhaps  a  benefit  adjustment  should  be  made  for  those 
who  qualify  for  minimum  coverage. 
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The  original  issue  moves  me  to  reaiFirm  tlie  fact  that  the  civil  service 
retirement  system  is  a  sound  system.  The  Congressman  argued  why  not 
exchide  private  sector  pensioners  from  social  security  coverage.  Per- 
haps the  Ways  and  Means  Committee  should  consider  this  alternative. 

Allow  me  to  return  to  the  original  point  made  by  our  testimony.  We 
urge  you  to  decide  what  it  is  that  you  expect  of  social  security.  Is  it  to 
be  a  national  pension  system  or  a  national  welfare  system  ?  Federal 
workers  have  l)een  excluded  from  coverage  for  good  reason,  because 
they  benefit  from  a  staff  retirement  system. 

A  corollary  problem  now  raised  is  that  large  numbers  of  them,  par- 
ticularly the  older  ones,  because  of  extremely  low  annuities,  are  unable 
to  make  financial  provision  for  themselves  and  so  seek  the  additional 
medical  coverage  offered  by  medicare-medicaid. 

I  think  that  is  the  problem  Mrs.  Ruff  attempts  to  speak  to.  If  you 
want  to  address  that  problem,  you  must  recognize  that  is  a  separate 
issue.  A  partial  solution  would  l)e  to  expand  or  improve  upon  the 
health  benefits  coverage  made  by  the  Federal  program  where  it  proves 
inadequate.  This  might  well  serve  as  a  disincentive  for  Federal  per- 
sonnel to  secure  the  extra  health  coverage  afforded  by  participation 
in  social  security. 

Mr.  Ketchttm.  I  do  not  subscribe  to  the  double-dipping  concept  that 
many  people  talk  about.  In  other  words,  an  individual  works  in  a  job 
and  he  retires  from  that  job  and  goes  into  another  job.  and  as  far  as  I 
am  concerned,  more  power  to  him.  If  he  wants  to  do  it,  he  is  entitled  to 
it.  In  my  view  he  is  entitled  to  both  retirement  programs. 

But  we  are  in  a  little  dilemma  when  we  fiet  to  benefit  levels  vis-a-vis 
quarters  worked,  income  and  that  sort  of  thing.  Tliat  is  kind  of  a 
touchy  thing.  But.  if  someone  has  the  guts  to  go  out  and  work  another 
10  or  12  or  15  years  and  add  to  his  retirement,  he  has  every  right  to  do 
it.  and  I  wish  more  people  would  do  it. 

Dr.  Kaffa.  Sir,  may  I  add  something  in  support  of  what  you  are 
saying  ? 

I,  indeed,  have  been  the  beneficiary,  also,  of  the  social  security  sys- 
tem since  I  retired.  That,  however,  raises  another  question. 

For  the  amount  of  contrilnition  that  I  have  made  to  the  social  secu- 
rity system,  I  think  I  am  getting  far  too  much  benefit  from  the  U.S. 
Treasury.  It's  the  kind  of  problem  that  is  involved. 

]\rr.  IvETCHuivr.  In  the  social  security  end  of  your  pension? 

T>v.  Raffa.  In  the  social  security  side,  I  think  this  is  one  of  the 
problems  that  bothers  a  lot  of  people.  You  can  do  a  little  moonlight- 
ing, vou  can  do  a  little  of  this  and  a  little  of  that,  and  precisely  because 
the  Social  Security  Act  was  loaded  in  favor  of  lower  paid  people,  as  it 
should  have  been,  as  it  was,  so  therefore  I  go  in,  and  let's  say  hypo- 
thetically  I  earn  $100  extra  a  month  and  pay  a  very  small  contribution, 
and  then  I  get  a  social  security  check  that  is  far  beyond  what  the  con- 
tribution was  into  that  system. 

So  this  desen'es  much  further  study. 

I  would  like  to  suggest  that,  if  this  kind  of  procedure  is  considered, 
that  a  lower  percentage  of  average  wages  he  considered  for  someone 
who  already  has  a  substantial  retirement  annuity  from  some  other 
place,  and  this  is  as  much  in  defense  of  financial  stability  of  the  U.S. 
Treasury  as  it  is  the  benefit  of  the  employee,  if  I  explain  myself. 
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Mr.  Ketciium.  That  is  not  the  first  time  I  have  heard  that. 
]Mrs.  Ruff.  For  one  tliinrr.  tlie  employees  that  I  am  speaking  of,  the 
Federal  and  postal  employees,  did  not  have  social  security  as  part  of 
their  job  contract  when  they  came  to  work  for  the  Government.  Some 
of  them  could  not  afford  and  will  not  be  able  to  afford  both  deduc- 
tions. Therefore,  it  should  be  elective,  if  they  feel  they  need  it  in  future 
years.  But  when  they  pay  their  civil  service  annuity,  7  percent,  or 
'whatever  the  percentage  will  be.  they  should  be  allowed  to  collect  that 
annuity  the  same  as  everybody  else. 

]Mr.  Ketctium.  The  gentleman  didn't  imply  that.  PTe  was  not  talking 
about  his  pension,  he  was  talking  about  social  security. 

Mrs.  Ruff.  Tf  they  pay  for  social  security  the  same  as  everybody 
else,  they  should  receive  the  same  benefits  as  everybody  else. 

Mr.  Ketciium.  It  does  not  work  that  way.  It  works  precisely  the  way 
the  gentleman  referred  to  it.  I  have  a  numijer  of  constituents  who  are 
relatively  affluent  who  have  told  me  time  and  again,  ''Man,  I  really 
got  into  the  retirement  system  at  the  right  time."  As  these  cost-of- 
living  benefits  increased  to  these  people,  certainly  not  to  the  vast  ma- 
jority of  the  recipients,  but  to  these  people  this  money  is  sort  of  walk- 
ing-around  money,  and  it  becomes  a  joke  with  the  amounts  they  are 
receiving  relative  to  their  contribution  rates  over  the  years. 

So  that  is  a  real  problem  that  has  to  be  addressed.  I  don't  really 
have  the  answer  to  that. 

Mrs.  Ruff.  Congressman  Ketchum,  that  would  apply  to  those  in  the 
higher  brackets,  not  the  working  rank-and-file  Federal  and  postal 
employees. 

Dr.'RAFFA.  Just  to  make,  because  I  do  think  the  Congress  has  to 
consider  doing  something  about  that — another  way  of  saying  it  is,  if 
you  let  people  Avho  are  civil  service  annuitants,  or  any  other  annui- 
tants, pay  as  little  as  they  do  now  into  the  social  security  fund  in  rela- 
tionship to  the  benefits  "they  get,  it  is  unfair  to  the  Treasury  of  the 
TTnited  States  and  unfair  to  the  social  security  system. 

Mr.  KetchE'M.  I  am  going  to  put  you  on  "Meet  the  Press." 

]\Ir.  Jacobs.  Doctor,  how  fair  is  it  to  the  Treasury  of  the  United 
States  to  allow  this  disparity  between  private  industry  and  the 
U.S.  Government  employees,  the  comparison  Mr,  Tucker  was  talk- 
ing about?  You  work  for  IB]\I  and  you  have  a  private  pension  plan 
and  you  pay  for  social  security,  you  work  for  I^ncle  Sam,  you  have 
a  pension  plan,  and  you  do  not' pay  social  security?  Is  that  fair  to  the 
Treasury? 

I  believe  your  representative  suggested  the  best  way  to  deal  with 
that  problem  is  to  let  people  at  IBM  ston  paying  social  security  taxes. 

'Mr.  Mertn.  T  suggested  that  as  an  altei-native.  Until  1974  and  the 
onset  of  ERISA  regulations,  private  retirement  systems  werenon- 
contributorv  and  predicated  on  a  social  security  base.  That  is  an 
important  distinction.  A  Federal  worker  who  does  not  work  in  the 
private  sector  to  secure  minimum  social  security  quarters,  will  not 
receive  that  benefit.  He  will  receive  only  his  Federal  annuity  to  which 
he  rontributed.  i  t>  j 

'Wliat  Dr.  Raffa  addressed  was  the  problem  of  how  to  control  Fed- 
eral annuitants  who  work  the  minimum  number  of  quarters  to  secure 
coverage. 
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Mr.  Jacobs.  I  ai)preciate  that  is  what  the  doctor  was  talking  about. 
That  isn't  what  I  was  talking  about.  Take  my  own  case,  since  Mem- 
bers of  Congress  were  involved  in  the  discussion.  I  don't  know  the 
good  doctor  was  good  enough  to  say  maybe  he  was  overdipping  as 
distinguished  from  double  dipping. 

To  talk  about  what  is  actuarially  sound,  Mr.  Kelley  and  I  just 
agreed  that  life  is  not  actuarially  sound,  and  I  suppose  the  savings 
I  have  built  up  largely  before  I  entered  the  Congress,  I  suppose 
those  investments  are  not  actuarially  sound,  something  could  happen 
to  distort  them. 

.But  I  am  going  to  tell  you  that  I  would  be  delighted  if  I  never 
needed  social  security  benefits,  and  I  anticipate  not  accepting  them 
if  what  I  have  now  holds  up.  Everybody  talks  about  the  benefits  of 
paying  in  what  you  are  entitled  to.  I  think  in  the  hearing  yesterday 
I  suggested  that  I  had  paid  for  20  years  public  liability  insurance 
on  my  automobile.  I  know  I  have  paid  health  insurance  for  a  number 
of  yelirs  and  haven't  collected  anything  on  that  except  some  unneces- 
sary surgery  a  year  ago. 

I  think  the  committee  ought  to  consider,  and  really  everybody  ought 
to  consider,  the  other  side  of  this  coin,  too,  and  that  is,  when  I  pay 
into  a  health  insurance  program  for  the  Federal  Government,  and  my 
neighbor  Federal  employee  falls  ill  and  collects  from  my  premiums, 
thot  is  not  bad  luck  for  me,  that  is  bad  luck  for  my  neighbor. 

I  have  a  feeling  that  is  a  just  debt  that  I  should  pay  in  the  health 
insurance.  I  am  in  pretty  good  health,  and  I  really  don't  expect  to 
have  many  medical  bills  m  the  nest  few  years.  I  am  not  dropping  out 
of  the  system.  I  am  paying  because  I  believe  it  is  a  just  debt. 

As  Will  Eogers  said,*  "It's  a  gi^eat  country,  but  you  can't  live  in  it 
for  nothing." 

So  I  think  this  is  a  very  important  question  for  this  committee  to 
consider.  I  know  it  has  been  kicked  around  for  a  quarter  of  a  century. 
The  very  points  Mr.  Tucker  made,  the  comparison  between  private 
industry  and  the  Federal  Government,  the  Federal  Government  really 
doesn't  pay  its  employees  these  days,  generally  speaking,  slave  wages, 
T)y  the  way. 

So  I  think  we  should  take  that  into  account  in  the  committee  in  terms 
of  fiscal  soundness  in  the  social  security  system  and  not  just  think 
in  term.s  of  what  our  country  can  do  for  us,  but  maybe  what  the 
Federal  employees,  particularly  those  with  higher  incomes,  if  they 
ought  not  to  do  a  little  something  with  the  money  they  get. 

Naturally  I  hate  to  have  the  last  word,  but  it's  noon,  and  we  shall 
reconvene  here  at  2  p.m. 

[The  following  was  submitted  for  the  record  :] 

Statement  of  Jerry  Wurf,  International  President  of  the  American 
Federation  of  State,  County  and  Municipal  Employees,  AFL-CIO 

Mr.  Chairman  and  members  of  the  subcommittee,  I  am  Jerry  Wnrf,  Inter- 
national President  of  the  American  Federation  of  State,  County  and  Mimicipal 
Employees.  Our  union  has  over  750,000  members  who  work  for  state  and  local 
governments  and.  when  we  negotiate  for  wages  and  working  conditions,  we 
represent  more  than  1.5  million  public  employees. 

We  are  in  substantial  agreement  with  the  Administration's  short  and  long 
•term  Social  Security  financing  reform  proposals.  The  Administration's  program, 
if  enacted,  should  go  a  long  way  towards  preserving  the  fiscal  integrity  of  the 
nation's  most  important  social  insurance  program. 
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However,  there  is  one  major  area  of  the  Social  Security  program  which  the 
Administration  has  not  touched  upon  that  also  is  in  serious  need  of  reform. 
This  pertains  to  the  coverage  provisions  of  the  Social  Security  System,  particu- 
larly as  they  impact  upon  state  and  local  government  workers. 

I  want  to  urge  that  coverage  under  Social  Security  be  made  universal.  The 
System  should  not  only  include  workers  in  private  industry,  but  also  all  state 
and  local  government  employees,  federal  employees,  and  even  members  of 
Congress  and  their  staffs. 

The  present  Social  Security  coverage  situation  for  state  and  local  employees 
in  particular  is  neither  healthy  from  the  worker's  standpoint  nor  from  Social 
Security's  standpoint. 

a.  From  the  Worker's  Standpoint 

Before  a  state  or  local  government  can  n'oin  the  Social  Security  System,  its 
employees  must  vote  to  be  covered.  But  the  Social  Security  Act  also  gives  public 
jurisdictions  the  unilateral  power  to  terminate  coverage  for  their  employees. 
These  provisions  are  inconsistent  and  unfair,  and  have  proven  to  work  to  the 
detriment  of  the  public  employees  who  really  need  the  income  security  protections 
of  the  Social  Security  System. 

The  facts  are  that  general,  nonuniformed  state  and  local  workers,  who  have 
their  coverage  terminated,  are  the  ultimate  losers  because  Social  Security  bene- 
fits cannot  be  replaced.  This  was  clearly  demonstrated  in  recent  studies  of  the 
cost  of  replacing  Social  Security  benefits  for  Alaska  and  California  state  workers 
and  for  employees  of  San  Jose,  California. 

The  State  of  Alaska — the  only  state  government  thus  far  to  submit  a  with- 
drawal notice — requested  that  the  William  M.  Mercer  Company,  an  independent 
pension  consulting  firm,  determine  what  the  cost  to  the  State  would  be  for 
replacement  of  Social  Security  benefits,  should  the  State  go  ahead  and  withdraw 
from  the  System.  The  Mercer  report  estimates  that  it  would  cost  the  State  a 
whopping  22  percent  of  payroll  to  fully  replace  lost  retirement,  disability  and 
death  benefits  provided  by  Social  Security.  The  cost  of  partial  replacement  of 
lost  benefits,  based  upon  four  alternative  programs,  would  range  between  12.5 
percent  and  19.25  percent  of  payroll.  The  report  stressed,  however,  that  these 
figures  only  represent  benefit  replacement  costs.  They  do  not  reflect  the  high 
cost — and  difficulty — of  administering  such  a  program. 

The  Wyatt  Company,  another  independent  pension  consulting  firm,  recently 
studied  the  impact  of  termination  of  Social  Security  coverage  on  the  State  of 
California  and  its  workers.  The  Wyatt  report  concluded  that  the  cost  of  replacing 
Social  Security  benefits  by  a  state  program  would  be  prohibitive,  estimating  that 
even  partial  replacement  of  benefits  would  cost  the  State  12.32  percent  of  payroll. 
Subsequently,  the  Commission  on  California  State  Government  Organization  and 
Economy,  which  requested  this  study,  issued  its  own  report  to  the  Governor  and 
State  Legislature,  not  only  recommending  that  the  State  continue  to  participate 
in  Social  Security,  but  also  urged  that  coverage  be  made  universal  throughout 
the  country  for  public  employees  at  all  levels  of  government. 

A  third  study  was  recently  completed  by  Robert  J.  Myers,  former  Chief 
Actuary  of  the  Social  Security  Administration.  He  examined  whether  San  Jose, 
California,  which  has  withdrawn  from  Social  Security,  was  able  to  replace  the 
benefits  which  city  workers  lost.  He,  too,  concluded  that  benefits  lost  by  opting 
out  of  Social  Security  were  far  greater  than  any  improvements  made  m  the  City  s 

pension  plan.  ^,  .         .   j.  •     u 

The  reason  for  this  unanimity  among  the  experts  on  this  point  is  because 
Social  Security,  over  the  last  40  years,  has  emerged  as  the  cornerstone  ot  the 
American  worker's  income  security.  Social  Security  is  more  than  a  retirement 
svstem.  It  also  provides  income  for  workers  who  are  permanently  and  totally 
disabled  and  for  survivors  of  workers  who  die  prior  to  or  after  retirement.  In 
addition,  it  is  a  health  insurance  system,  which  protects  permanently  and 
totally  disabled  workers  and  retirees  against  the  rising  cost  of  health  care 

The  only  workers  that  truly  benefit  from  opting  out  are  higher  paid  public 
employees,  police  and  fire  for  example,  who  retire  in  their  late  forties  or  early 
fifties"  and  qualify  for  Social  Security  benefits  through  second  career  em^^^^^^ 
ment.  I  might  add  that  this  also  is  the  case  with  ^^sp^^^t^/.f  ^^^.Xnnlh  a 
50  percent  of  whom  qualify  for  Social  Security  by  moonlighting  or  through  a 

^^The^SY;  of  the  present  voluntary  system  of  entry  into  and  exit  from  the 
Sodal  Srity  System  also  focuses  on  the  state  and  local  workers  who  have 
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never  had  coverape.  as  in  Massachusetts.  These  workers  frequently  have  to  rely 
on  financially  unstable  state  and  local  pension  plans  for  their  retirement  security 
and  certainly  do  not  have  the  scope  of  income  security  protection  afforded  by 
Social  Security  in  cases  of  death,  disability,  or  other  contingencies. 

To  underscore  the  significance  of  this  last  point,  it  should  be  understood  very 
clearly  that  there  is  an  interrelationship  between  Social  Security  coverage  for 
public  employees  and  the  stability  of  state  and  local  pen.sion  plans.  The  facts  are 
that  the  current  funding  problems  of  state  and  local  pension  plans  cannot  be 
resolved  unless  Social  Security  is  made  the  ba.sic  income  security  program  for 
all  public  employees.  Without  universal  coverage,  the  cost  of  providing  even 
substandard  public  pensions  by  financially  strapped  state  and  local  employers 
will  continue  to  be  prohibitive. 

&.  From  the  Social  Security  System's  Standpoint 

In  my  opening  remarks,  I  indicated  that  the  present  public  employee  coverage 
situation  is  unhealthy  for  the  System  as  well  as  for  the  worker. 

Present  coverage  provisions  represent  a  financial  drain  on  the  Social  Security 
System.  They  encourage  abuses  by  some  public  employees,  enabling  them  to 
qualify  for  Social  Security  benefits  that  are  far  greater  than  their  contributions. 
And  as  a  whole,  the  four  million  state  and  local  employees  and  2.6  million  fed- 
eral employees  currently  not  covered  by  the  System  have  become  a  substantial 
source  of  lost  income  to  the  Trust  Funds,  which  pre.sently  are  experiencing  a 
$5.6  billion  deficit.  This  was  clearly  demonstrated  by  Social  Security  estimates 
of  the  imp.ict  of  future  public  employee  entry  into  or  exit  from  the  Svsteni. 

The  Social  Security  Administration  has  estimated  that  if  coverage  is  ter- 
minated for  one-half  of  the  8  million  state  and  local  workers  who  are  currently 
covered,  the  loss  in  contributions  and  intercut  between  1978  and  1982  would  be 
$37.2  billion.  On  the  other  hand,  if  all  12  million  state  and  local  emplovees  were 
covered  under  Social  Security  on  a  mandatory  basis,  an  additional  $35.2  billion 
would  be  added  to  the  Trust  Funds.  The  Social  Security  Administration  also 
estimated  that  the  long-range  fiscal  impact  of  extending  coverage  to  all  state 
and  local  workers  would  be  a  reduction  in  the  cost  of  the  cash-benefits  program 
by  about  0.15  percent  of  taxable  payroll,  and  0.04  percent  for  the  hospital  in- 
surance program. 

As  you  are  well  aware,  federal  civil  service  employees  (including  employees  of 
the  Social  Security  Administration)  are  not  covered  by  Social  Security.  This  is 
because  the  federal  government,  as  their  employer,  has  cho.sen  not  to  do  so,  even 
though  it  has  elected  to  cover  the  military  for  the  past  20  years. 

Nevertheless,  it  is  estimated  that  nearly  50  percent  of  the  2.6  million  civil 
service  work  force  become  eligible  for  windfall  Social  Security  benefits  anyway 
through  outside  or  second  career  employment.  Since  only  10  years  of  covered 
employment  are  required  to  receive  full  Social  Security  benefits,  the  incentive  for 
"double-dipping"  is  significant. 

The  Social  Security  Administration  estimates  that  if  this  situation  were  cor- 
rected, mandatory  federal  employee  coverage  would,  over  the  long  run,  reduce 
Social  Security  costs  by  about  0.17  percent  of  taxable  payroll  for  the  cash  bene- 
fits program  and  0.06  for  the  hospital  insurance  program. 
_  In  light  of  these  figure.s,  I  strongly  urge  that  the  Subcommittee  seriously  con- 
sider incorporating  the  concept  of  universal  coverage  as  an  integral  part  of  the 
Social  Security  financing  reform  program  that  it  will  be  considering.  It  cer- 
tainly would  be  a  logical  extension  of  the  theme  of  the  Administration's  pro- 
posals, which  we  support — that  is,  to  preserve  the  short  and  long  term  fiscal 
viability  of  the  Social  Security  System.  The  direct  link  between  universal  cov- 
erage and  the  fiscal  integrity  of  the  System  is  sufficient  grounds  to  advocate 
universal  coverage,  to  say  nothing  of  supporting  it  for  equity  reasons. 


National  Association  of  Letter  Carriers, 

Wasfiington,  B.C.,  July  25,  J977. 
Hon.  Al  Uixman, 

Chairman,  Honse  Ways  and  Means  Committee, 
Washington,  B.C. 

Dear  Mr.  Chairman  :  The  National  Association  of  T^etter  Carriers  has  serious 
reservations  about  the  proposal  to  require  mandatory  Social  Security  coverage 
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for  postal  employees.  We  believe  our  annuity  plan  has  goals  more  in  keeping  with 
tlie  objectives  of  the  Government  as  an  employer  and  the  annuitant  as  an 
employee. 

Those  objectives  are  generally  in  the  area  of  compensation  for  career  work. 
AVhen  we  accept  postal  employment,  one  of  the  benefits  of  that  employment  is  the 
assurance  of  a  sound  and  equitable  payment  on  retirement. 

Those  objectives  are  certainly  not  present  in  Social  Security  now  nor  have 
they  ever  been.  Social  Security  has  only  the  glimmer  of  relationship  to  contri- 
butions of  the  recipient.  Social  Security  was  intended  as  a  base  of  income  to  pre- 
vent poverty.  The  entitlement  re-requirements  reflect  that  minimal  financial 
goal.  Even  so,  the  program  is  financially  unsound. 

We  do  not  have  minimal  or  overly  generous  entitlement  requirements  to  our 
annuities.  They  are  based  on  the  expectation  of  receiving  retirement  income  above 
a  base  that  protects  from  poverty. 

We  believe  the  inclnsidii  oi  jxistal  and  Fpdpval  employees  is  being  considered 
to  improve,  on  a  short  term  basis,  the  impossible  financial  picture  of  the  Social 
Security  Fund.  Such  an  objective  provides  no  benefit,  but  considerable  detriment 
to  our  members. 

We  urge  that  in  your  search  for  short  term  solutions,  you  not  sacrifice  the 
Federal  and  postal  employee  to  that  end. 

I  would  deeply  appreciate  your  inclusion  of  this  letter  in  the  report  of  your 

committee  hearings  on  this  subject. 

Sincerely, 

J.  Joseph  Vacca,  President. 

State  of  Wisconsin, 
Department  of  Employe  Trust  Funds, 

July  15, 1977. 
Hon.  James  A.  Burke, 

Chairman,  Subcommittee  on  Social  Security,  House  Ways  and  Means  Committee, 
Washington,  D.C. 

Dear  Representative  Burke  :  It  is  requested  that  this  letter  should  be  in- 
cluded in  the  printed  record  of  the  Social  Security  Subcommittee  bearings  sched- 
uled for  the  weeks  of  July  18  and  July  25.  I  am  sending  a  copy  of  this  statement 
to  Representative  Steiger  and  copies  also  to  Chief  Counsel  John  Martin. 

The  States  are  confronted  with  a  most  serious  problem  because  of  the  wide- 
.spread  lack  of  understanding  that  the  social  security  coverage  of  the  personnel  of 
states  and  political  subdivisions  pursuant  to  section  218  of  the  Social  Security 
Act  is  totally  different  from  the  social  security  coverage  of  personnel  in  private 
employment. 

As  a  consequence  proposals  that  are  made  from  time  to  time  which  may  make 
great  sense  for  private  employment  only  act — if  extended  to  public  employment— 
to  create  situations  which  are  most  critical. 

The  basic  facts  pertaining  to  social  security  coverage  at  the  state  and  local 
levels  of  government  should  never  be  forgotten  : 

1.  Such  coverage  is  completely  voluntary  because  No.  10  of  the  Bill  of  Rights 
of  the  Federal  Constitution  makes  mandatory  coverage  impossible. 

2.  Such  coverage  is  achieved  through  compacts  between  the  states  and  the  Fed- 
eral Government. 

3.  These  compacts  require  the  states  to  underwrite  and  guarantee  all  employer 
and  employe  contributions  on  compensation  in  covered  positions  from  all  politi- 
cal subdivisions  affected  by  the  compact. 

4.  The  states  are  required  to  administer  all  social  security  coverage  at  the 
State  and  local  levels  of  government— with  the  IRS  having  no  jurisdiction 
whatever. 

5.  This  not  only  relieves  the  Federal  Government  of  any  administrative  ex- 
panse— but.  more  important,  since  a  quarter  century  of  experience  under  section 
218  has  painfully  demonstrated  that  Federal  personnel  are  quite  unaware  of  the 
structure  and  operation  of  state  and  local  government  in  all  of  its  ramifications, 
which  varies  greatly  from  state  to  state.  Federal  personnel  could  not  possibly  do 
an  effective  and  economical  job  of  such  administration. 

In  fact  one  of  the  most  critical  impediments  to  the  effective  operations  of 
state  social  securitv  administrators  over  the  more  than  a  nuarter  century  of 
the  existence  of  section  218  has  been  the  total  lack  of  knowledge  of  Federal  per- 
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sonnel— SSA,  IRS,  Department  of  Labor,  et  cetera— about  operations  as  required 
under  section  218.  These  Federal  personnel  have  repeatedly  disrupted  operations 
at  the  State  and  local  government  levels  by  interfering  Vvdth  State  operations 
Avhich  are  necessary  to  meet  State  obligations,  by  issuing  erroneous  and  mislead- 
ing directions,  by  promoting  confusion  particularly  among  retirement  system 
coverage  groups  affected  by  section  218,  et  cetera,  thus  necessitating  considerable 
effort  on  the  part  of  the  responsible  State  administrator  to  correct  the  resultant 
errors. 

There  are  widespread  differences  between  social  security  coverage  in  private 
and  in  public  employment : 

1.  Coverage  in  private  emplyoment  is  mandatory  but  is  voluntary  in  public 
employment. 

2.  In  the  exercise  of  this  voluntary  coverage  many  options  exist — on  which  the 
decisions  vary  from  State  to  State  and  within  a  State  from  political  subdivision 
to  political  subdivision.  Hence,  in  contrast  to  the  uniform  coverage  in  private  em- 
ployment in  public  employment  the  existing  great  complexity  of  the  coverage 
which  has  been  extended  can  be  comprehended  only  by  a  State  administrator 
thoroughly  familiar  viith  the  details  of  such  coverage  in  the  thousands  of  polit- 
ical subdivisions  affected. 

3.  In  addition  to  the  options  offered  under  section  218  this  statute  also  enum- 
erates mandatory  exclusions  applicable  for  public  employment. 

4.  State  social  security  administrators — who  are  required  under  the  state- 
federal  social  security  compacts — must  deal  with  the  responsible  agents  of  thou- 
sands of  political  subdivisions.  A  large  proportion  of  these  agents  are  part-time, 
and  there  is  constant  turnover  among  these  part-time  local  officials. 

During  the  more  than  a  quarter  century  of  operations  under  section  218  the 
State  administrators  have  through  a  steady  program  of  education  and  effective 
enforcement  achieved  a  level  of  compliance  which  Social  Security  Administra- 
tion personnel  concede  is  substantially  better  than  achieved  by  the  IRS  in  private 
employment.  Perfect  performance  has  not  been  achieved — and  never  will  be 
achieved  even  if  the  states  could  afford  an  army  of  inspectors,  auditors,  investi- 
gators, et  cetera— human  fallibility  being  what  it  is. 

Now  however  the  States  are  faced  again  with  the  threat  of  the  callous  jettison- 
ing of  all  that  has  been  accomplished  over  a  quarter  of  a  century  by  the  Procrus- 
tean efforts  of  the  Federal  officials  to  force  the  States  into  a  straightjacket  of 
procedures  which  might  be  quite  logical  in  private  employment  but  which  will 
create  chaos  in  public  employment. 

Congress  has  previously  given  sympathetic  attention  to  this  problem  and  quite 
fortunately  for  the  States  has  evidenced  great  understanding  of  what  is  involved 
for  the  States  and  local  governments. 

In  the  activity  of  Congress  resulting  in  Public  Law  94-202  signed  by  the  Presi- 
dent on  January  2,  1976  the  Senate  Finance  Committee  placed  the  following 
statement  in  the  records. 

"In  addition,  the  committee  amendment  provides  that  the  amendment  would 
have  no  effect  on  the  way  in  which  State  and  local  governments  report  earnings 
to  the  Social  Security  Administration.  The  situation  with  respect  to  State  and 
local  government  employment  covered  by  Social  Security  is  different  from  the 
situation  with  respect  to  private  employment,  and  the  procedures  for  reporting 
wages  are  governed  by  agreements  between  the  States  and  the  Secretary  of 
Health,  Education  and  Welfare.  A  wide  variety  of  patterns  exists  with  respect  to 
the  types  of  State  and  local  employment  which  are  or  are  not  covered  under  a 
multiplicity  of  agreements  between  the  States  and  the  Federal  Government  and, 
in  turn,  between  the  States  and  local  governmental  entities.  The  existing  report- 
ing procedures,  therefore,  serve  not  only  the  requirements  of  the  Social  Security 
Administration  but  also  the  requirements  of  the  State  agencies  which  are  re- 
sponsible for  coordinating  the  activities  with  respect  to  social  security  of  the 
various  governmental  employers  within  each  State.  Accordingly,  the  committee 
bill  would  not  authorize  the  Secretary  of  Health,  Education,  and  Welfare  to 
modify  the  regulations  and  procedures  with  respect  to  the  reporting  of  social 
security  wages  in  the  case  of  State  and  local  emploves  except  to  the  extent  that 
modifications  may  be  agreed  upon  between  him  and  the  States  involved  " 

In  Public  Law  94-202  you  will  recall  that  Section  7  reads  as  follows  : 

"Sec.  7.  Notwithstanding  any  other  provision  of  law,  no  regulation  and  no  morM- 
hcation  of  any  regulation,  promulgated  by  the  Secretarv  of  Health,  Education 
and  Welfare,  after  the  date  of  enactment  of  this  Act,  shall  become  effective  prior 
to  the  end  of  the  eighteen-month  period  which  begins  with  the  first  day  of  the 

0':     „ -7..j?£f,_^.j 


457 

first  calendar  month  which  begins  after  the  date  on  which  such  regulation  or 
modification  of  a  regulation  is  published  in  the  Federal  Register,  if  and  insofar 
as  such  regulation  or  modification  of  a  regulation  pertains,  directly  or  indirectly 
to  the  frequency  of  due  dates  for  payments  and  reports  required  under  section 
218  (e)  of  the  Social  Security  Act." 

And  subsection  (k)  under  Section  8  states  as  follows  : 

"(k)  Notwithstanding  the  provisions  of  section  218  (i)  of  the  Social  Security 
Act,  nothing  contained  in  the  amendments  made  by  the  preceding  provisions  of 
this  section  shall  be  construed  to  authorize  or  require  the  Secretary,  in  promul- 
gating regulations  or  amendments  thereto  under  such  section  218  (i),  substan- 
tially to  modify  the  procedures,  as  in  effect  on  December  1,  1975,  for  the  report- 
ing by  States  to  the  Secretary  of  the  wages  of  individuals  covered  by  social 
security  pursuant  to  Federal-State  agreements  entered  into  pursuant  to  section 
218  of  the  Social  Security  Act." 

But  the  entrenched  bureaucrats  in  the  executive  agencies  of  the  Federal  Gov- 
ernment are  not  satisfied.  They  are  now  endeavoring  to  undermine  all  of  this. 
They  think  that  they  know  better  than  the  Congress.  They  quite  calmly  assert 
that  these  mandates  by  the  Congress  need  not  be  taken  too  seriously. 

It  is  hoped  that  Congress  can  finally  resolve  these  problems  permanently  to 
eliminate  the  periodic  harassment  with  which  the  states  have  been  confronted 
over  the  years. 

I  trust  that  state  administrators  finally  can  be  freed  to  do  their  job  in  the 
effective  and  economic  manner  which  has  been  developed  since  the  creation  of 
section  218  by  the  1950  social  security  amendments. 
Sincerely 

Alta  E.   Moore, 
Wisconsin  State  Social  Security  Administrator. 

[Wliereiipon,  at  12  noon,  the  subcommittee  recessed,  to  reconvene 
at  2  p.m.] 

Afternoon  Session 

Mr,  Jacobs.  The  first  witness  this  afternoon  is  Professor  Richard 
Zeckhauser,  John  F.  Kemiedy  Scliool  of  Government,  Harvard 
University. 

Professor  Zeckhanser,  welcome  to  the  committee. 

We  are  going  to  be  giving  a  big  prize  for  briefness  this  afternoon. 
As  you  Imow,  you  can  summarize  your  statement  or  read  as  you 
wish. 

STATEMENT  OF  PROF.  RICHARD  ZECKHAUSER,  JOHN  F.  KENNEDY 
SCHOOL  OF  GOVERNMENT,  HARVARD  UNIVERSITY,  ON  BEHALF 
OF  THE  INSTITUTE  FOR  CONTEMPORARY  STUDIES 

Professor  Zeckhauser.  Thank  you  very  much.  I  want  to  thank  you 
for  welcoming  me  liere.  I  am  presenting  testimony  on  behalf  of  the 
Institute  for  Contemporary  Studies,  a  nonprofit,  nonpartisan  public 
interest  research  organization. 

I  am  not  regularly  affiliated  with  the  institute,  but  I  participated  in 
a  major  study  it  conducted  of  the  social  security  system  and  I  will 
present  some  highlights  from  that  study. 

The  major  point  I  would  like  to  make  is  that  the  prim_ary  danger  to 
the  social  security  system  today  is  not  that  the  trust  fund  will  go 
broke.  I  am  sure  that  the  gentlemen  in  this  hearing  room  and  their 
colleagues  will  make  sure  that  that  does  not  happen.  I  think  the  major 
danger  is  that  some  effort  at  hasty  reform  will  lead  us  to  ignore  some 
real  costs  in  the  social  security  system  and  introduce  some  more  long- 
run  problems  with  the  system  that  should  be  avoided  if  we  thought 
of  the  problem  in  a  rational  way  at  this  time. 
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I  tliink  the  justification  for  the  social  security  system  basically  as  it 
has  worked  in  the  past  is  sound.  It  is  on  income  support  system  and 
income  replacement  system  for  the  elderly,  providing  average  monthly 
benefits  of  approximately  $230. 

To  get  an  idea  of  the  income-replacement  function  of  the  system., 
low-income  workers  get  about  45  percent  of  the  last  year's  earning 
when  they  retire  onto  social  security.  We  should  think  of  social  secu- 
rity as  a  partial  substitute  for  income  that  would  be  earned  by  people 
who  otherwise  ai'e  not  working,  that  would  be  saved  by  them  or  would 
be  contributed  to  them. 

Actually,  the  dollar  amount  that  people  receiving  benefits  get  is 
an  underestimate  of  the  benefits  they  receive  since  social  security  also 
serves  an  insurance  function.  Basically  you  don't  know  how  long  you 
will  live ;  social  security  is  the  equivalent  of  annuity.  The  system  has 
been  criticized  as — indeed  a  major  portion  of  the  reform  proposals 
center  around  the  fact  that  it  is — a  regressive  system.  I  think  this  crit- 
icism is  to  a  substantial  extent  misguided.  Social  security  is  predom- 
inantly a  progressive  system  if  you  look  at  cost  distribution  between 
generations.  Basically,  what  happens  is  an  affluent  generation  bene- 
fits from  productivity  growth  and  supports  a  poorer,  older  generation. 

To  illustrate  this  poverty,  50  percent  of  the  married  elderly  couples 
which  is  a  more  affluent  group  than  the  single  elderly,  after  receipts 
of  social  security  and  other  transfer  payments,  have  earnings  under 
$5,000.  So,  basically  social  security  is  giving  money  from  younger 
people  to  older  people.  Within  each  generation  it  is  hard  to  say 
whether  it  is  regressive.  The  payment  scliedule  is  regressive,  primarily 
because  that  if  you  earn  over  the  social  security  earnings  limit,  you 
are  no  longer  taxed.  That  is  one  thing  being  considered  for  change. 
The  payments  are  progressive,  you  get  more  per  dollar  contributed  if 
you  are  at  the  bottom  end  of  the  income  scale.  The  length  of  work 
factor,  the  fact  that  more  affluent  people  go  to  work  later  tends  to 
make  the  system  regressive,  they  will  have  shorter  working  lives.  Life 
expectancy  also  contributes  to  regressivity ;  richer  people  on  the  whole 
live  longer  and  have  more  opportunity  to  collect  benefits. 

A  relatively  complex  calculation  is  required  to  determine  whether 
the  system  is  regressive  or  progressive.  I  can  give  you  statistics : 
Among  white,  married  males,  the  benefit-to-cost  ratio  for  people  who 
complete  college  is  about  1.15:  for  people  who  complete  grade  school, 
it  is  about  0.95.  So,  it  is  slightly  regressive  for  white  males.  For  blacks, 
the  pattern  is  different  and  slightly  progressive.  But  anvhow,  it  is  a 
complicated  problem  and  I  think  a  simplistic  view^  of  it  is  not  appro- 
pT'inte  on  a  matter  as  im]:)ortant  as  this. 

There  is  a  second  point  I  would  like  to  make  vis-a-vis  progressivity. 
I  think  it  is  desirable  that  all  government  programs  as  a  whole  prove 
progressive,  basically  transferring  income  to  the  less  affluent  membei'S 
of  society.  That  does  not  mean  that  evei-y  individual  component  pro- 
gram should  be  progressive.  Indeed,  I  would  sav  that  a  number  of 
the  major  problems  of  the  type  of  social  legislation  in  the  past  has 
been  trying  to  transfer  income  in  every  particular  program  rather 
than  determining  which  programs  are  most  effectively  transferring 
income  and  which  are  less  effective  in  transferring  income.  Transfers 
should  be  conducted  through  the  ones  that  are  most  effective. 
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It  is  somewhat  snrprisinp;  to  see  that  the  administration  is  seriously 
considerinp:  tax  reform  which  will  sijrnificantly  trim  tax  rates  at  the 
hi<rh  end  of  the  scale,  also  considering  sacrifices  to  get  greater  progres- 
sivity  within  the  social  security  system. 

You  should  look  at  the  overall  system  we  have  imposing  taxes  on 
workers.  Basically  it  does  not  matter,  because  when  I  look  at  my  check 
and  I  see  what  is  taken  out,  I  don't  care  whether  it  is  in  income  tax 
or  social  security  tax.  It  is  gone. 

I  think  the  one  point  I  would  like  to  make  is  that  virtually  none  of 
us  know  what  our  employer  pays  to  the  social  security  tax.  As  you 
people  probably  know,  for  low-income  people,  their  total  employer 
plus  employee  social  security  deductions  now  exceed  what  they  pay  on 
average  for  the  ordinary  income  tax. 

Second,  we  can  see  social  security — I  think  this  is  primarily  the 
way  economists  look  at  these  problems — as  a  means  of  dealing  with 
a  variety  of  market  imperfection.  Through  our  ordinary  tax  system 
we  tax  people  severely,  so  as  a  consequence  you  are  discouraged  in 
pioviding  for  yourself  when  you  are  old. 

It  is  also  hard  to  take  out  insurance  against  the  inability  to  w^ork 
in  old  age.  T  would  suggest  that  it  is  appropriately  thought  of  as 
insurance.  Only  a  small  minority  of  people  would  be  unable  to  work 
in  old  age  for  medical  reasons  if  we  gave  them  access,  full  access  to 
the  labor  market. 

What  are  the  problems  with  the  social  security  system?  Well,  a 
number  were  identified  this  morning.  I  would  like  to  mention  a  few 
in  addition.  One  is  that  it  does  too  much.  As  I  suggested  the  taxes  to 
support  the  elderly  are  the  principal  tax  on  low-income  workers.  You 
can  say,  "Well,  maybe  we  can  deal  with  this  by  finding  ways  of  improv- 
ing elderly  assistance."  Unfortunately,  that  is  not  really  feasible.  Cash 
assistance  makes  up  75  percent  of  the  assistance  we  give  the  elderly. 
So.  finding  inefficiencies  with  other  programs  is  not  really  going  to 
enable  us  to  get  out  of  the  social  security  mess  by  transferring  re- 
sources in  that  direction. 

The  third  problem  wdiich  seems  to  excite  our  attention  is  that  the 
trust  fund  is  running  short  for  each  of  three  different  reasons:  Rapid 
inflation  in  the  past,  the  advent  of  more  health  care  and  income  sup- 
port programs,  the  earlier  retirement  on  behalf  of  a  large  number 
of  elderly  people,  and  lonjrer  survival. 

The  major  problem — this  is  the  long  term  problem  of  social  security 
that  I  urge  you  consider  ways  to  deal  with — is  that  the  dependency 
ratio  in  our'societv  is  rising.  The  only  way  we  can  deal  with  social 
security — it  doesn't  matter  where  we  get  the  money,  we  will  still  be 
getting  it  from  the  workers.  The  central  concern  is  the  number  of 
elderly  non working  people  who  have  to  be  supported  by  the  number 
of  people  who  are  working — that  is  the  dependency  ratio. 

To  give  you  an  idea,  by  the  year  2020  the  dependency  ratio  will 
be  about  1.5  times  what  it  is  today.  That  means  that  a  worker  is  going 
to  have  to  pay  out  roughly  50  percent.  You  can  get  it  from  businesses, 
or  workers'  wages,  you  can  raise  prices,  anything  you  want,  but  we 
have  to  look  at  how  many  elderly  there  are  who  are  not  working  and 
how  many  working  people  there  are  who  are  supporting  them.  The 
theme  of  my  testimony  relates  to  that. 
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I  think  the  major  problem  that  is  not  adequately  addressed  in  the 
administration's  proposals  is  that  althonpfh  sociaf  security  is  not  a 
splendid  stipend  by  any  means,  it  substantially  penalizes  the  worker 
and  forces  the  elderly  out  of  the  labor  market.  The  last  area  I  would 
like  to  mention  although  I  don't  want  to  discuss  is  the  benefits  aspect 
on  which  we  had  a  lot  of  testimony  this  morning  relating  both  to 
possible  double-dipping  and  failure  to  decouple. 

Let  me  discuss  the  way  that  I  would  deal  with  these  problems.  In 
decoupling,  I  think  you  want  to  do  it,  I  think  everybody  recognizes 
there  has  been  an  error.  I  think  once  again  a  simplistic  solution  is  not 
appropriate. 

If  you  approach  this  problem  on  an  analytical  basis  you  would  see 
the  appropriate  thing,  I  think,  is  to  use  some  weighted  mix  of  wages 
and  prices. 

A  weighted  mix  of  wages  and  prices  would  assure  that  if  there  is 
a  rapid  inflation  at  a  time  when  wages  are  not  going  up  rapidly  the 
elderly  would  secure  some  protection.  At  the  same  time,  if  there  is 
rapid  productivity  growth  without  rapid  inflation,  the  elderly  will 
share  to  some  extent  in  that  productivity  growth  within  the  society. 
I  don't  thinlv  a  pure  system,  reljnng  on  wages  alone  or  prices  alone, 
would  be  appropriate. 

We  have  heard  a  lot  of  discussion  today  about  the  benefits  of  gen- 
eral revenue  funding.  This  approach  was  supported  in  our  study; 
indeed  it  was  supported  by  people  at  various  ends  of  the  political  spec- 
trum for  very  different  reasons.  Milton  Friedman,  on  the  conservative 
side,  though  it  was  a  good  idea  because  on  the  whole,  it  would  draw 
down  the  amount  of  Government  revenues  that  would  go  elsewhere. 
Joe  Pechman,  on  the  liberal  end,  thought  it  was  a  good  idea  because  it 
would  on  the  whole  boost  the  progressivity  of  the  social  security 
system. 

I  think  that  if  we  do  general  revenue  funding,  if  3'ou  believe  as  I  do 
that  the  basic  concept  of  social  security  is  soimd,  it  would  be  desirable 
that  we  liave  the  funds  that  were  secured  from  general  revenues  on  the 
whole  devoted  toward  the  income  support  aspects  of  social  security. 
That  is,  they  would  primarily  support  people  at  the  lower  end  of  the 
spectrum,  and  serve  as  what  was  identified  this  morning  as  the  welfare 
payments.  Similarly  they  might  be  appropriate  for  the  medical  types 
of  payments.  However,  social  security  for  the  vast  majority  of  Amer- 
icans would  maintain  its  present  form  and  be  supported  by  worker 
contributions. 

As  far  as  raising  the  earning  base,  once  again,  I  think  that  you 
should  consider  this  as  part  of  the  overall  progressivity  of  the  entire 
tax  system  in  the  United  States.  If  we  want  to  increase  progressivity 
in  the  tax  system,  we  could  do  it  either  by  making  the  income  tax  more 
progressive  or  by  raising  the  tax  base  on  the  social  security  tax.  The 
same  tradeoff  applies  to  the  proposal  to  have  no  limit  on  what  the  em- 
ployers have  to  pay. 

So,  I  would  suggest  that  general  revenue  funding  may  be  a  short- 
run  solution  that  prevents  the  trust  fund  from  going  broke.  It  is  not 
a  long-run  solution  which  is  that  the  workers  cannot  pay  for  an  ever- 
larger  ultimately  nonworking  population  out  of  their  own  wages.  We 
have  to  find  some  way  to  cut  the  dependency  ratio  and  I  would  say 
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the  best  way  to  do  that  is  to  encourage  the  elderly  to  do  more  to  help 
themselves. 

I  think  it  is  quite  clear  the  evidence  suggests  that  social  security 
substantially  diminishes  the  incentive  for  elderly  people  to  work.  For 
example,  from  age  62  to  6.5,  men  drop  28  percent  in  their  rate  of  labor 
force  participation.  Women  drop  by  20  percent. 

And  if  you  look  historically  over  time  you  will  discover  that  as 
social  securitv  benefits  increase,  so  that  the  total  penalizable  amount 
goes  up,  the']:)ercentage  of  the  elderly  working  have  substantially 
decreased.  Unfortunately,  we  have  no  experience  which  tells  us  what 
happens  if  we  change  the  penalty  rate  for  social  security,  presently 
50  percent,  because  we  have  never  changed  it. 

I  think  an  important  point  to  note  is  that  elsewhere  in  this  Con- 
gress at  this  time  we  are  considering  legislation  to  eliminate  the  man- 
datory retirement  age.  I  would  suggest  that  that  won't  accomplish 
much  unless  the  people  dealing  with  social  security  do  something  about 
the  penalties  at  least  for  the  people  we  most  want  to  help,  who  are  the 
people  in  the  lower  and  lower  middle-income  brackets.  Many  people 
who  are  eligible  for  social  security  between  ages  62  and  72,  at  which 
point  the  earnings  penalty  is  removed,  face  a  marginal  tax  rate  in 
excess  of  80  percent.  Of  this.  50  percent  comes  from  the  social  security 
penalty,  and  then  social  security  payments  of  11.7  percent,  income  tax 
of  maybe  15  percent  and  loss  of  food  stamps,  rental  subsidies,  and 
another  intratransfer  programs  that  are  income  related.  It  is  no  sur- 
prise that  these  people  drop  out  of  the  labor  force.  So,  I  would  make 
three  recommendations  as  far  as  what  we  should  have  the  elderly  do. 

One,  we  should  make  it  worthwhile  for  people  to  retire  later.  Right 
now,  if  you  retire  at  62.  it  is  true  you  lose  some  benefits,  but  the  fair 
actuarial  rate  of  return  by  waiting  until  age  65— recognizing  one  may 
die  in  the  interim— is  between  2  and  3  percent,  well  below  a  reasonable 
rate  of  return  in  our  economy. 

Clearly  we  want  to  make  it  more  attractive  for  people  to  stay  in 
the  labor  market.  Present  policy  induces  labor  force  participation  rates 
to  drop  rapidly  at  age  62,  and'  very  rapidly  again  at  age  65.  ^ 

The  second, "^as  far  as  possible,  as  fast  as  the  social  security  trust 
fund  allows,  we  should  remove  or  at  least  reduce  the  earnings  test 
on  social  security. 

Third,  Ave  shou'ld  expand  the  type  of  program  represented  by  Keogh 
Plans  and  IRA's.  Such  programs  enable  people  to  retire  and  provide 
for  themselves  in  their  own  old  age,  so  the  rest  of  the  society  will 
have  less  of  a  burden  to  bear. 

The  principal  problem  identified  with  letting  the  elderly  remain 
in  the  labor  force  is  the  thought  that  keeping  the  elderly  in  the  labor 
force  will  prevent  others  from  getting  jobs— I  was  surprised  to  seer 
the  AFL-CIO  representative  this  morning  not  identify  it  as  such. 
Indeed,  at  the  time  social  security  was  passed  in  the  Great  Depression, 
the  program  was  both  an  effort  to  inflate  the  economy  and,  since  there 
was  a  very  limited  number  of  jobs  available,  to  create  positions  for 
people  who  "needed  them  more." 

I  would  suggest  that  our  understanding  of  macroeconomics  at  the 
present  time  suggests  that  leaving  the  elderly  in  the  labor  force  would 
expand  the  economy  and  will  not  take  jobs  from  others.  It  is  not  as 
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though  the  size  of  the  economy  is  fixed;  it  is  also  the  case  that  the 
elderly  would  not  be  coming  back  into  the  labor  force  in  droves,  so 
that  reintegration  would  be  a  gradual  process  permitting  for  any  pays 
in  adiustment.  Gradually  over  a  period  of  time  a  larger  percentage  of 
the  elderly  would  be  retained  in  the  labor  force.  That  would  be  good. 

Our  recent  experience  with  women  entering  the  labor  force  in  sig- 
nificant numbers  suggests  that  tlie  predominant  effect  is  that  the  size 
of  the  economy  is  greater-,  not  that  women  take  jobs  away  from  men. 
Women  spending  their  earnings  create  jobs  for  other  people.  So,  in 
summary,  I  would  suggest  that  four  decades  after  its  inception,  social 
security  remains  the  most  important  mechanism  for  supporting  a  pre- 
dominantly disadvantaged  group,  the  elderly.  The  rationale,  however, 
has  changed  and  the  primary  purpose  of  social  security  now  is  to  pro- 
vide for  a  poor  group.  Moreover,  this  group  comprises  people  who  are 
otherwise  discouraged  from  providing  for  themselves  in  old  age. 

The  elderly  in  our  society  have  two  problems  that  I  identify,  one  is 
they  are  removed  from  society,  a  society  that  places  great  emphasis  and 
value  on  the  ability  to  work  productively.  Second,  they  have  too  little 
money.  We  give  them  money  but  at  the  same  time,  we  remove  them 
from  the  work  force  and  society.  This  strikes  me  as  being  both  wrong 
and  wasteful.  For  too  long,  we  have  treated  the  elderly  as  a  burden  to 
be  bonie  by  the  rest  of  society.  It  is  time  we  let  them  make  their  maxi- 
mum contribution  to  their  welfare  and  to  the  economic  well-being  of 
the  Nation. 

Thank  you. 

[The  prepared  statement  follows :] 

Overview  of  Testimony  of  Richard  Zeckhauser,  Professor,  .Tohn  F.  Kennedy 
School  of  Government,  Presented  on  Behalf  of  the  Institute  for  Contem- 
porary Studies 

In  my  testimony  this  morning  I  will  distinguisli  l)etween  the  short  run  crisis 
in  Social  Security  and  the  long  term  successes  and  problems  of  the  system.  There 
is  the  significant  danger  that  hastily  implemented  responses  to  the  shortfall  in 
the  trust  fund  may  miss  or  aggravate  more  fundamental  problems. 

Social  Security  has  been  a  highly  successful  income-replacement  system  for 
the  elderly.  Its  recent  difficulties  come  from  an  increase  in  the  dependency  ratio, 
due  in  part  to  earlier  retirement  induced  by  Social  Security  Itself,  rapid  inflation, 
and  new  responsibilities  for  income  support  (SSI). 

Any  significant  reforms  of  Social  Security  should  start  with  the  often  unasked 
question :  What  are  the  justifications  for  the  system,  and  what  are  its  present 
costs  and  accomplishments?  My  testimony  will  focus  on  these  issues,  presenting 
number  where  relevant.  It  will  identify  not  only  distributional  objectives  of  social 
security,  but  inherent  difficulties  in  providing  for  one's  own  old  age  that  make 
an  income-replacement  system  desirable.  Many  of  these  difficulties  have  been 
created  by  present  government  policies  regarding  taxes  and  transfers ;  others 
relate  to  imperfections  in  insurance  and  capital  markets. 

The  costs  of  Social  Security  are  niistallied  when  we  look  at  financial  costs, 
the  amount  the  government  pays  out,  rather  than  re.source  costs.  The  major 
uncounted  resource  cost  of  Social  Security  is  the  discouragement  of  work  by 
the  elderly.  The  less  affluent  elderly  frequently  face  effective  marginal  tax  rates 
in  excess  of  80%.  It  is  not  surprising  that  labor  force  participation  by  the  elderly 
dropped  dramatically  with  eligibility  for  Social  Security.  The  long-term  solvency 
of  the  Social  Security  system  will  depend  on  our  ability  to  let  the  elderly  do 
more  to  help  themselves.  All  evidence  suggests  that  this  is  what  the  elderly 
want,  and  what  they  can  do.  (The  physical  incapacities  of  the  elderly  have  been 
significantly  overestimated. ) 

Social  Security  benefits  should  be  restructured  to  provide  fair  actuarial  re- 
turns to  delays  in  retirement.  Moreover,  as  rapidly  as  the  solvency  of  the  trust 
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fund  permits,  earnings  penalties  on  elderly  earned  income  should  be  reduced 
or  eliminated.  Increased  labor  force  participation  by  the  elderly  would,  expand 
the  economy  and  lower  the  dependency  ratio.  As  recent  evidence  with  the  in- 
creased work  efforts  of  women  makes  evident,  it  would  not  take  jobs  from  others. 
The  elderly  in  the  United  States  have  two  major  classes  of  problems  with 
which  policy  can  deal.  First,  they  are  segregated  from  the  rest  of  society,  a 
society  that  puts  great  stress  on  productive  work.  'Second,  they  have  too  little 
money.  Our  present  policy,  although  providing  them  money,  effectively  removes 
them  from  the  labor  force.  This  is  both  wrong  and  wasteful.  The  elderly  should 
be  treated  like  all  other  groups  in  society,  and  should  be  encouraged  to  make 
their  maximum  contribution  to  the  economic  well-being  of  themselves  and  the 
nation. 

Mr.  Jacobs.  Thank  you,  Professor  Zockhauser. 

Mr.  jMikva  ? 

Mr.  MiKVA.  I  missed  the  early  part  of  your  testimony,  Professor 
Zeckhaiisor,  and  I  agree  with  where  you  want  to  get  but  I  am  not 
sure  that  I  can  be  sanguine  about  how  we  get  there.  I  am  not  sure 
that  the  large  number  of  women  entering  the  labor  force  did  not  in 
fact  change  the  quality  of  our  unemployment  problem  and.  therefore, 
the  quantity.  We  have  never  have  this  long-range  hard-core  unem- 
ployment problem  we  have  currently.  I  think  one  of  the  reasons  is  that 
a  lot  of  the  jobs  that  used  to  be  taken  up  by  the  young  and  the  unskilled 
were  taken  over  by  this  other  group  that  just  entered  the  labor  force. 
For  example,  we  have  some  guards  back  home  in  their  twenties  and 
tliirties  whose  jobs  would  be  occupied  by  senior  citizens  if  we  removed 
the  bars  that  you  mentioned,  which  now  preclude  them. 

That  does  not  mean  we  should  not  try  to  get  there,  I  just  think  we 
have  to  be  a  little  more  thoughtful  and  do  a  little  more  advanced 
planning  about  what  we  are  going  to  do  to  enlarge  the  pie.  I  don't 
think  it  is  going  to  enlarge  automatically.  I  don't  think  that  merely 
saying  we  are  going  to  let  people  stay  in  the  labor  force  longer  is  go- 
ing to  automatically  create  new  jobs  that  the  younger  folks  can  get. 
They  are  not  getting  them  now. 

Professor  Zeckhauser.  In  response  to  your  question.  Congressman, 
women  have  entered  the  labor  force  in  numbers  much  greater  than 
any  increase  in  unemployment.  I  would  suggest  the  major  problem 
that  has  confronted  us  in  recent  years  has  been  high  unemployment 
at  the  same  time  that  we  have  had  a  high  inflation  rate.  Our  traditional 
tools  do  not  fight  both  problems  at  the  same  time. 

Mr.  MiKVA.  That  is  the  residt,  but  what  did  cause  it  ? 

Professor  Zeckhauser.  What  caused  it  ?  It  seems  as  though  neither 
the  economists  nor  the  administration  really  knows  very  well.  This 
has  been  a  poor  time  for  macroeconomic  planning.  I  have  not — maybe 
it  is  my  sensitivity  to  the  age  of  women's  liberation — but  I  have  not 
seen  the  entr}'  of  women  into  labor  being  identified  as  the  major  prob- 
lem. Another  point  with  regard  to  this  is  to  identify  one  thing  about 
the  elderly  that  is  different  from  women.  The  elderly  are  on  the  whole 
trained  for  jobs  that  were  first  created  30  years  ago,  or  25  years  ago. 
Young  people  going  to  get  those  guard  jobs  hopefully  would  be  at- 
tracted into  newer  industries  supported  in  past  by  the  money  the  eld- 
erly had  to  purchase  new  goods.  The  future  of  these  young  people  is  in 
new  types  of  occupations,  even  if  they  be  unskilled. 

Mr.  MiKVA.  That  is  where  you  are  up  there,  and  that  isn't  how  it 
works.  Basically,  those  groups  are  competing  for  the  same  jobs. 
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■  The  young  unemployed  are  not  the  ones  who  know  how  to  run  a  com- 
puter, or  know  how  to  run  electronic  devices.  They  are  the  ones  who 
have  no  skills. 

Professor  Zeckhauser.  Sure. 

Mr.  MiKVA.  And  the  same  unskilled  jobs  you  are  talking  about  end 
up  getting  competition  from  these  various  groups.  I  have  gotten  myself 
in  trouble  with  the  women's  groups  by  asking  the  question  the  Avay  I 
do,  and  I  don't  want  to  get  in  trouble  with  the  senior  citizens  at  the 
same  time. 

I  am  for  the  result.  I  think  everybody  in  the  Congress  is  for  the 
results.  I  think  we  have  to  do  more  advanced  planning  rather  than 
just  some  that  there  will  be  an  enlargement  of  the  pie  if  senior  citizens 
are  allowed  to  work. 

Professor  Zeckhauser.  You  will  always  have  conflict  between  dis- 
advantaged and  low-  or  obsolete-skilled  individuals  for  low  quality 
jobs. 

Say  that  the  elderly  were  retained  in  the  labor  force  and  the  size  of 
the  economy  expanded  by  8  percent,  and  we  still  have  a  7-percent  un- 
employment rate,  there  would  still  be  competition  for  those  jobs 
between  unskilled  youths,  the  elderly,  and  conceivably  some  women 
reentering  the  labor  force. 

So,  that  the  presence  of  this  competition  doesn't  mean  the  size  of  the 
economy  has  not  expanded.  I  think  the  problem  of  securing  jobs  is  an 
important  one,  I  don't  think  we  should  throw  away  this  resource. 

I  don't  think  that  we  are  in  disagreement  on  that  point. 

Mr.  MiKVA.  Thank  you. 

Mr.  Jacobs.  Mr.  Gephardt? 

Mr.  Gephardt,  One  of  the  representatives,  one  of  the  speakers  yes- 
terday from  I  think  the  small  business  organization  advertised  you  as 
one  who  advocates  a  two-tier  social  security  system ;  is  that  correct  ? 

Have  you  done  a  paper  on  that,  or  a  study  ? 

Professor  Zeckhauser.  Gee,  I  am  surprised  to  hear  that.  I  once 
advocated  a  two-tier  welfare  system.  I  have  advocated  in  print  the 
notion  that  SSI  should  be  separated  from  social  security  system  and 
I  do  believe  that,  but  I  have  never  referred  to  it  as  a  two-tier  social 
security  system. 

Mr.  (jephardt.  A  part  A  and  part  B  system  is  what  he  was  talking 
about.  He  represented  a  small  businessman's  organization.  I  was 
sure  he  identified  you  as  someone  that  would  give  us  this  in  detail. 

IMaybe  you  are  diflerent.  Maybe  it  is  somebody  else. 

Professor  Zeckhauser.  Maybe  it  is  someone  else. 

]Mr.  Gephardt.  All  right. 

Professor  Zeckhauser.  I  have  not  advocated  that. 

Mr.  Gephardt.  Is  it  your  theory  that  if  we  up  the  age  but  take 
out  the  earnings  limitation  that  goes  together,  there  would  be  no  net 
incre?  se  in  cost  to  the  system  ? 

Professor  Zeckhauser.  It  is  very  hard  to  predict  the  increase  in  cost 
to  the  system. 

.';  Let  me  tell  you  why.  The  people  presently  working  who  are  eligible 
to  receive  social  security — olDviously  you  will  have  to  give  them  their 
benefits.  That  is  not  a  resource  cost  but  a  transfer  cost  to  be  borne  by 
the  social  security  system. 
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People  who  are  presently  not  working  because  of  the  high  tax  rate, 
who  then  go  to  work  will  be  a  savings  for  the  system.  If  they  are  not 
now  in  the  labor  force  they  receive  the  average  benefits  of  about  $3,000. 
Say  one  of  them  goes  back  to  work  and  earns  $8,000,  not  an  unrepre- 
sentative type  of  situation.  He  will  then  be  paying  back  $1,000  to  the 
social  security  system — that  is  $500  from  him  and  $500  from  his 
employer.  He  w^ould  pay  $1,000  roughly  to  the  Federal  income  tax 
system  and  he  will  have  $6,500  for  himself  to  spend. 

So,  the  question  as  to  whether  we  will  make  money  or  lose  money, 
looking  from  the  very  narrow  perspective  of  the  social  security  trust 
fund,  depends  on  how  significant  the  employment  gains  may  be. 

"Whether  the  resources  available  to  our  society  will  be  gained  or  lost 
is  clear— net  resources  will  be  gained. 

Mr.  Gephardt.  Would  you  make  it  optional  ?  Would  you  make  re- 
tirement optional  or  mandatory  ? 

Professor  Zeckhauser.  I  will  make  that  optional  and  I  will  offer 
people  a  fair  actuarial  return,  somewhere  around  8  or  10  percent 
expected  value  because  they  might  die  in  the  interim,  if  they  decide 
to  delay  retirement. 

I  don't  think  we  want  to  take  away  the  option  to  retire  at  62,  but 
if  you  retire  at  72  you  would  get  more  money,  it  would  be  at  8  or  10 
percent  a  year  more  in  accordance  with  average  rates  of  return  in 
the  economy. 

I  want  to  make  a  further  point  about  employment.  People  frequently 
assume  that  the  reason  old  people  are  not  working  is  because  they 
are  sick.  That  is  just  not  true.  Surveys  of  people  who  are  aged  65 
are  asked  wliy  aren't  you  working;  only  16  percent  give  the  reason 
physical  disability. 

Air.  Gephardt.  I  buy  your  theory.  I  think  it  is  great.  From  a  social 
policy  standpoint,  it  is  excellent.  My  problem  is  can  we  pay  for  it. 

Our  staff  here  has  said  thnt  if  we  just  took  out  the  earned  income 
test,  that  we  would  add  $7  billion  outgo  to  the  fund  a  year  so  we  would 
have  to  pick  that  up,  I  take  it,  if  they  are  right— they  may  not  be 
riglit — but  we  would  have  to  pick  that  up  somewhere  if  they  are 
right. 

Professor  Zeckhauser.  You  might  not — nobody  knows  the  answer. 

I  have  done  some  of  the  econometrics  that  tried  to  predict  the  labor 
force  response.  Since  we  never  varied  this  tax  i-ate  we  can't  formulate 
a  good  estimate  of  how  responsive  people  would  be  to  it.  All  you  can 
do  is  extrapolate  indirectly.  At  the  outset,  I  would  conjecture,  the 
social  security  trust  fund  would  lose.  I  hate  to  say  this  but  I  think  that 
for  reasonable  ranges  of  estimates  it  would  lose. 

If,  however,  you  scaled  down  the  penalty  from  50  to  40,  in  3  years 
to  35  percent  in  5  years,  whatever  else,  so  that  people  earning  $55,000 
a  year  would  continue  not  to  receive  social  security  but  the  people  in  the 
lower  income  brackets  would  have  a  strong  incentive  to  work,  then 
the  social  security  fund  would  still  be  getting  back  a  lot  of  the  money 
and  you  could  scale  it  in  such  a  way  that  you  would  be  absolutely  mak- 
ing money. 

I  hope — given  that  this  is  the  time  for  reform — you  will  take  action. 
My  fear  is  that  we  will  reform  social  security  in  1977-78  and  we  will 
come  back  to  it  in  the  year 
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Mr.  Gephardt.  25  years  from  now  ? 

Professor  Zeckhauser.  I  was  going  to  say  the  year  2000,  and  at  tliat 
time  it  will  be  too  late. 

If  you  people  can  make  a  sm.all  dent  in  that  problem,  going  from  a 
50  percent  penalty  vote  to  a  40  percent  vote,  and  saying  we  think  this 
is  the  direction  to  go,  that  would  be  a  tremendous  gain. 

Mr.  Gephardt.  Do  you  have  these  econometric  studies  available? 

Professor  Zeckhauser.  I  can  provide  you  the  studies.  As  I  said  they 
are  only  very  vaguely  suggestive  because  we  have  never  ever  gotten  the 
variation  in  penaltv  votes  that  would  be  needed. 

Mr.  Gephardt.  I  hate  to  take  one  more  second,  but  the  gentleman 
talked  here  from  the  National  Federation  of  Independent  Business  and 
on  page  2  or  3  he  says  that  it  is  our  understanding  that  Richard  Zeck- 
hauser of  Harvard  will  testify  offering  some  of  the  consequential 
changes. 

The  big  one  he  made  was  this  part  A  and  part  B  system  where  you 
had  an  insurance  program  in  part  A  and  the  welfare  program  in  part 
B. 

Professor  Zeckhaitser.  I  think  I  know  what  he  is  talking  about, 
which  is  the  basic  idea  that  if  we  are  going  to  go  to  some  form  of  gen- 
eral-revenue financing  it  should  be  pai't  of  the  income  support  sys- 
tem, not  the  income  replacement  system.  Elderly  who  have  contributed 
nothing  are  now  supported  under  SSI,  and  I  think  it  is  .Qfood  they  be 
supported.  But  I  think  that  it  is  not  so  good  that  they  be  supported 
out  of  the  payroll  contributions.  Most  people  in  the  United  States 
think  of  social  security  as  an  insurance  system  where  you  can  con- 
tribute, you  have  your  account,  you  get  the  monev  back. 

The  reason  we  have  been  runninor  into  difficulty  with  the  trust  fund 
has  little  to  do  with  the  income  replacement  svstem,  although  there  is  a 
decoupling  problem.  Pather  it  is  the  fact  that  medical  support  and 
SSI  have  become  significant. 

SSI  was  $5.8  billion,  I  think,  in  the  last  fiscal  year.  I  don't  know 
what  it  is  now,  but  I  am  sure  it  is  hiofher. 

So.  that  is  really  quite  a  significant  amount  of  money.  If  you  are 
going  to  go  to  general  revenue  financing,  it  would  be  nice  to  say  that 
we  are  goins:  to  let  ijeneral  revenues  go  where  they  go,  say  that  we  are 
going  to  put  them  in  the  areas  where  they  are  most  appropriate,  and 
that  area  is  income  support.  This  is  a  general  political  tyne  of  decision. 

Congress  is  responsive  to  the  electorate,  so  go  ahead  and  support 
these  efforts  out  of  general  revenues.  Let's  not,  however,  abandon  the 
income  replacement  syst^^m  that  has  worked  so  well.  Otherwise  some- 
body who  has  contributed  over  his  lifetime  to  social  security  comes  in 
15  years  from  now,  and  Congress  is  a  little  strapped  and  says.  "We  will 
cut  back  social  securitv  by  10  percent,  otherwise  we  won't  be  able  to 
pay  for  X,  Y,  and  Z."  That  would  be  unacceptable. 

Mr.  Gephardt.  Thank  you. 

Mr.  Lederer.  I  am  sorry  I  was  not  here  for  all  of  your  testimony  and 
I  really  have  only  one  question. 

Do  you  feel  SSI  should  be  taken  over  completely  by  the  Federal 
Government  ? 

Professor  Zeckhauser.  You  mean  welfare  support  or  SSI  ? 

Mr.  Lederer.  SSL 
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Professor  Zeckhauser.  You  mean  take  SSI  out  of  the  Social  Secu- 
rity Administration? 

Air.  Lederf.r.  Yes. 

Professor  Zeckhauser.  It  is  a  difficult  question.  Putting-  SSI  with 
social  security  may  have  be^n  a  mistake.  Social  Security  has  done  a 
n:ooil  job  of  administering  social  security  but  it  has  done  a  worse  job 
administering  SSI. 

It  is  a  harder  problem.  Wlienever  you  take  a  criunmy  program  and 
put  it  in  a  good  agency,  you  tend  to  get  a  little  l>etter  administration  of 
tlie  crummy  problem,  and  you  make  the  agency  a  little  worse. 

Social  Security's  reputation  has  been  hurt  by  SSI.  If  I  was  the 
Social  Security  Administrator,  despite  my  imperialistic  tendency,  I 
Avould  say  that  we  shouldn't  be  involved  with  that. 

I  think  that  to  transfer  out  SSI  would  require  a  fair  amount  of 
Dolitical  effort  and  I  think  that  that  same  political  effort  could  be  used 
better  to  pursue  other  purposes.  In  other  words,  I  think  although  that 
may  be  desirable,  I  am  not  sure  it  would  be  worth  the  political  cost 
tind  efforts  involved. 

Mr.  Lederer.  Thank  you. 

Mr.  Jacobs.  Mr.  Pickle? 

]\rr.  Pickle.  No  questions,  Mr.  Chairman. 

Mr.  Jacobs.  Mr.  Schulze  ? 

Mr.  Schulze.  No  questions.  Mr.  Chairman. 

]Mr.  Jacobs.  Thank  you  for  your  testimony.  Before  you  leave,  can 
you  supply  for  the  record  data  to  sup|X)rt  the  conclusions  you  have 
stated? 

Mr.  Zeckhauser.  Yes :  in  an  effort  to  conserve  resources  for  the  Gov- 
ernment I  only  gave  an  overview  of  my  testimony,  but  I  will  submit 
loiiirer  written  testimony. 

Thank  you. 

[The  additional  testimony  was  not  received  in  time  for  publication.] 

Mr.  Jacobs.  Thank  you. 

The  next  witness  is  Mr.  John  Doyle,  representing  the  Townsend 
Foundation — excuse  me,  John  Doyle  Elliott. 

STATEMENT  OF  JOHN  DOYLE  ELLIOTT,  SECEETARY,  TOWNSEND 

FOUNDATION 

IMr.  Er.LioTT.  Thank  you.  Mr.  Chairman. 

Mr.  Jacobs.  Welcome  to  the  committee,  particularly  since,  as  I 
understand  your  program,  it  is  the  most  modest  one  proposed. 

Tt  is  $100  a  month  as  I  recall. 

Mr.  Elliott.  I  will  be  very  glad  to  remedy  those  impressions. 

n^aus'hter.] 

Mr.  Jacobs.  I  suspect  that  you  might. 

Mr.  Elliott.  Mr.  Chairman  and  members  of  the  committee,  I  am 
John  Dovle  Elliott,  se-cretary  of  the  Townsend  Foundation  out  here  in 
Hvattsville,  5500  Quincy  Street. 

Now,  I  don't  like  to  undertake  to  summarize  43  years  of  connection 
with  this  thing,  but  I  represent  the  other  side  of  every  part  of  it. 

No.  1.  before  getting  into  specifics  here,  all  this  talk  about  the  aged 
living  at  the  expense  of  the  youth  and  so  forth,  fewer  workers  support- 
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ing:  ever  more  retirees,  et  cetera,  this  whole  picture  is  either  one  eyed, 
blinded  or  it  is  as  phony  as  a  rubber  hacksaw. 

Now  there  are  two  ways  of  ^oin^  at  anything.  The  first  way  is  to  20 
out  and  earn  your  money  and  then  break  up  the  proceeds,  share  it  with 
somebody  else. 

The  other  one  is  by  the  law  of  the  land,  contract,  just  like  you  re- 
value gold,  recognize  new  values,  extra  values  as  they  come  along,  with 
progress  and  with  history,  to  put  people  like  this  in  a  position  where 
we  will  support,  them,  yes,  in  every  way  but  they  will  be  in  a  position- 
to  pay  us  for  domg  it. 

It  is  high  time  that  possibility,  Mr.  Chairman,  be  looked  into  very, 
very  seriously. 

Now,  we  talk  about  pay-as-you-go  versus  reserve  funds,  the  latter 
being  as  phony  as  a  rubber  hacksaw. 

Sure,  they  were  "rubber  hacksaws"  even  when  they  started.  Thev 
represented  debts  there  was  never  any  intention  to  ]^a.y.  If  they  rounded 
off  permanently  in  the  year  2020  or  God  knows  when,  that  is  what  the 
prospect  was,  a  bonded  debt. 

Oh,  I  remember  some  profrnosticatioii  that  there  would  be  someAvhere 
between  a  quarter  and  a  third  of  a  trillion  dollars  reserve  fund  value 
in  OASI  alone,  a  debt  with  no  intention  ever  to  repay  it;  and  if  it  did 
have  to  be  repaid,  the  alternative  when  it  started  to  decline,  right  then 
and  there,  you  would  be  on  a  pay-as-you-go  operation,  plus  the  cost  of 
honoring  bonds. 

You  don't  spend  bonds.  You  cash  them  in  out  of  current  revenue, 
taxes,  borrowings,  whatever  they  may  be,  or  reissues. 

The  whole  reserve  funding  on  a  thing  like  this,  a  permanent  thing, 
a  lone:- range  thing,  the  whole  concept  was  phony  from  the  beginnincr. 

I  don't  want  to  get  scriptural  but  if  you  read  some  of  St.  Paul's 
letters  you  will  find  that  in  his  time  the  experts  were  responsible 
for  the  trouble. 

I  suspect,  very  deeply,  ISIr.  Chairman,  that  the  experts  are  respon- 
silile  for  most  of  our  troubles  today.  They  are  managing  the  show. 

Now,  there  are  a  few  things  of  present  importance  that  I  would 
just  like  to  put  on  the  table,  pull  out  from  under  the  table. 

The  first  one  is  that  just  about  a  year  ago,  in  fact  June  18  last  year. 
Secretary  Matthews  of  Plealth,  Education,  and  Welfare  and  So^^ial 
Security  Commissioner  Cardwell  were  here  in  this  room  testifying. 
At  that  time  they  voluntarily  stated  that  the  reserve  funds  of  social 
security  had  already  becom^e  unquestionably  a  pay-as-you-go  opera- 
tion— and  that  is  the  truth. 

Now,  all  I  am  saying  is  that  this  is  a  respect  in  which  I  have  to 
say  to  you,  "Well,  who's  been  riofht  and  who's  been  wrong  for  the 
43  vears  that  I  have  been  connected  with  this  issue  ?" 

It  is  a  pay-as-you-go  proposition,  no  matter  how  you  slice  it. 

Now,  taxes  have  to  undergo  some  real  reform.  Tax  reform  has 
been  sort  of  an  exercise  by  Comrress.  Time  after  time  and,  on  the 
whole,  over  the  decades,  tax  reform  has  turned  out  with  the  new 
system,  the  new  reforms  a  little  worse  than  their  predecessors. 

But  there  is  another  aspect  to  it.  It  is  a  simple  distinction,  it  is  like 
the  difference  between  shelling  out,  sharing  what  you  make  and  what 
you  create  with  somebody  else  and  having  them  in  a  position  to  pay 
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you  for  what  you  do  in  their  support.  This  one  is  simply  to  distinguish 
the  difference  between  benefits  and  burdens  in  our  economy  and  in 
respect  to  taxation. 

When  we  are  financing  anything  that  requires  consumption  of  man- 
power, that  manpower  isn't  available  for  support  of  human  living 
as  such ;  as  when  we  create  capital,  go  to  the  Moon,  maintain  national 
defense,  consuming  manpower  right  and  left.  Such  things  are  burden- 
some in  that  they  limit  the  scope  of  our  economy  to  support  life, 
liberty,  and  the  pursuit  of  happiness,  the  social  values  that  are  at  the 
root  of  all  economic  values. 

Now,  there  are  benefit  programs,  like  social  security  and  health 
insurance.  Currently,  they  are  the  prime  examples  of  such  programs  ; 
public  efforts  that  have  proven  beyond  private,  even  State  and  local 
government  resources  and  abilities  to  make  them  good.  Programs  and 
policies  that  are  designed  to  remedy  flaws  in  our  basic  honest  prosper- 
ity. We  do  possess  a  treasure  known  as  prosperity  in  this  society. 

A  benefit  cannot  be  justly  financed  on  the  same  impact,  incidence  of 
tax,  as  a  burden.  They  are  opposites.         '  ■ '  ■  ■ "    - ' 

Now,  on  your  burdens,  the  principle  of  ability  to  pay — if  you  will, 
perhaps  more  realistic,  equality  of  sacrifice — must  rule  the  financing 
of  the  burdensome  things  in  our  life,  the  things  that  consume  man- 
power, resources,  and  money  reserves  and  so  forth  and  so  on.  Those 
things  require  in  justice  a  tax  formula,  a  tax  incidence  that  faithfully 
reflects  equality  of  sacrifice  on  the  part  of  the  various  individuals. 

When  we  come  to  financing  benefits,  we  are  in  exactly  the  opposite 
boat.  They  are  inherently  program  progressive  themselves,  not  re- 
gressive; the  opposite  of  burdens.  They  call  for  proportionate,  flat 
not  progressively  rated  taxes. 

Therefore,  you  come  to  this  proposition.  From  now  on,  the  whole 
thing  is  not  going  to  move  out  of  the  confusions,  the  increasingly  ac- 
cumulated confusions  and  contradictions,  unless  the  following  is  done 
federally,  by  States,  and  locally. 

Budgets  must  be  cleanly  split  right  down  the  line  as  to  what  are  the 
benefits  and  what  are  the  burdens ;  and  finances,  taxes  for  these  must 
justly,  progressively  balance  their  impacts. 

Unless  budgets  are  so  split,  there  can't  be  any  such  thingas  just 
taxes  and  if  taxes  are  not  just  and  righteous,  how  is  anything  else 
going  to  be  just  and  right  in  this  society  ? 

I  repeat  that  the  budgets  must  be  split,  cleanly,  between  what  con- 
stitutes benefits,  efforts  to  remedy  flaws  in  the  justice  of  our  lives  and 
these  burdens,  these  costs,  these  overheads  of  society,  these  genuine 
limitational  factor  burdens. 

Mr.  Jacobs.  Mr.  Elliott,  speaking  of  limitations,  you  understand 
our  10-minute  limitation  ? 

Mr.  Elliott.  Yes;  I  do,  and  I  will  try  mightily  to  steer  clear,  al- 
though I  really  feel  like  using  up  about  a  month  here. 

Mr.  Jacobs.  Fine,  if  you  crowd  that  into  3  mintues,  we  would  ap- 
preciate it.  [Laughter.] 

Mr.  Elliott.  Now,  look,  I  put  it  this  way :  Suppose  in  this  recent 
recession  of  ours  we  didn't  have  social  security  and  its  related  bene- 
fits, that  they  didn't  exist  today.  I  repeat  those  terms :  Social  security 
and  related  benefits. 
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Xow,  this  pretty  well  encompasses  your  various  retirement  programs 
and  so  forth  when  you  get  right  down  to  it. 

These  things  are  benefitsT  Think  what  would  have  been  the  effect 
of  the  absence  of  these  things— the  nonexistence  of  these  benefits  in 
this  recent  recession.  I  don't  think  I  have  to  give  an  answer  to  that. 
I  think  the  answer  is  horrible  and  very  self-evident. 

If  these  poor  as  they  are.  shadows  as  thev  are,  poor  shadows  of  what 
they  ought  to  be,  most  of  them,  if  they  had  existed  in  the  late  twenties 
and  early  thirties,  they  would  have 'mightily  altered  the  Great  De- 
pression, mightilv  and  rather  beneficially  altered  history.  Hitler  might 
not  have  been  able  to  calculate  what  appeared  to  him  to  be  the  golden 
opportunity  he  undertook  to  exploit. 

I  ask  that  this  proposition  be  thought  of  very  seriously  and  I  will 
leave  it  in  these  terms :  Our  problem  isn't  too  much  social  security  as  a 
living  fact  of  life. 

Our  problem  is  not  too  much  social  security ;  our  problem  is  very, 
very  much  too  little  of  it.  Very  much. 

Another  point  I  wish  to  make  that  I  think  deserves  reconsideration, 
restudy,  and  a  whole  lot  of  thought  which  it  has  never  had  at  all— the 
simple  question,  fill  that's  really  left,  namely,  "If  real  social  security 
were  a  livmg  fact  of  life,  if  we  had  prosperity-sharing  retirement  for 
virtually  all  of  our  people,  would  social  security  be  a  good  thing  or  a 
bad  thing?" 

I  think  that  question  should  be  answered.  Before  we  undertake  to 
solve  the  problem  we  should  place  it  where  it  belongs,  in  the  light  that 
reflects  the  truth  about  it. 

Is  it  a  benefit,  or  is  it  in  reality,  Mr.  Chaii-man,  a  burden? 

If  it  is  tlie  latter,  then  junk  it,  for  heaven's  sake;  but,  if  it  is  a  o-ood 
thing,  then  let's  get  busy  and  finish  the  job. 

Let's  universalize  the  great  auto  workers'  pension — and,  inciden- 
tally, I  don't  see  the  point  of  view  of  labor.  They  have  endorsed  social 
security  with  benefits  based  upon  rates  of  earnings  and  then  turned 
around  and  created  a  system  three  times  as  big  for  themselves  that  is 
based  upon  time  on  the  job  with  no  relationship  to  earnings. 

Now,  somebody  is  wrong  on  one  side  of  that  coin  or  the  other.  It  is 
time  to  get  down  to  honest-to-God  brass  tacks  and  start  polishing  them 
a  bit  on  the  basic  nature  of  this  whole  thing,  Mr.  Chairman. 

[The  prepared  statement  follows :] 

Statement  of  John  Doyle  Elliott,  Secretaey  of  the  Townsend  Foundation 

SUMMARY 

Steadily,  principles  of  the  Townsend  Plan  have  been  honored  in  the  course  of 
social  Seeunty-s  unfolding  experience  and  very  frequent  lamendments.  In  the 
last  year,  especially,  has  come  official  acceptance  that  Social  Securitv  (however 
masked  and  complicated)  Ls,  in  fact,  a  pay-as-you-go  operation.  It's  very  timelv. 
now,  to  take  an  up-to-date  look  at  this  Plan's  principles  and  purpose 
_  First,  we  must  reco^ize  tiiat  the  same  indiscriminate  tax-rates  and  tax- 
impacts  can't  justly  be  used  to  finance  bWh  burdens  and  benefits  (the  latter  beine 
m  tliemselyes  inherently  progressive).  They  are  opposites  and  justlv  require 
very  differing  revenue-supports.  ' 

^    To  this  end,  budgets— federal.  st.ate  and  local— must  be  split,  cleanlv  separat- 
ing burdens  and  benefi,ts  so  they  may  be  financed  bv  appropriately  differing  taxes 

Second,  it's  obvious,  now,  that  without  Social  Securitv  and  related  l>enefits— 
dim  shadows  though  they  are  of  what  they  ought  to  be— this  last  recession  would 
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be  vastly  more  severe.  It's  clear  now,  for  all  to  see,  that  we  don't  have  recessions 
because  of  too  much  social  security — Init,  because  of  too  little  I  We  should  insti- 
tute completed  social  security  as  promptly  as  possible. 

The  prevalent  debate  about  Social  Security  funding — "fewer  workers  support- 
ing more  retirees" — "ballooning  budgets" — "skyrockeiting  taxes" — as  if  it  were 
all  burdens — amounts  ti)  stupidly  rising  confusion ;  not  intelligent  study.  The  only 
real  question  is  simple  : 

"Is  social  security  good  or  Ijad".'"  It's  to  remedy  admitted  flaws  in  our  honest 
prosperity — on  which,  in  trnth,  depends  our  ability  best  to  afford  all  other  things. 

The  problem's  not  too  much  soc-ial  security — it's  too  little ! 

The  answer,  perfect  Social  Security.  Promptly  establish  an  automatic,  mini- 
mum benefit,  vested  in  ALL  individuals,  sufficient  immediately  to  bar  eligibility 
for  SSI  benefits  (except  in  rare  cases  of  unusual  need) .  Have  all  our  people  under 
the  same,  non-discriminating  system.  Promptly,  by  Quarterly  advances,  raise  the 
minimum  benefit  until  it's  sufficient  to  insure  prosperity-sharing  benefits  to  all. 
At  the  same  time,  cover  all  Social  Security  beneficiaries  by  Medicare.  With  Medi- 
care thus  in  experienced  operation,  expand  it  into  total,  national  health-insurance 
for  ALL  the  people  all  of  their  lives. 

Finance  the  entire,  perfected  system  by  the  gross  income  (gross  receipts)  gen- 
eral revenue  taxes  proposetl,  defined  and  provided  in  the  second  and  fourth  sec- 
tions of  H.R.  3063— the  "Pay-As-You-Go  Social  Security,  Health  and  Pro.sperity 
Insurance  Act" — the  up-to-date  application  of  the  principles  of  the  Townsend 
Plan  to  the  problems  of  social  security,  health  and  unjust  poverty. 

STATEMENT 

Mr.  Chairman,  I  am  John  Doyle  Elliott,  Secretary  of  the  Townsend  Foundation. 
Since,  during  the  last  year  very  particularly,  it's  been  officially  accepted  that 
Social  Security — however  masked  and  complicated — is  in  reality  a  pay-as-you-go 
funding  operation,  it  seems  most  timely  to  take  an  up-to-date  look  at  this  basic, 
from-the-beginning  principle  of  the  Townsend  Plan. 

Our  guideline's  always  been  that  public  policy,  functions,  projects  and  adminis- 
tration ought  faithfully  to  reflect,  in  their  construction  and  execution,  both 
ecpiality  of  sacrifice  in  their  support  (taxes  etc.)  and  progressive  benefits  in  their 
effects  on  the  interests  and  welfare  of  our  people.  Failure  so  to  reflect  measures 
their  injustice,  their  moral  and  economic  flaws.  If  taxes  are  wrong,  what's  really 
right? 

We  hold  it  self-evident  that  all  dishonesty,  injustice,  wrongs-^no  matter  who 
may  fancy  profit  thereby — will,  in  History's  balance  of  the  books,  be  recorded 
as  injuries,  destructions  and  losses,  not  profit.s.  They  foster  catastrophy — not 
glory ! 

SPLIT    THE    BUDGET OR    NEVER    "REFORM"    TAXATION 

Tax  "reform"  seems  an  endless  exercise  by  Congress.  Furor  over  unjust  taxes 
constantly  rearises,  with  "reformed"  taxes  no  better  than  those  before  them. 
"Deformed"  might  better  type  them. 

We  discern  a  ruinous  fallacy  in  this  dilemma — the  prevailing  assumption  that 
taxes  are,  ipso  facto,  a  loss,  cost,  burden  to  our  Society  and  citizens.  We  herewith 
undertake  its  clarification.  In  truth,  were  it  not  for  what  we  buy  with  taxes — if 
any  of  us,  indeed,  survived — we'd  be  living  in  trees  and  caves !  That  overruling 
reality  in  no  way  justifies  corruption— rather,  it  abolishes  the  last  excuses  for  it ! 

We  have  two  basic  classes  of  taxes.  First  are  those  to  finance  public  works,  proj- 
ects and  services  which  are  essential  to  honest  life  and  happiness,  inherently  re- 
quiring consumption  of  manpower,  resources  and  money — thereby  denying  them 
to  the  support  of  life,  prosperity,  freedom  and  happiness.  Those  taxes  ARE 
burdens,  limitations,  costs — however  valuable  and  essential.  Society's  overhead. 

Second,  however,  we  also  have  public  projects  and  serAice.s — Social  Security  and 
health-insurance,  for  example — to  remedy  fiaws  in  our  honest  prosperity,  upon 
which  depends  our  ability  best  to  afford  all  other  things.  These  are  benefits,  not 
burdens. 

The  same  tax-impact  can't  be  right  for  both  burdens  and  benefits — an  obviously 
self-evident  truth.  Social  Security  benefits,  for  example,  are  of  progressively 
greater  value  to  the  financially  misfortuhed  than  to  the  well-fortuned.  To  the 
atfluent,  they  are  insignificant.  Burdens  and  benefits  require  opposite  tax-impacts. 

The  real  answer.  All  public  budgets — Federal,  State,  local — must  be  as  cleanly 
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split  as  possible  between  burdens  and  benefits.  For  burdens,  there  must  be  pro- 
jiressively-rated  taxes  honorinfi;  equality  of  sacrifice,  on  the  net  incomes  of  all 
persons  and  companies,  without  distinctions  and  clearly  known  to  all. 

For  benefits — in  themselves  clearly  progressive — there  must  be  flat-rate  taxes 
proportionately  the  same  for  all,  on  the  gross  income  (gross  receipts)  of  all  i>er- 
sons  and  companies,  as  specifie<l  in  Sections  214  and  229  of  the  second  section 
and  in  the  fourth  section  of  H.R.  3063.  the  'Tay-As-You-Go  S(x?ial  Security,  Health 
and  Prosperity  Insurance  Act" — the  up-to-date  embodiment  of  the  Townsend 
Plan. 

Only  these  principles,  identical  for  all  throughout  our  economy,  based  on  clean 
division  of  burdens  and  benefits,  can  establish  permanently  just  taxation.  Their 
lack  measures  our  prosperity's  flaws — their  presence  measures  our  ability  to  meet 
and  afford  the  future  as  we  should. 

WE  MUST  PERFECT  SOCIAL  SECURITY OR  PERPETUATE  THE  LOSSES  OF  RECESSIONS 

Those  losses  are  irrecoverable.  Unemployed  time  is  lost  forever. 

ARGUMENT-CRUSHING   REALITY 

Without  social  security  and  related  benefits — thin  shadow  though  they  are  for 
what  they  ought  to  be — this  recession  would  be  vastly  more  severe.  Equally 
clear :  If  even  such  poor  benefits  had  existed  in  the  late  20's  and  early  30's,  they 
would  mightily  have  eased  the  Great  Depression  and  beneficially  have  altered 
history.  There's  the  truth. 

Self-evident,  now,  for  all  to  see,  we  have  recessions  not  because  of  too  much 
social  security,  but  because  of  too  little.  The  cure's  i>erfecte<l  social  security. 

To  end  recessions,  prosperity-sharing,  not  impoverishing  retirement  for  all 
aged  and  disabled  is  es.sential — for  our  country  to  be  the  fine  house  of  freedom- 
with-justice  it  should  be.  There  are  only  bad  reasons  for  contemporary  living 
standards  in  retirement  being  inferior  to  tho.se  of  any  other  time  of  life. 

The  alternative  is  continued  destruction  of  life,  liberty  and  successful  pursuit 
of  happiness — witli  economic  failure  and  dependency  persisting  as  life's  final  re- 
ward for  multitudes — with  persisting  recessions,  damaging  to  all— excu.selessly 
dictating  on-going  failure  by  our  country  to  achieve  its  deserved,  full  glory  in  the 
world-wide  eyes  of  Mankind. 

Spectacle  I  Our  Tricentennial  launched  with  responsible  leaderships  decreeing 
that  "social  exi>enditures"  must  be  sacrificed  in  favor  of  defense  etc. — that  "we 
can't  have  both  butter  and  gmis".  The  truth  is  that  on  our  honest,  just  human- 
prosperity  depends  our  ability,  together,  best  to  afford  all  other  things.  See  to 
our  butter — or  we're  on  the  swiftest  road  to  gunless  I  The  Pentagon  ought  to  be 
Social  Security's  foremost  champion  ! 

Plainly,  it's  the  problem  that  we  can't  afford — not  the  cure  I 

Regardless  of  our  success  in  all  other  things,  economic  failure  and  dependency 
as  the  puni.shing,  final  reward  in  life  for  our  people  bitterly  mocks  all  other  glories. 
Always,  that's  been  this  Lobby's  keystone  conviction. 

In  this  light,  we  are  proud  again  to  have  presented  the  ways  and  means  for  the 
establishment  of  perfected  social  security  and  national  health-insurance — em- 
bodied in  H.R.  3063,  the  '"Pay-As-You-Go  Social  Security,  Health  and  Prosperity 
Insurance  Act"  ( the  up-dated  application  of  the  principles  of  the  Townsend  Plan 
to  the  problems  of  social  security  and  unjust  poverty). 

The  best  time  left  to  perfect  social  security  and  medicare  is  now — to  reinforce 
recovery  and  future  recession-prevention. 

Let  us  cea.se  fearing  public  programs  essential  to  remedy  of  admitted  flaws  in 
our  honest  prosperity — like  social  security  and  health-insurance. 

ONLY'  THEY  CAN   STRENGHTEN  US  AS  WE  MIGHTILY  NEED  STRENGTHENING 

Their  lack  is  our  real  weakness,  rendering  the  losses  of  recessions  inevitable. 

Mounting  confusion  reigns  between  honest  realities  and  prevailing  debates  in 
Congress  on  funding  social  .security.  "Fewer  workers  supporting  more  retirees"— 
"Ballooning  budgets" — "Skyrocketing  taxes" — etc.  Some  ignorantly.  some 
calculatingly  so  join  to  perpetuate  social  injustice  in  deference  to  greed-blinded 
interests. 

The  truth  :  If  prosperity-sharing — not  impoveri.shing — retirement  and  disability 
benefits,  with  complete  health-insurance,  were  living  facts  of  life  for  all  our 
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people  (whether  by  public,  or  private  policies,  or  by  both)  the  economic  impacts 
of  such  benefits  would  be  essentially  the  same.  Tlie  only  variants  would  be  simple 
and  uniform  versus  complex  and  differing  administration  and  management.  The 
one  real  question  is  : 

"Is  social  security  good,  or  bad?"  It  is  to  remedy  admitted  flaws  in  our  honest 
prosi>erity.  On  tliat  depends  our  al>ility  best  to  afford  all  other  things.  Tlie  prob- 
lem is  because  of  our  misfortuned.  not  because  of  the  well-fortuned.  The  prob- 
lem's not  too  much  social  security — the  problem's  ton  little. 

What  we  can't  afford  is  the  problein — it's  not  the  cure  ! 

Pre.sent  social  security  (like  tlie  Public  Assistance  titles  after  38  years  of 
defen.seless  injustice)  sliould  be  inlierently  reconstructed— repudiated  as  a  lirutal 
failure  progressively  compounded  by  continuance.  Two  courses  are  open: 

First,  replacement  by  the  prosperity -sharing  retirement  and  disability  insur- 
ance of  H.R.  M'Gii,  the  ui>dated  Townsend  Plan  Bill,  providing  all  beneficiaries 
(even  tho.se  caught  with  no  other  resource)  up-to-date  participation  in  prevailing 
standards  of  income  and  living  and  full  health-insurance. 

Second,  amend  the  present  system  by  vesting  in  all  individuals  a  "presumed 
wage  in  covered  employment",  initially  iiroviding  benefits  sufficient  to  bar  eligi- 
bility for  Supplementary  Security  Income  benefits.  Quarterly,  rai.se  this  "pre- 
sumed wage"  to  provide,  in  two  years'  operation,  prosperity-sharing  participation 
in  prevailing  standards  of  income  and  living  as  the  minimum  social  security 
benefit. 

Thus,  in  either  case,  we'll  have  all  our  people  insured  equally  by  the  same 
nondiscriminating  system.  Xo  less  can  spell  justice.  Only  so  can  we  reduce  ad- 
ministrative costs  to  full  value  for  money  spent. 

Since  SSI  federally  provides  its  benefits  for  all  persons  who,  through  Swial 
Secruity  or  some  other  means,  do  not  have  its  equivalent — such  a  minimum 
Social  Security  benefit  would  be  a  vastly  simpler  way  of  doing  the  .same  thing 
for  all  with  but  one  administrative  operation.  Why  go  on  with  two  systems 
discriminatingly  segregating  millions  of  people  and  tremendously  amplifying  and 
complicating  administrative  costs':'  Why  do  the  same  work  twice  via  two  sys- 
tems ? 

Medicare  should  automatically  cover  all  beneficiaries,  thus  virtually  eliminat- 
ing Medicaid.  It  should  immediately  include  all  prescribable  treatment,  care, 
supplv— including  health-maintenance.  Xo  bills  to  patients.  Thus,  in  total,  exiieri- 
enced  operation,  it  should  expand  to  cover  ALL  our  people  throughout  their  lives. 

Finance  the  "presumed  wage",  all  Social  Security  benefits,  completed  Medicare 
and  total,  national  health-insurance  by  the  general  revenue  tax  defined  and  pro- 
vided in  U.K.  30()3  (  Sections  214  and  221>  of  the  second  section  and  in  the  fourth 
section),  to  render  the  financial  impact  of  the  whole  system  justly  progre.ssive, 
not  punishingly  regressive  as  it  now  is. 

Mr.  Chairman,  the  foregoing  reforms  are,  in  our  long-constant  judgment,  3o 
years  overdue. 

Mr.  Jacobs.  Thank  you.  . 

Mr.  ELLiorr.  I  would  be  oflad  to  entertain  questions  now  or  indi- 
rectly over  the  phone  or  whatever. 

Mr.  Jacoivs.  You  have  been  very  entertaining-  so  far. 

Mr.  Gephardt? 

Mr.  Gephardt.  I  have  no  questions. 

]Mr.  Jacobs.  Mr.  Lederer? 

Mr.  Lederer.  I  have  no  questions. 

Mr.  Jacobs.  Mr.  Pickle? 

Mr.  Pickle.  No,  I  am  tempted  to.  but  I  tlnnk  I  will  pass. 

Mr.  Elliott.  Don't  vield  on  my  account. 

^Ir  PicKiE  I  would' like  for  you  to  submit  to  the  committee— the 
reconunondations  of  the  Townsend  plan.  What  is  the  Townsend  plan? 

Mr.  Elliott.  I  can  give  it  to  you  in  1  minute.  •     n    , 

Create  a  social  security  minimum  benefit  that  will  automatically  bar 
elio-ibilitv  to  SSI  except  under  extreme  cases.  That  is  step  No.  1.  It  a 
person  doesn't  have  the  equivalent,  of  SSI,  you  give  it  to  him  anyway, 
you  make  up  the  difference.  Why  fool  around  with  the  thing  twice? 
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Let's  get  all  our  people  under  one  nondiscriminating  program.  That 
is  the  first  step. 

Then  progressively  advance  that  minimum  benefit  until  it  reflects 
substantially  up-to-date  minimum  but  nonetheless  full  prosperity- 
sharing  living  standards. 

Then  let  other  things  be  a  supplement  to  that  as  people  may  bar- 
gain and  contract  them. 

Mr.  Pickle.  Thank  you. 

Mr.  Elliott.  Simple  enough,  sir? 

Mr.  Pickle.  Simple  enough,  but 

[Laughter.] 

]Mr.  Elliott.  We  alx)lished  public  assistance  after  38  yeare  as  out- 
rageous and  instituted  SSI.  Now  we  are  doing  the  same  job  tAvice. 

Mr.  Pickle.  How  would  you  pay  for  the  program  ? 

Mr.  Elliott.  Well,  I  will  have  to  give  you  a  more  complex  recom- 
mendation on  that. 

Mr.  Pickle.  That  would  be  fine. 

Mr.  Elliott.  It  is  all  laid  out  in  H.E.  3063  and  that  is  the  "pay-as- 
you-go,  social  security,  health,  and  prosperity  insurance  act." 

In  sections  two  and  four  that  financial  picture  is  laid  out  with  the 
financing  for  benefits,  sir. 

Mr.  Pickle.  Thank  you,  sir. 

INIr.  Jacobs.  Mr.  Elliott,  we  thank  you  again  for  your  contribution. 

Mr.  Elliott.  That  last  is  a  broad  subject.  Its  definition — well,  it  is 
like  25-30  pages. 

INIr.  Jacobs.  Thank  you  very  much. 

I  knew  you  and  ]Mr.  Pickle  would  get  into  something. 

Next  is  Mr.  William  Shepheard,  chairman  of  the  board,  Air-A- 
Plane  Corp.,  Norfolk,  Va. 

STATEMENT  OF  WILLIAM  L.  SHEPHEARD,  SR.,  CHAIRMAN  OE  THE 
BOARD,  AIR-A-PLANE  CORP.,  NORFOLK,  VA. 

Mr.  Shepheard.  Thank  you,  Mr.  Chairman. 

Mr.  Jacobs.  If  you  have  a  formal  statement,  we  can  put  it  in  the 
record  and  if  you  would  summarize,  we  would  appreciate  it. 

Mr.  Shephe'akd.  ]\Ir.  Chairman,  members  of  the  subcommittee,  ladies 
and  gentlemen,  I  thank  this  committee  for  letting  me  appear  today 
to  give  views  on  a  serious  American  subject. 

My  name  is  William  Shepheard,  chairman  of  the  board  of  Air-A- 
Plaiie  Corp.,  the  main  offce  of  which  is  in  Norfolk,  Va.  Air-A-Plane 
Corp.  is  a  small  privately  owned  business  with  150  to  250  employees. 
Its  product  line  is  related  to  the  airline,  aircraft,  and  airport  industry. 
Air-A-Plane  Corp.  performs  its  work  throughout  the  LTnited  States 
and,  additionally,  through  the  greater  part  of  the  rest  of  the  world. 
In  fact,  60  percent  of  our  business  is  performed  for  export  operation. 

I  appear  as  a  representative  of  our  business  and  to  voice  a  small 
business  view.  There  are  in  the  United  States  in  excess  of  4  million 
businesses  of  the  size  of  ours  and  smaller,  and  these  businesses  employ 
more  than  42  million  people.  In  contrast,  all  business  establishments 
in  the  United  States  larger  than  this  total  less  than  30,000  and  employ 
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only  21  million  peonle.  As  a  consequence  of  this  orreat  nmnber  of 
establishments  and  the  ofi'eat  number  of  employed  people,  the  views 
of  a  typical  small  business  concern  is  entitled  to  weight  in  the  deliber- 
ations of  this  subcommittee 

I  will  be  brief  about  this. 

I  would  like  to  observe  that  there  is  some  difference  in  me  and  the 
great  list  of  the  previous  parties  who  have  appeared  in  this  seat  and 
those  who  will  appear  after  me.  I  have  either  instructed  or  have 
actually  signed  more  than  $1  million  worth  of  checks  in  contributions 
to  the  social  security  system  during  the  past  10  years,  half  of  which 
came  from  our  employees. 

This  witness  has  lived  with  the  beginning  of  social  security  until 
today.  Social  security,  by  any  interpretation,  started  as  a  method  of 
forcing  the  American  individual  to  save  to  cover  certain,  and  nearly 
inevitable,  hazards  of  life.  While  forced  saving  is  not  the  finest  way 
to  have  savings  accomplished,  it  is  certainly  a  way  to  have  savings  by 
everybody,  those  willing  to  save  of  their  own  volition  and  those  un- 
willing to  save  except  as  forced. 

The  social  security  program  was  said  to  be  insurance,  but  it  was 
never  handled  like  insurance  and  the  older  it  got,  the  more  troubles  it 
incurred,  whether  the  troubles  were  admitted  or  not.  Prime  among 
these  troubles  wns  the  fnrt  thnt  it  was  improperly  finnnced  and  that 
the  payouts  were  gratuitously  granted  without  consideration  of  the 
amount  of  money  available  for  payout.  The  improper  financing  is  its 
prime  trouble,  if  there  must  be  a  prime  trouble,  only  because  nothing- 
can  be  done  without  the  money  to  do  it.  Nearly  equal  to  the  financing 
trouble  of  the  program  is  the  fact  that  the  contributors — that  is,  those 
from  whom  social  security  payments  have  been  extracted  as  a  tax — get 
a  very,  very  poor  return  for  their  investment  compared  to  what  they 
could  get  by  other  means. 

This  committee  is  called  to  consider  social  security  financing  pro- 
posals as  set  forth  by  the  witness  for  HEW,  Secretary  Califano.  The 
Avhole  statement  in  the  document,  dated  INIonday,  May  9, 1977,  in  HEW 
News,  setting  forth  proposals,  is  a  document  of  admission  of  past 
failures  and  further  admission  of  uo  Isuowledire  of  how  to  prevent 
future  failure,  and  is,  in  fact,  an  admission  of  the  certitude  of  future 
faihire. 

The  very  first  paragraph  of  the  HEW  proposal  admits  to  the  financ- 
ing problems  of  the  social  security  system,  that  they  are  growing  more 
and  more  serious  year  by  year,  and  that  now  at  long  last,  as  thousfh 
it  could  never  have  been  foreseen,  the  problems  threaten  the  integrity 
of  the  system. 

Is  it  possible  for  us  to  sit  here  and  accept  the  ]:)i'oblems  of  this  social 
security  system  as  suddenly  having  dawned  on  all  of  us?  Didu't  any- 
body in  Congress  see  the  mess  they  were  creating  and  the  fact  that  the 
system  could  not  prevail  dollars  and  cents  wise?  Did  nobody  add  or 
subtract  the  numbers  such  as  an  auditor  of  a  business  account? 

The  second  paragraph  of  the  HEW  document  says  that  a  com  pell - 
ino;  urgency  exists  and  proceeds  to  say  that  a  plan  to  reestablish  the 
financial  integrity  is  therewith  set  forth.  This  social  security  procrram 
has  been  in  existence  for  40  years,  not  a  very  long  time — lots  of  people 
buy  houses  on  a  40-year  basis. 
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This  second  parag:raph  sallies  forth  to  reestablish  financial  integ- 
rity and  comes  only  to  pacfe  ?>  and  states  and  admits  that  what  is  being 
set  forth  will  put  social  security  in  full  actuarial  balance  until  at  least 
the  turn  of  the  century.  Twenty-three  years,  only  approximately  half 
the  length  of  time  that  the  system  has  been  builcling  up  to  its  present 
impending  financial  debacle,\and  the  new  proposal  tells  us  that  we  are 
going  to  have  another  financial  debacle  half  the  distance  further  down 
the  time  road  that  we  have  already  been. 

It  further  proceeds  to  say  that  there  are  deficits  planned  beyond  the 
year  2000  and  that  is  only  23  years  from  now,  but  that  they  are  all 
within  manageable  proportions  as  I  presume  what  we  are  talking 
about  today  is  within  manageable  proportions. 

I  believe  that  all  the  rest  of  the  Government's  proposal  could  be  at- 
tacked in  detail,  but  there  is  a  better  approach  to  the  problem  of  social 
security  that  your  subcommittee  and  all  of  the  American  people  face 
today,  and  I  propose  herewith  as  an  alternative  proposal  to  that  heard 
on  Monday,  May  9, 1977,  from  Secretary  Califano,  a  proposal  that  will 
solve  forever  and  a  day  the  financing  problem  situation  of  the  social 
security  system,  which  problem  was  so  clearly  set  forth  by  the  Sec- 
retary. 

I  propose  that  you  dismantle  the  present  social  security  system. 

You  should  also  phase  out  all  present  social  security  obligations. 

You  should  set  ujo  a  new  system  based  on  employee  and  employer 
each  paying  5.85  percent  on  all  payroll  amounts  up  to  $16,500  with 
adjustable  or  whatever  other  factors,  which  exist  such  as  inflation,  to 
a  depository  financial  institution  engaged  in  the  business  of  managing 
individual  savings,  with  that  institution:  (1)  accumulating  the  money, 

(2)  appreciating  the  money  by  the  application  of  compound  interest, 

(3)  protecting  and  securing  the  money,  (4)  gradually  disbursing  the 
money  to  the  employee  for  his  retirement  or  to  his  survivors  prior  to 
his  retirement,  (5)  that  they  pay  out  the  lump  sum  into  his  estate  of 
any  balance  upon  his  death. 

Take  the  health  insurance  portion  of  social  security — only  social 
security-type  health  insurance — and  set  up  a  Government-run  office 
for  50  percent  of  those  in  the  health  insurance  program  of  social  se- 
curity and  police  that  office  to  force  it  to  Avork  determinedly  and  objec- 
tively with  relation  to  the  cost  of  the  program. 

Then  we  should  set  up  the  remaining  50  percent  of  those  in  the 
health  insurance  program  of  social  security  to  be  run  by  normal  com- 
mercial health  insurers  and/or  by  the  financial  institutions  receiving 
the  employee  and  employer  deposits,  and  I  would  say  that,  in  fact, 
within  5  years  you  will  find  out  whether  the  governmental  50  percent 
runs  as  efficiently  as  the  private  and,  vice  versa,  whichever  is  the  bet- 
ter has  competitively  won  the  rest  of  the  business. 

Lastly,  we  should  require  disability  insurance  be  provided,  paid  for 
and  policed  by  the  financial  institutions  receiving  the  em]iloyee  and 
employer  deposits  in  a  similar  manner  to  the  way  mortgage  lendei-s 
collect  and  pay  taxes  and  fire  insurance  for  the  benefit  of  their 
mortgagees. 

We.  as  a  company,  are  highly  knowledgeable  about  the  actuarial 
considerations  necessary  for  planning  many  long-term  benefits  for  our 
employees. 


477 

Mr.  Jacobs.  Mr.  Sheplieard.  I  don't  like  to  interrupt.  Just  as  there 
is  a  limitation  of  money,  we  have  a  limitation  of  time,  and  we  do  have 
a  10-minute  rule.  You  have  run  now  for  about  11  minutes. 
Could  you  summarize  the  balance  of  your  statement  ? 
Mr.  Shepheard.  Sir,  I  would  like  to,  yes.  I  will  do  it  quickly. 
What  I  am  really  hopino-  is  that  I  am  talkinti;  about  somethinc:  very, 
very  serious  that  puts  each  of  you  who  have  this  subject  on  your  mind 
back  in  your  arithmetic  class  in  school,  to  see  if  you  passed  or  failed, 
to  add  these  figures  up. 

Mr.  Jacobs.  I  would  only  call  to  your  attention  your  portion  of 
the  testimony  this  afternoon  is  for  10  minutes. 

Mr.  Shepheard.  Sir,  I  have  two  attachments  here.  I  would  like  to 
point  them  out.  Let  me  tell  you  where  these  moneys  would  come  from. 
Mr.  Jacobs.  All  ri^jht,  sir. 

Mr.  Shepheard.  If  today  a  minimum  wage  person,  $-2.30  an  hour, 
from  25  to  age  65,  who  never  got  a  raise  in  pay,  never  got  a  promotion, 
if  his  5.85  percent  and  his  employer's  percent,  whoever  that  was,  was 
put  in  a  financial  institution  at  G  percent  compound  interest,  he  would 
have  at  age  65  $86,583;  and  if  he  lived  to  life  expectancy  of  81.  he 
would  be  able  to  withdraw  that  money  at  the  rate  of  $702  a  month. 
That  is  the  absolute  minimum  wage  of  today. 

If  we  take  a  well-skilled  fellow  who  "was  not  the  highest  paid 
fellow,  who  makes  $10,000  a  year,  and  if  it  were  compounded  at  6 
percent  or  if  it  Avere  compounded  at  7.5  })ercent  or  thereabouts,  which 
is  the  present  compounding  situation  on  individual  retirement  ac- 
counts, that  $10,000-a-voar  man  would  have  accumulated  safely, 
securely.  $181,771.50  at  ao:e  65  and  could  withdraw  to  life  expectancy 
of  81  $1,469.28  a  month.  If  vou  extended  this  to  age  85,  it  would  be 
$1,297.25  a  month. 

I  would  like  to  close  mvself  out.  This  is  a  complicated  matter,  it  is 
important  and  I  am  telling  you  financial  numbers  that  are  worth 
thinkinir  about  and  are  exciting. 

I  will  tell  you  only  two  things  about  our  company  that  will  help 
you  know  that  we  know  what  Ave  are  talking  about  as  it  relates  to  us. 
Our  company  has  run  for  11.5  years  its  own  hospitalization  pro- 
gram. We  give' to  our  employees  without  charge  this  service.  It  is  a 
comprehensive  program  equal  to  or  better  than  the  standard  avail- 
able. We  i)av  of  the  total  hospital  cost,  80  percent.  In  the  vears 
involved,  10.5  vears,  we  have  spent  $8.5  million  wortli  of  pavroll  and 
our  hospitalization  costs  have  been  $56,573.  That  is  two-thirds  of  1 
percent  of  our  pavroll. 

It  means  that  a  fellow  making  $200  a  week  at  this  hospitalization 
status  is  equal  to  the  very  ones  that,  gentleman,  you  yourself  own. 
He  would  be  pavinsf  $5.76  a  month.  That  is  one  example. 

And  we  have  run  a  number  of— that  program  was  so  successful  we 
started  running  our  workmen's  compensation  proarram.  It  is  utterly 
fantastic.  In  10  vears  we  have  spent  the  snme  $8.5  million  worth  of 
labor  and  total  workmen's  compensation  cost  has  been  $26,000.  and  that 
is  one-third  of  1  percent.  The  last  thing  I  did  iust  before  comino-  up 
here  w^as  to  e-et  a  conv  of  the  Traveller's  Insurance  Co.  i:)olicv  for  a  com- 
panv  in  the  citv  I  live  in  equal  to  us  and  where  we  have  spent  i^26.000  in 
10  years,  his  bill  for  the  vear  1977  is  $43,837  for  the  same  number  of  em- 
ployees and  the  same  amount  of  payroll. 
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Gentlemen,  somewhere  in  this  little  document  I  have  that  I  was 
endeavorinof  to  ^o  over,  I  was  saying  that  it  would  be  said  that  never 
in  your  lifetime  would  Congi'ess  ever  decide  to  do  what  I  am  talking 
about  doing.  When  I  talked  to  the  financial  institutions,  they  say  it 
certainly  is  noticeable  and  you  are  just  butting  your  head  against  the 
wall,  it  will  never  be  accomplished. 

How  Congress  can  know  the  numbers  I  have  read,  hoAV  you  can  know 
those  numbers  and  still  leave  this  thing  in  this  social  security  situation, 
I  cannot  for  the  life  of  me  understand. 

I  have  one  last  remark.  I  am  a  businessman.  As  a  businessman  my 
only  objective  is  accomplishment  of  the  task  I  have  at  hand  with  the 
dollars  available  to  me  to  accomplish  that  purpose. 

And,  gentleman,  if  you  take  the  dollars  available  to  accomplish 
this  purpose,  you  can  do  it  this  way  and  make  every  American  citi- 
zen wealthy.  You  can  eliminate  the  conversation  concerning  regressiv- 
ity,  you  can  eliminate  all  of  this  conversation  about  whether  you  force 
this  fellow  to  stop  his  work  or  vegetate  of  what-have-you  at  age  65. 
Every  one  of  the  problems  disappear  if  you  will  do  it  tliis  way. 

If  you  talk  about  inflation,  it  is  self-correcting  in  inflation.  It  is 
5.85  and  the  minimum  wage  used  to  be  25  cents.  It  is  going  to  be  $2.65 
and  sure  as  you  live,  it  is  going  to  be  $26.50  an  hour  one  of  these  days, 
maybe  in  the  same  length  of  time  it  took  to  get  here,  and  these  percent- 
ages will  allow  you  to  overcome  it  all. 

I  appreciate  your  giving  me  time  to  talk  about  this  subject.  I  hope 
you  will — I  have  one  last  small  thing  to  say,  if  I  may. 

Mr.  Jacobs.  You  can  see  how  there  are  overruns  on  the  social  security 
system.  [Laughter.] 

Mr.  Shepheard.  I  really  do.  I  quite  understand,  but  I  do  not  feel  too 
badly  about  it  because  I  have  been  talking  a  few  minutes  about  some- 
thing that  is  of  Earth-shaking  importance  to  every  single  person  in  this 
room  and  every  single  ]:)erson  outside  this  room. 

If  you  find  any  merit  in  what  I  am  saying  here,  don't  let  insurance 
companies  monkey  with  it,  sociologists  monkey  with,  and  don't  bring 
in  social  security  administrators  to  monkey  with  it.  Call  on  the  savings 
and  loan  people.  They  know  how  to  handle  it  and  they  will  handle  it 
with  delightful  efficiency  for  you. 

I  thank  you. 

[The  prepared  statement  follows :] 

Statement  of  Willliam  L.  Shepheard.  Sk.,  Chairman  of  the  Board,  Air-A- 

Plane  Corp.,  Norfolk,  Va. 

Mr.  Chairman,  members  of  the  subcommittee,  ladies  and  gentlemen,  T  thank 
the  committee  for  allomng  me  to  appear  today  to  give  ^iews  on  a  serious  Amer- 
ican subject. 

:\r.v  name  is  Wm.  L.  Shepheard.  Sr.  I  am  Chairman  of  tlie  Board  of  Air-A- 
Plnne  Corporation,  the  main  office  of  which  is  located  in  Xorfolk.  Ya.  Air-A-Plane 
Corporation  is  a  small,  privatel.v-ownied  business  with  l.^iO  to  2^^0  emplovees. 
Its  product  line  is  relnted  to  the  airline,  aircraft,  and  airport  industrv.  Air-A- 
Planf^  Corporation  performs  its  work  throuo-hout  tlie  T'nited  States  and.  addi- 
tionallv.  throufjhout  the  greater  iiart  of  the  rest  of  tlie  world. 

I  appear  ,as  a  representative  of  our  business  and  to  voice  a  small  bnsinpss 
view.  There  are  in  the  United  States  in  excess  of  4.000,000  business  establish- 
ments of  the  size  of  ours  and  smaller,  and  these  l)Tisinesses  employ  more  than 
42.000.000  people.  In  contrast,  all  Imsijiess  estaWisliments  in  the  United  States 
larger  than  this  total  less  than  30,000  and  employ  only  21,000,000  people.  As  a 
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consequence  of  this  great  number  of  establishments  and  the  great  number  of 
employed  people,  the  views  of  a  typical  small  business  concern  is  entitled  to 
weight  in  the  deliberations  of  this  subcommittee. 

I  am  sure  that  brevity  is  an  ideal  objective  but  the  subject  at  hand  is  too 
complex  and  too  important  for  dismissal  on  the  basis  that  deciders  do  not  have 
time  to  listen. 

This  witness  has  lived  from  the  beginning  of  Social  Security  till  today.  Social 
Security,  by  any  interpretation,  started  as  a  method  of  forcing  the  American 
individual  to  save  to  cover  certain,  and  nearly  inevitable,  hazards  of  life.  While 
forced  saving  is  not  the  finest  way  to  have  savings  accomplished,  it  is  certainly 
a  way  to  have  savings  by  everybody — those  willing  to  save  of  their  own 
volition  and  those  unwilling  to  save  except  as  forced.  The  Social  Security  pro- 
gram was  said  to  be  insurance,  but  it  was  never  handled  like  insurance  and 
the  older  it  got,  the  more  troubles  it  incurred,  whether  the  troubles  were  ad- 
mitted or  not.  Prime  among  these  troubles  was  the  fact  that  it  was  improperly 
financed  and  that  the  payouts  were  gratuitously  granted  without  consideration 
of  the  amount  of  money  available  for  payout.  The  improper  financing  is  its 
prime  trouble,  if  there  must  be  a  prime  trouble,  only  because  nothing  can  be 
done  without  the  money  to  do  it.  Nearly  equal  to  the  financing  trouble  of  the 
program  is  the  fact  that  the  contributors  (i.e.  those  from  whom  Social  Security 
payments  have  been  extracted  as  a  tax)  get  a  very,  very  poor  return  for  their 
investment  compared  to  what  they  could  get  by  other  means. 

This  Committee  is  called  to  consider  Social  Security  financing  proposals  as 
set  forth  by  the  witness  for  HEW  Secretary  Califano.  The  whole  statement  in 
the  document  dated  Monday.  May  9.  1977  in  HEW  News  setting  forth  the  pro- 
posals is  a  document  of  admission  of  past  failures  and  further  admission  of  no 
knowledge  of  how  to  prevent  future  failure,  and  is.  in  fact,  an  admission  of 
the  certitude  of  future  failure.  The  very  first  paragraph  admits  to  the  financing 
problems  of  the  Social  Security  system,  that  they  are  growing  more  serious  year 
by  year,  and  that  now.  at  long  last,  as  though  it  could  never  have  been  foreseen, 
the'  problems  threaten  the  integrity  of  the  system. 

Is  it  possible  for  us  to  sit  here  and  accept  the  problems  of  this  Social  Security 
system  as  suddenly  having  dawned  on  us?  Didn't  anybody  in  Congress  see  the 
mess  they  were  creating  and  the  fact  that  the  system  could  not  prevail?  Did  no 
one  add  and  subtract  the  numbers? 

The  second  paragraph  of  the  HEW  document  says  that  a  compelling  urgency 
exists  and  proceeds  to  sav  that  a  plan  to  reestablish  the  financial  integrity  is 
therewith  set  forth.  This  Social   Security  program  has  been  in  existence  for 
40  years— not  a  very  long  time   (lots  of  people  buy  houses  on  40  year  bases). 
The  second  paragraph  sallies  forth  to  reestablish  financial  integrity  and  comes 
onlv  to  Page  3  and  states  and  admits  that  what  is  being  set  forth  will  put  Social 
Securitv  in  full  actuarial  balance  until  at  least  the  turn  of  the  century    23 
years-only  approximately  half  the  length  of  time  that  the  system  has  been 
building  up  to  its  present  impending  financial  debacle  and  the  new  proposal  tells 
us    hat  wi  are  going  to  have  another  financial  debacle  half  the  distance  fur  her 
down  the  time  road  that  we  have  already  been.  It  further  proceeds  to  say      at 
tTre  are  deficits  planned  beyond  the  year  2000-but   that   they   are  wit    n 
manageable  proportions  as  I  presume  what  we  are  talking  about  today  is  withm 
manageable  proportions.  I  believe  that  all  the  rest  of  the  Governmenfs  proposa 
Sd  be  a  talked  in  detail,  but  there  is  a  better  approach  to  the  probleni  of  Social 
Securitv  thlrvour  Subcommittee  and  all  of  the  American  people  face  today, 
a^d  I  TDropose  herewith  as  an  alternate  proposal  to  that  heard  Monday.  May  9, 
m7   a  proposal  St  will  solve  forever  and  a  day  the  financing  problem  situa- 
tion of  ?he  S^ial  Security  system,  which  problem  was  so  clearly  set  torth  by 
Secretary  Califano.  ^^^^^^^^  ^^^  ^^^^ 

(a)  Dismantle  present  Social  Security  system. 

(h{  Phqse  out  all  nresent  Social  Security  obligations.  ■       r  qk  ^^r- 

with  that  institution : 

'(V)  "aS;SSSl!,?aerre7..y  .^e  „„pUoa,.ou  ot  compound  Interest 
(3)  protecting  and  securing  the  money 
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(4)  gradually  disbursing  the  money  to  the  employee  for  his  retirement  or 
to  his  survivors  prior  to  his  retirement 

(5)  payout  lump  sum  into  his  estate  any  balance 

(d)  Talce  the  health  insui-ance  portion  of  Social  Security  (only  Social  Security 
type  health  insurance)  and  set  up  a  Government  run  office  for  50  percent  of 
those  in  the  health  insurance  program  of  Social  Security  and  police  that  office 
to  force  it  to  work  determinedly  and  objectively  with  relation  to  the  cost  of 
the  program. 

(e)  Set  up  the  remaining  50  percent,  of  those  in  the  health  insurance  program 
of  Social  Security,  to  be  run  by  normal  commercial  health  insurers  and/or  by  the 
financial  institutions  receiving  the  employee  and  employer  deposits. 

(f)  Require  disability  insurance  be  provided,  paid  for,  and  iwliced  by  the 
financial  institutions  receiving  the  employee  and  employer  deposits  in  a  similar 
manner  to  the  way  mortgage  lenders  collect  and  pay  taxes  and  fire  insurance 
for  the  benefit  of  their  mortgagees. 

We,  as  a  company,  are  highly  knowledgeable  about  the  actuarial  considerations 
necessary  for  planning  many  long  term  benefits  for  our  employees.  Our  company 
has  implemented  many  programs  of  benefit  and  have  proved  by  dollar  amounts 
the  truth  and  properness  of  its  calculations.  There  is  nothing  esoteric  about  .snch 
calculations — they  do  take  careful  study  and  detailed  writing  of  the  numbers 
involved  that  will  allow  the  prediction  of  the  end  result.  We  are  today  present- 
ing an  extremely  serious  proposal  that  some  would  .say  never  in  this  lifetime 
will  Congress  bring  about,  but  of  which  I  say — that  Congress  has  no  right  to 
exist  as  Congress,  to  aid  and  protect  the  values  of  the  American  individual, 
unless  it  brings  about  this  program  or  one  better.  Because  it  is  .serious,  I  must 
present  some  relevant  credentials  for  ourselves  for  you  to  know  and  think  about. 
Two  easy  credentials  that  are  ea.sily  understood  are  as  follows: 

(a)  We,  as  a  company,  have  .self-insured  ourselves  with  regard  to  hospitaliza- 
tion since  the  end  of  1964.  and  as  a  consequence  have  an  experience  of  12% 
years.  During  this  period  we  have  provided  oaar  employees  with  comprehensive 
hospitalization  plus  major  medical  iienefits  for  a  total  cost  of  two-thirds  of 
1  percent  of  our  total  payroll.  This  means,  for  a  man  who  makes  $200  per  week, 
that  he  would  have  to  spend  $5.72  per  month  for  this  full  comprehensive  hos- 
pitalization and  major  medical  for  him.self  and  his  whole  family.  A  comparable 
Blue  Cross  program  costs  from  $35  to  $85  per  month  for  the  one  family,  and 
Blue  Cross  does  not  pay  taxes. 

Attached  is  Exhiiit  A 

(b)  A  second  example:  We.  as  a  company,  have  self-insured  our.selves  with 
regard  to  Workmen's  Compensation  since  the  end  of  1966  and.  as  a  con.sequence, 
have  an  experience  of  lOV^  years.  During  this  period  we  have  provided  the 
legally  required  Workmen's  Compensation  coverage  at  a  total  cost  of  one-third 
of  1  percent  of  our  total  payroll.  This  compares  to  a  local  company  in  our  home 
city  which  purchases  the  same  insurance  from  Travelers  Insurance  Company  for 
the  same  amount  of  payroll  at  a  co.st  of  $25,500  per  year — a  figure  10  times  the 
amount  of  cost  which  we  experience. 

Attached  is  Exhilnt  B 

With  this  recitation  of  credentials  based  on  actual  experience  and  .spending 
of  money,  we  submit  to  you  that  the  dismantling  of  the  present  Social  Security 
situation  and  the  substitution  which  we  propose,  would  give  dollar  figures  and 
amounts  accruing  to  the  benefit  of  the  working  citizen  that  are  astounding, 
exciting,  and  of  such  size  that  they  will  contribute  to  the  future  economy  of  the 
United  States  in  clear  contrast  to  what  the  present  Social  Security  program 
does  to  that  economy.  I  could  read  all  of  these  numi>ers  but  I  think  .some  samples 
would  be  adequate.  I  have  prejiared  4  simple  samples.  The  calculations  have 
all  been  based  on  a  person's  working  and  contributing  from  age  25  to  age  65 
and,  unrealistically.  never  getting  a  raise  in  pay  nor  promotion.  On  the  basis  of 
the  present  minimum  wage,  with  interest  comi>ounding  at  6  percent,  such  a 
person  would  have  accumulated  at  age  65.  $87,000  and  would  have  n  $703  monthly 
payout  to  his  life  expectancy  of  81,  or  to  age  85  of  $625  per  month.  If  interest 
were  compounded  at  IVo  percent,  he  would  have  $127,000  and  a  payout  to  his 
life  expectancy  of  81  of  $1,139  per  month. 

For  a  person  with  a  salary  of  $10,000  a  year  under  the  same  conditions  at 
6  percent  average  compounded  interest,  he  would  end  up  with  $181,000  with 
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a  monthly  payout  to  life  expectancy  of  $1,500,  and  a  payout  per  month  to  age 
85  of  $1,300. 

For  a  person  with  a  $14,000  annual  wage  the  figures  become  $254,000  when 
comprmnded  at  (5  percent  or  $372,0<)f)  when  compounded  at  IY2  percent  with 
monthly  payouts  ranging  from  $1,800  to  $3,300  per  month. 

Who  can  hear  such  numbers  without  wanting  to  give  the  American  people 
the  benefit  of  them.  There  isn't  anything  peculiar  about  these  numbers — they 
have  always  been  extant,  but  if  the  decision  has  been  made  that  all  Americans 
shall  be  forced  to  save  for  an  old  age  nest  egg  whether  they  want  to  or  not. 
then  it  is  mandatory  that  those  who  plan  the  enforced  saving  shall  get  for  all 
Americans  the  maximum  amount  of  return. 

Attached  is  Exhibit  C 

10.  In  addition  to  this  clear  benefit  of  money,  I  would  like  to  tabulate  for  you 
herewith  that  benefit  and  other  benefits  that  will  come  from  this  new  system  in 
lieu  of  your  present  Social  Security  system. 

BENEFITS    OF   THIS   PROPOSAL 

(a)  The  system  instantly  and  for  all  future  eliminates  the  financing  problem 
of  Social  Security. 

(b)  Allows  the  accrued  financing  problem  to  become  known  and  finite  in 
amount  with  a  known  date  of  final  elimination,  instead  of  being  a  nightmare 
growing  bigger  by  compounded  amounts. 

( 1 )    Set  forth  clearly  the  shortage  existing. 

(2">  Set  forth  clearly  the  existing  trust  fund  amounts. 

(3)  Determine  cash  flow  needed  for  a  sensible  amortization. 

(4)  Balance  the  cash  flow  against  the  available  monies. 

(5)  Set  a  plan  for  payout  of  the  shortage  just  as  a  family  or  business 
would  payout  an  accumulated  debt. 

(6)  Set  up  added  source  of  funds  for  the  payout  of  shortages. 

(A)  Some  small  amount  from  each  individual  Social  Securtiy  account. 

(B)  Some  amount  from  the  general  fund  of  the  United  States. 

(7)  Gradually  payout  and  eliminate  all  remnant  responsibilities  under  the 
old  system. 

(c)  Removes  all  idea  of  regressivity. 

(d)  Removes  burden  from  backs  of  our  children  to  pay  for,  and  reverses  back 
to  the  ancient  principle  of  parents'  leaving  their  children  something. 

(e)  Allows^  under  considered  situation,  that  the  savings  accumulation  might 
be  a  housing  benefit  to  the  individual  account  holder  by  considering  his  forced 
savings  as  a  form  of  equity  and  collateral  for  support  of  his  house  purchase. 

(f)  Savings  and  Loan  and  other' financial  institutions  have  already  developed 
a  system  identical  to  this  for  handling  receipt  of  incoming  monies  of  Individual 
Retirement  Account  and  gradual  disbursement  of  same  after  a  date. 

(g)  The  system  automatically  takes  care  of  most  inflation. 

(h)  Provides  the  additional  capital  accumulation  which  this  country  so  grave- 
ly needs' for  its  many  business  and  living  projects  of  the  future. 

(i)  Allows  each  American  to  get  an  annual,  quarterly,  or  oftener  report  of  his 
accumulation  in  contrast  to  his  no-info-only-once-annually,  grudging  report  from 
Social  Security,  and  gives  him  a  business  man  to  talk  to  about  his  account  when 
he  wants  to. 

(j)  Makes  all  Americans  wealthy  as  a  result  of  the  American  economic  system 
and  makes,  for  all  who  will  contribute  themselves,  freedom  from  poverty. 

(k)  Reinforces  each  American  as  an  individual  free  enterpriser  gathering 
his  personal  beneflts  from  our  great  economic  system  and  makes  him  a  vigorous 
proponent  of  the  system. 

(\)  Puts  the  system's  operation  into  the  successful  hands  of  private  business 
and  out  of  the  hands  of  unsuccessful  government  operations. 

(m)  Returns  to  the  American  workman  his  unfettered  right  to  work  to  what- 
ever age  he  desires  and  eliminates  his  valid  complaints  against  penalty  if  he 
works  beyond  age  65. 

(n)  Solves  the  problem  of  non-contribution  because  of  unemployment,  since 
unemployment  woidd  have  a  small  effect  on  the  individual  account  since  it  woiild 
be  an  occasional  thing  and  would  average  itself  out,  only  reducing  in  part  that 
particular  individual's  very  large  drawout  amount. 
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(o)  Increases  the  willingness  of  millions  of  small  business  men  (the  biggest 
employer  of  labor)  to  employ,  because  the  particular  cust  tor  social  security 
would  be  known  stopped  at  a  percentage  and  wage  amount  level. 

All  of  the  above  relates  to  a  program  of  success  and  I  would  add  only  these 
short  statements : 

(a)  Any  negative  aspects  of  this  program  as  outlined  can  be  solved  by  the 
determination  to  solve  them. 

(.b)  The  American  economy  is  large  enough  and  powerful  enough  to  cope  with 
the  influx  of  the  great  amount  of  money  related  to  this  program. 

(c)  Let  us  all  forget  what  foreign  countries  do  and  do  this  job  as  Americans 
would. 

(d)  Let  this  be  an  historical  first  of  unloading  government  from  the  backs 
of  the  people. 

(e)  Do  not  let  insurance  companies,  sociologists,  and  Social  Security  adminis- 
trators monkey  with  the  details  of  the  design  of  this  program  but  leave  it  to 
Savings  &  Loan  people  and  similar  commercial  financial  people. 

I  know  this  has  been  a  lengthy  statement  but  it  is  on  an  important  subject 
and  it  offers  a  solution  to  all  of  the  problems  related  to  Social  Security  which 
this  Subcommittee  must  start  the  solution  of  for  the  whole  Congress.  I  thank  you 
Ladies  and  Gentlemen ! 
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EXHIBIT    A 


HOSPITALIZATION 


Year 

Total  Paid  to 
Hospitals  &  Doctors 

$  4,904.70 

Total  Paid  by 
Air- A- Plane  Corp. 

65 

$  4,110.51 

66 

4,005.35 

3,396.95 

67 

10,009.54 

8,049.00 

68 

3,101.20 

2,298.55 

69 

4,395.67 

3,975.02 

70 

974.34 

772.34 

71 

2,232.60 

1,935.60 

72 

6,043.45 

5,270.80 

73 

6,426.42 

5,381.48 

74 

6,304.77 

4,997.44 

75 

10,040.34 

7,538.69 

76 

5,131.19 

4,178.11 

To  June  27  '77 

6,568.09 

4,668.75 

$70,137.66 

$56,573.24 

$56, 

$7o; 

^M  '   »»•-* 

Total  Cost  of  Hosp.  &  Drs. 

Totall965-1977     L  c:?^rt?rt'^f =    .0066  or  2/3  of  1%  of 

if 'w.'kI^IL  payroll  for  10-  years 


Total  Labor  Cost 
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JEXHIBIT  B  -  PAGE  1  OF  2| 
WORKMEN'S  COMPENSATION 

Workmen's  Comp.Cost 

^^"  y^So ~-    -00179        (.179  of  1%) 

Total  Labor 

'^'^  U^.m.ll  -  -0013  (.13ofl%) 

'^^^  1760,146: 00  =  -00259  (.259  of  1%) 

*^^<^  |75-ftMOU  =  -00592  (.592  of  1%) 

1971  |^^;|?^;^f  =  .0038  (.38ofl%) 

19'^3  Lsi'S'^fi  =     .0016  (.16ofl%) 


1974 


■$65i;0S4.06 

$    898.23 
$890,031.82 


.0010 

(.1  of  1%) 

.0018 

(.18  of  1%) 

.0057 

(.57of  1%) 

.0057 

(.57  of  1%) 

1975  $     1, 862.38 
$1,046,928.74 

1976  $     6  185.68 
$1,075,975.69 

To  3  Jul  1977  $     5,413.38 

$947,561.29 


Total  Workmen's  Comp.Cost 
Total  1967  -  1977         IJl'^ll'f,  -    .0031  (.31  of  1%) 

Total  Labor  Cost 
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I     EXmBIT  B 


,  ie  iii'jUief  lot  lliis  Policy   is  tfiat  i'^^- 

Ihe  Trawolccs  Insurjiicc  Companies  des'^nalcd 

by  an  'X'  billow 

l)5   THE  TRAVELERS  INSURANCE  COMPANY 

U   THE  TRAVELERS  INDEMNITY  COMPANY 

IJ   THE  CHARTER  OAK  HRE  INSURANCE  COMPANY 

D   THE  TRAVELERS  INDEMNITY  COMPANY  OF  ILLINOIS 

G    THE  TRAVELERS  INDEMNITY  COMPANY  OF  RHODE  ISLAND 

Item 

I.      lM)l\'ir)|l,\l.       G  N.iiiic  of  iiiMircd 

|-.\IMXi;kSIIII'  O 

LdUrOUAIION  G 

orilKU .   \<lilre-i» 


PAGE  2  OF  2      i 

THE  TRAVELERS  INSURANCE  mmmS 


(toch  A  Sl<.  *  Iniuronte  Componr) 
HARTFORD    •    CONNECTICUT 


^POLICY  NUMBfR 
Workmen's  Compensotion  and  Employeri'  Liability  Policy 


.J....  i.ii;:      Kl    usu.i.  w0.r«pi».T    ii   liif  iiriurcr,  ;(.  ti.  f.V'   wtn,  t. 
oueiiUoni  cov-ereo  riy  iriis  polic\  jrc  concurted  are  localco  a\  mc 
above  addieu  unless  otherwise  <;tjted  herein. 
Policy  Period:  <.....niu  .!,•%    i..i.)  from. 

II  01  A  M  .  lUMaia  I>iM  M  Ut  Mdint  of  iri«  lnit.(««  ti  tiMatf  li»i*«i 

Coverage  A  ol  lhi$  policy  app  les  lo  the  workmen's  compensation 
law  and  any  occupational  di'.>ease  law  ot  each  of  llie  fol'owmg 
states 


SAME 

1/1/77 
VA 


To; 


1/1/78 


Symbol  nwmbflri  of  endor«em«nt«  fofming  a  port  of  the  policy  on  ilt 
effsclivc  dote: 

If  liitlit.itL-d  herein,  iiuerini  adjuslmciu-  <•(  prciimini  bluH  In-  ni;i*lc 

4.  Classification  of  Operotions 


3591        26310 


S-iiH  A.iiu...ll\ 


O.i.irU-rJv    I  1 


in  MiU  r«lt(V, 


net  «*i*difv  anr  •*  >*>•  oltifff  prowitiont  of  lh<t  p*>(<v. 


Ck-riral  Odicc  ICinplovocb  N.O.C. 

nrivLTr*.  Cli.niffciir*  and  tScir  Hcl|>cr:>.  N.O.C- 


cuiiinicri  i.il 


SHEET  METAL  WORK  N.O.C.   &  0 
CONTRACTORS  EXECUTIVE   SUPERVIROS 

ROOFING  ALL  KINDS    &  D 


< 

* 

141,000j00< 
■5  7.  6  0  0  JD  0 

67S,OOOjOO 
4  4,  0  0  0  jO  0 


8810 
8742 
7.580 


5538 
5606 

5551 


89  4,  600^0* 


ifle  6  excltMivc  of  Lots  ond  Expeme  Contlanl 


Premium  Basis 


141,000 
33,600 


676,000 

^,000 

277»O00 


Roles 

Pw  tioo 
.1 

M»mitnmrmli»f 
.11 

.27 


3.57 

2.^12 

6.6t» 


155. 

91. 


2l»,133 
1,065. 

18,393. 


0 
10 


-  -  ^^^^^^   1*3,837 

Modified  Piemiuin  S     1*3,  837 
0  Expense  Constant  $      1    0  Loss  and  Expense  Constant  $ 

Estimated  Annual  Standard  Premium  S     ^^3,^37 
Gross  Deposit  Premium  $ 
0063  Premium  Discount  $  $ 

Minimum  Premium  S       319  Deposit  Premium  $ 

Total  E^linialed  Annual  Premium  $ •♦3  ,  837 
,verugeli-lmpl..yer>    Li.lMi;,y:»        100,000        0077     SURCHARGE     8%  3507 

»(  this  policy  having  rclcrcui...- thereto.  -j-QJ     £-j-     f^f^     PREM        *h7  ,  ^kk 


155^0  < 
9  1/30 
2  4,  1  3  3  O  0 
1,  06  5X>0 

25.444^0* 


[kiiicii's  Compensation  .imt  Kmploycrft' 
Jci  ^inil  I'.iidiirscnicnls  is^ucil  to  form  a 
e  insurance  iK>licy. 


11*     (Kor  i.se  w.il.  C-lS'MJ)    12-72 


.  /"^^-.^-^^-^  .6 


Countef  signrd-Agrnt 
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i        EXmSIT  c     I 
ACTUAL  MIMIMUM  WAGE  Aii  OF  19  JULY  1977 


40hrs.  X  $2.30  per  lir.  =  $92.00  per  wk.  x  52  wks.    = 

Employee's  SS  amount  per  year 
Employers'  SS  amount  per  year 

Total 

Calctilation  from  age  25  to  age  65: 


Interest 


$86,683.37 
702.89 
620.60 


total  accumulation  at  age  65 
monthly  payout  for  16  yrs.  (age  81) 
monthly  payout  for  20  yrs.  (age  85) 


$4,  784.00/yr. 

X .0585 

$    27S.86 

279.86 

$    55d.72 


@  7i%  Interest 

$127,200.00 
1,139.49 
1,024.71 


PRACnCAL  MINIMUM  WAGE  AS  OF  19  JULY  1977 

40hrs.  X  $3,00  per  hr.  =  $120.00  per  wk.  x  52  wks.  =    $6, 240. 00/yr. 

X       .0585 
Employee's  SS  amount  per  year  $    365.04 

Employers'  SS  amount  per  year  365.04 

Total  $     730.08 


Interest 


$112,988.62 
916.83 
809.49 


Calculation  from  age  25  to  age  65: 


total  accumulation  at  age  65 
monthly  payout  for  16  yrs.  (age  81) 
monthly  payout  for  20  yrs.  (age  85) 


@  7|%  Interest 

$165,915.49 
1,486.32 
1,336.60 


$10,  000. 00  ANNUAL  WAGE 


Employee's  SS  amount  per  year 
Employers'  SS  amount  per  year 


Total 


Calculation  from  age  25  to  age  65: 


@  6%  Interest 

$181,071.50 
1,469.28 
1,297.25 


$10,  000. 00/yr. 
X         .0585 
^       585.00 
585.00 


7i%  Interest 


total  accumulation  at  age  65  $265,  890. 13 

monthly  payout  for  16  yrs.  (age  81)  2,381.92 

monthly  payout  for  20  yrs.  (age  85)  2, 141.99 


$14,  000. 00  ANNUAL  WAGE 


Employee's  SS  amount  per  year 
Employers'  SS  amount  per  year 


Total 


Calculation  from  age  25  to  age  65: 


@  6%  Interest 

$253,500.10 
2,057.00 
1,816.15 


$14,  000. 00/yr. 
X         .0585 

^ — 5Toro 

819.00 
$  1,638.00 


7t%  Interest 


total  accumulation  at  age  65  $372,246.18 

monthly  payout  for  16  yrs.  (age  81)  3,334.68 

monthly  payout  for  20  yrs.  (age  85)  2,  998.  79 
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Mr,  Jacobs.  Mr.  Gepliardt  ? 

Mr.  Gepttardt.  I  don't  have  questions.  T  know  our  time  is  short. 

I  appreciate  your  testimony.  I  appreciate  your  interest  in  coming 
here  to  talk  to  iis.  It  took  a  lot  of  your  time  and  efl'ort.  I  personally 
appreciate  it.  I  think  a  lot  of  yoiir  ideas  are  good  ones.  I  would  be 
happy  to  talk  to  you  afterwards.  I  think  that  some  of  your  ideas  are  a 
little  "more  difficult  to  implement  than  you  think. 

I  may  be  wrong,  but  I  would  be  happy  to  discuss  it  with  you.  It  is 
a  matter  of  being  able  to  do  it  on  a  national  basis.  I  think  we  tried 
to  do  some  of  this  in  the  1930"s  and  when  you  are  trying  to  fund  up  a 
national  system  overnight,  you  run  into  some  problems  that  are  pretty 
difficult.  But  I  would  be  happy  to  talk  to  you.  I  appreciate  your 
testimony. 

Mr.  Shepheard.  I  thank  you. 

Mr.  Jacobs.  ISlr.  Lederer  l 

Mr.  Lederer.  I  want  to  thank  you,  :Mr.  Shepheard,  for  one  of  the 
better-delivered  papers  I  have  seen  since  our  hearings  started.  I  have 
one  question  and  I  don't  mean  it  to  be  facetious. 

You  don't  want  the  sociologists  monkeying  with  social  security. 
How  do  we  stop  the  poli^^icians  from  monkeying  with  it  ? 

Mr.  Shepheard.  Well,  I  wouldn't  be  facetious  about  that  either.  I 
think  politicans  would— if  they  keep  the  sociologists  and— and  again 
I  eliminate  insurance  companies,  too,  and  I  eliminated  the  insurance 
companies  because  they  have  a  bigger  ax  of  their  own  to  grind  than 
lending  institutions.  They  are  pretty  visible  as  to  what  they  are  doing 
and  how  they  come  to  their  figures,  the  lending  institutions. 

The  insurance  companies  are  there  to  make  a  maximum  profit  under 
the  situation.  If  I  ran  an  insurance  business,  I  would  run  it  the  same 
way.  But  I  think  politicians  can  come  to  the  conclusion  that  this  is  for 
the  good  of  the  American  people  and  it  reenforces  the  free  enterprise 
system,  it  makes  everybody  a  capitalist,  it  gives— one  of  the  big  prob- 
lems that  exists  today,  you  know,  all  you  folks  that  read  the  financial 
papers  know  this,  is  t'he'creation  of  capital  to  accomplish  all  the  human 
and  governmental  things  we  want  in  the  next  decade  and  here  is  the 
creation  of  that  capital  laying  right  here  on  the  table  for  you. 

The  system  is  already  set  up  for  handling  these  moneys  because  the 
savings  and  loan  companies  handle  the  individual  retirement_  accounts 
right  now.  They  have  the  system  essentially  worked  out  seriously,  as 
serious  as  can  be.  I  think  that  you  could  invite  a  California  savings 
company  and  a  Xew  York  one  and  Florida  one  and  Norfolk — that  is 
where  l"  am  from — and  they  can  show  you  the  path  of  having  all  this 
magically  accomplished. 

Mr.  Lederer.  I  would  like  to  say  that  I  was  a  sociologist  for  many 
years  before  I  liecame  a  politician,  and  I  agree.  [Laughter.] 
Mr.  Jacobs.  Mr.  Pickle? 

Mr.  Pickle.  Mr.  Chairman.  I  have  no  questions  except  to  comment. 
Mr.  Shepheard,  I  find  the  examples  that  you  submit,  detailing  what 
your  company  has  done  in  meeting  your  needs  of  hospitalization  and 
medical  programs,  very  interestino:.  I  am  going  to  study  the  examples 
and  I  believe  they  will  be  helpful  to  this  committee. 

Mr.  Shepheard.  Good.  May  I  say,  sir,  those  two  examples  are  inter- 
esting. Can  I  give  you  one  more  example,  sir? 


94-325  O  -  77  -  32 
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Mr.  Pickle.  You  have  to  ask  the  chairman. 

Mr.  Shepheard.  We  set  up  a  retirement  proofram  for  our  people — 
I  don't  mean  a  retirement  prooram,  I  mean  a  sick  benefit  program 
for  our  people.  And  we  set  it  up,  we  started  off  charging  our  people 
65  cents,  I  think,  a  week,  and  so  we  have  said  what  will  we  give  them  ? 
Well,  we  won't  give  them  anything  for  having  a  cold  and  being  out 
1  day.  They  might  be  out  fishing. 

We  said  they  must  be  out  1  week  similar  to  workmen's  comp,  but 
after  1  week  then  we  forgive  them  essentially  their  take-home  pay 
since  we  used  to  have  a  law  saying  you  didn't  have  to  pay  taxes  on 
sick  pay. 

I  think  it  still  holds  for  the  moment,  but  we  gave  our  employees 
beginning  at  the  second  week  equal  to  his  take-home  pay  and  we  con- 
tinued for  6  weeks.  At  the  end  of  4  weeks  we  went  back  and  pick  up 
the  first  week  we  didn't  give  him,  because  now  we  know.  We  knew 
he  knew  he  was  not  goldbricking  and  then  we  continued  running  that 
program  until  he  has  been  sick  for  13  weeks  and  then  he  gets  his  take- 
home  pay  the  same  way. 

After  13  weeks  that  is  the  end  of  it,  except  if  he  dies.  And  if  he 
dies,  we  consider  that  is  is  almost  like  being  sick.  [Laughter.] 

So  w^e  send  to  his  wife  for  13  more  weeks  his  take-home  pay  and 
we  do  the  same  thing  if  he  dies — I  mean  after  he  is  sick  for  6  weeks. 
We  have  had  more  people  tell  us  that  that  is  the  most  beautiful  kind 
of  insurance  they  ever  got  because  it  makes  them  live  the  same  way 
they  have  been  living  while  the  wage  earner  is  gone.  And,  sir,  we 
collected  so  much  money  from  that  65  cents  a  Aveek  we  just  had  to 
eliminate  it. 

It  is  the  truth.  We  were  collecting  more  money  than  we  could  pay 
out  from  that  and  we  do  this  with  all  our  people.  I  am  sure  where  the 
difference  lies  is  we  are  a  determined,  industrial  company  handling 
our  own  finances  for  our  company's  success  and  for  our  employee 
benefits  where  it  is  proper. 

We  find  that  insurance  companies  could  do  it,  but  they  are  damned 
expensive  to  do  it,  and  if  anybody  can  afford  to  take  the  risk  such 
as  our  companv  can,  he  doesn't  need  anv  insurance  companies. 

I  would  end  it  by  saving  I  would  be  most  happy  to  provide  any 
kind  of  information  relating  to  what  I  am  talking  about  in  detail 
or  privately  or  with  the  assistance  of  people  that  I  have  spoken  with. 

Mr.  Pickle.  Thank  vou,  Mr.  Chairman. 

Mr.  Jacobs.  Mr.  Schulze? 

Mr.  ScHULZE,  Thank  you,  Mr.  Chairman. 

Mr.  Shepheard,  are  you  saying  that  if  you  want  to  mess  something 
up.  s:et  the  Government  involved  ? 

Mr.  Shepheard.  Sir,  I  think  the  Government  could  be  involved.  I 
think  financial  institutions,  if  it  handled  it,  should  be  policed.  I  think 
they  should  report  to  Government. 

Mr.  Schulze.  I  think  your  exhibit  contains  one  of  the  problems  and 
your  friend,  the  roofing  contractor,  sheet  metal  contractor,  he  could 
do  the  same  thing  vou  do,  but  he  doesn't. 

Mr.  Shepheard.  Yes,  sir,  and  I  have  done  my  best  to  convince  him 
and  I  think  he  is  convinced  now  because  when  I  asked  him  for  this,  I 
said : 
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You  know,  I  have  been  talking  to  you  about  this  for  years  and  I  have  got  to 
make  a  report,  and  I  would  like  to  have  exactly  what  you  pay  because  I  don't 
have  many  insurance  friends  any  more. 

So  he  gave  me  that  and  I  said,  "well,  I  can't  take  it  in  reciprocity 
handing  you  this  exhibit  B  of  mine"  and  I  think  when  he  knew  I  had 
spent  $26,000  and  he  spent  half  a  million,  it  floored  him. 

Mr.  ScHULZE.  Maybe  if  you  go  around  to  enough  of  your  friends,  we 
can  solve  some  of  these  problems. 

Mr.  Shepheard.  We  have  an  interesting  business  that  takes  us  all 
over  the  world  and  that  suits  me  fine.  I  am  not  about  to  try  to  sell  my 
programs  like  that,  but  I  am  interested  in  seeing  Congress  change 
this  social  security. 

I  will  tell  you,  if  you  Avere  to  tell  me  to  change  it,  I  could  change  it 
nationally.  You  give  me  the  right  and  the  power  to  change  it  and  I 
could  change  it.  And  what  I  am  saying  for  you  is  if  you  demand  that 
it  be  accomplished,  it  will  be  accomplished. 
Thank  you  very  much. 
Mr.  ScHULZE.  Thank  you,  Mr.  Chairman. 

Mr.  Jacobs.  Sir,  just  a  technical  question.  You  have  an  addendum 
to  your  statement  from  the  Traveller's  Insurance.  Have  you  consent 
from  them  to  include  that  material  in  our  record  ? 

Mr.  Shepheard.  No  ;  I  don't  think  I  have.  I  have  consent  from  the 
company  that  they  presented  it  to. 

Mr.  Jacobs.  I  think  perhaps  you  should  take  that  into  account. 
Mr.  Shepheard.  I  am  willing  to  take  the  risk  with  Travellers.  In 
fact,  I  think  I  am  one  of  their  customers. 

Mr.  Jacobs.  Well,  I  am  not  and  I  am  not  sure [Laughter.] 

Mr.  Shepheard.  Oh.  I  think  they  insure  some  of  the  things  we  do. 
Mr.  Jacobs.  If  you  would  insure  that  risk  for  me,  I  would  include  it, 
but  maybe  not.  In  your  example  of  the  person  with  minimum  wage  of 
$2.80  an  hour,  and  I  believe  it  was  age  20  to  age  65? 
Mr.  Shepheard.  Age  25  to  65. 

Mr.  Jacobs.  Do  I  infer  properly  from  that  example  that  you  would 
advocate  the  use  of  general  treasury  funds  to  pay  for  disability  under 
social  security  ? 

Mr.  Shepheard.  No,  sir. 

Mr.  Jacobs.  Where  would  those  funds  come  from?  That  is  almost 
like  arithmetic,  too,  and  let  me  say  for  the  record  we  paid  $12.1  billion 
out  of  the  social  security  trust  fund  from  that  tax  for  disability  dur- 
ing this  past  fiscal  year. 

]\Ir.  Shepheard!^  But  disability  would  be  purchased  by  the  financial 
institution,  a  wvay  to  do  it,  and  of  course  the  exact  ways  I  stated  it  are 
by  no  means  the  limitation  of  numbers  of  ways. 

'But  the  financial  institutions,  for  instance,  the  institution  I  know  is 
Mutual  Federal  Savings  and  Loan  in  the  city  of  Norfolk.  Their 
deposits  would  go  to  them.  They  would  be  fiduciarily  responsible  just 
as  in  the  IRA  Act.  And  they  would  receive  the  money  and  they 

would 

Mr.  Jacobs.  Where  is  that  money  coming  from,  the  $12  million  a 
year?  Who  puts  that  up? 

Mr.  Shepheard.  OK,  let's  take  an  example.  We  have  a  man,  Mr. 
Jones,  working  for  our  company  and  we  take  from  his  pay  5.85  percent 
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for  social  security  weekly  and  I  -would  still  take  it  from  his  pay  and 
send  it  to  Mutual  Federal  Savings  and  Loan  in  name  imder  his 
account,  and  our  company  would  take  an  equal  5.85  percent  and  send  to 
the  same  place,  and  at  the  end  of  the  first  week  there  would  be  $10, 
let's  say,  deposited  to  the  account  of  this  fellow. 

Now,  at  the  end  of  the  second  week  there  would  be  $20  and  so  on 
and  so  on,  and  it  would  be  in  his  name.  If  he  went  later  to  employment 
with  someone  else,  he  would  have  a  reporting  system  to  say  where  his 
accumulations  would  go.  And  if  he  moved  to  California,  he  might 
shift  the  savings  from  Norfolk  to  California. 

If  you  ever  bought  a  house  on  mortgage,  you  may  have  bought  the 
house  by  paying  a  lump  sum,  part  of  which  was  payment  on  the  house, 
interest  on  the  loan,  taxes  and  fire  insurance.  That  is,  the  savings  and 
loan  took  the  money  out  of  your  payment  and  paid  the  taxes,  and  he 
also  paid  the  fire  insurance,  so  he  w^s  sure  he  was  covered. 

Now  the  same  thing  would  happen  here.  The  savings  and  loan  could 
be  organized  to  pay  the  disability  pension. 

Mr.  Jacobs.  Now  stop  right  there  and  tell  me  what  happens  to  my 
$700  per  month  when  I  retire  if  part  of  it  is  paid  out  in  disability 
before  I  retire  to  somebody  else  ? 

Mr.  Shepheard,  It  is  exactly  right  and  you  would  have  to  run  the 
numerical  calculations  to  come  out  to  the  perfection  of  knowledge, 
but  you  would  come  out  with  a  perfection  of  knowledge  and  I  do  not 
have  it  with  me,  but  I  am  willing  to  research  for  you  the  exact  amount 
annually  that  a  person  needs  to  pay  for  disability  insurance  equal  to 
social  security,  and  I  think  you  will  find  that  a  surprisingly  small 
amount  is  involved. 

Mr.  Jacobs.  In  any  case,  the  5.85  from  the  employer  and  employee 
can't  be  reserved  just  for  that  $700  a  month  or  if  it  is,  you  have  to  get 
the  money  someplace  else  to  pay  our  $12  billion  a  year,  don't  you? 

Mr.  Shepheard.  You  are  exactly  right  and  these  numbere — you  see, 
the  point  you  are  dwelling  on  is  absolutely  right,  but  for  me  to  have 
endeavored  to  put  these  kinds  of  numbers  in  what  I  am  talking  about, 
we  really — I  Avould  not  have  been  able  to  be  brief  at  all. 

Mr.  Jacobs.  But  you  will  confess 

Mr.  Shepheard.  I  certainly  will  and 

Mr.  Jacobs.  Let  me  fill  in  the  record  later.  [Laughter.] 

Mr.  Shepheard.  I  certainly  will.  Without  any  undue  pride  to  my- 
self, our  company  is  merely  expert  in  these  little  fields  we  are  talking 
about.  And  I  will  happily  give  you  a  mathematical  example  that  I  will 
myself  logically  accept  if  it  is  correct  and  I  will  logically  reject  it  if  it 
is  improper. 

Mr.  Jacobs.  I  just  wanted  to  point  out  when  you  come  to  old- 
fashioned  arithmetic,  you  have  to  put  all  the  numbers  in  before  you 
get  the  right  answer. 

Mr.  Shepheard.  I  quite  agree. 

Mr.  Jacobs.  I  might  say  for  the  record  as  one  who  is  doing  all  he 
can  to  advance  confirmation  of  the  nomination  of  my  fellow  towns- 
man, Mr.  Robert  McKinney,  to  be  Chairman  of  the  Federal  Home 
Loan  Bank  Board.  I  am  rather  puzzled  at  the  distinction  between  the 
dignity  with  which  savings  and  loan  associations  are  held  in  this  area 
and  the  way  they  are  being  held  in  the  Proxmire  hearings.  [Laughter.] 

Thank  you  very  much,  sir. 
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Our  next  witness  is  going  to  be  introduced  by  our  colleague  from 
Minnesota,  Mr.  Frenzel. 

Mr.  Frexzel.  Unless  you  have  another  witness  here  first,  I  am 
going  to  introduce  Mr.  Pilenzo. 

Mr.  Jacobs.  I  believe  he  is  the  next  witness. 

Mr.  Frexzel.  That  is  marvelous. 

Mr.  Jacobs.  I  might  say  for  the  record  that,  of  course,  we  are 
delighted  to  have  our  colleague  from  the  Ways  and  Means  Committee 
here  to  be  the  official  introducer;  Mr.  Frenzel  of  Minnesota. 

STATEMENT  OF  HON.  BILL  FRENZEL,  A  U.S.  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  MINNESOTA 

Mr.  Frexzel.  Mr.  Pilenzo  works  for  a  Minneapolis  company,  In- 
ternational Multifoods  Inc.  He  is  here  representing  the  American 
Society  for  Personnel  Administration.  He  is  accompanied  by  Mr. 
Richard  Scliulz,  who  is  a  member  of  the  National  Committee  on  Com- 
pensation and  Benefits.  This  is  Mr.  Schulz,  and  on  Mr.  Pilenzo's  left 
is  Mr.  James  H.  Ferguson. 

Mr.  Chairman,  because  of  the  late  hour  I  cannot  stay.  I  have,  how- 
ever, read  the  testimony.  I  don't  endorse  every  line  of  it,  but  I  think 
you  will  find  it  most  interesting  and  very  thoughtful.  I  hope  it  will 
be  helpful. 

May  I  present  Mr.  Pilenzo. 

Would  you  excuse  me  for  moving  out. 

STATEMENT  OF  RONALD  C.  PILENZO,  CHAIRPERSON,  NATIONAL 
COMMITTEE,  COMPENSATION  AND  BENEFITS,  MEMBER,  BOARD 
OF  DIRECTORS,  AMERICAN  SOCIETY  FOR  PERSONNEL  ADMINIS- 
TRATION; ACCOMPANIED  BY  RICHARD  SCHULZ,  MEMBER, 
NATIONAL  COMMITTEE,  COMPENSATION  AND  BENEFITS,  AND 
JAMES  H.  FERGUSON,  VICE  PRESIDENT,  GOVERNMENTAL 
AFFAIRS 

Mr.  Pilexzo.  Mr.  Chairman,  we  are  interested  in  ^yinning  the 
award,  but  first  we  would  like  to  know  what  the  reward  is  so  we  can 
determine  whether  our  summary  will  be  brief  or  otherwise. 

Mr.  Jacobs.  I  will  be  glad  to  state  for  the  record  that  when  I  went  to 
the  floor  to  vote  after  this  morning's  session  I  still  had  my  tea  cup  with 
me  and  the  gentleman  from  Illinois,  Mr.  Derwinski,  dropped  a  penny 
in  it  and  the  gentleman  from  Iowa.  Mr.  Bedell,  dropped  14  pennies  in 
it  so  the  award  comes  to  15  cents. 

Mr.  Pilenzo.  I  will  not  read  the  entire  statement  which  I  am  sure 
you  will  be  relieved  to  know.  I  would  like  to  cover  some  of  the  con- 
ceptual information  we  have  put  into  this  and  there  are  10  specific 
recommendations  and  what  we  will  try  to  do  is  enumerate  the  recom- 
mendations and  show  how  they  relate,  for  or  against,  some  of  the  pro- 
posals made  by  the  administration.  We  are  trying  to  integrate  those 
proposals  in  our  testimonv.  For  the  benefit  of  those  not  familiar  with 
the  American  Society  for  Personnel  Administration,  it  is  headquar- 
tered in  Berea,  Ohio."  now  in  its  28th  year,  a  worldwide  professional 
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organization  of  personnel  and  industrial  relations  practitioners  in 
business,  industry,  government,  and  education.  With  approximately 
20,000  members  in  over  200  chapters  in  50  States,  ASPA  also  serves 
members  in  26  foreign  countries  and  a  number  of  student  chapters. 

The  purpose  of  our  testimony  today  is  to  advise  the  Congress,  and 
specifically  the  responsible  committees  within  the  Legislature,  of  our 
concern  over  the  existing  financial  state  of  the  social  security  system 
and  the  significant  change  in  direction  being  proposed  by  the  current 
administration  and  some  leaders  in  Congress. 

Through  our  recommendations  we  have  to  alert  your  committee  to 
the  potential  dangers  which  exist  in  some  of  the  proposed  recom- 
mendations and  assist  you  in  developing  sound  concepts  and  fiscally 
responsible  conclusions  in  your  final  deliberations  in  this  matter. 

The  20,000  members  of  ASPA  believe  that  our  current  system  for 
providing  human  dignity  in  retirement  through  adequate  retirement 
income  must  be  viewed  as  a  unified  whole,  with  social  security,  public 
retirement  plans,  private  retirement  plans,  and  the  financial  resources 
of  individuals  each  serving  an  important  role  in  meeting  the  needs  of 
our  current  and  future  retirees. 

Congress  recently  completed  a  thorough  study  of  the  private  retire- 
ment system  and  has  offered  encouragement  to  individuals  through 
establishment  of  Keogh  plans  and  IRA's  to  make  individual  provisions 
for  their  financial  requirements  during  their  retirement  years. 

We  believe,  as  I  think  some  other  people  have  already  stated,  that  it 
is  now  time  to  subject  the  social  security  system  to  the  same  national 
review^  and  detailed  type  of  study  that  was  the  forerunner  of  ERISA. 

Only  through  a  total  and  thorough  review  can  the  necessary  changes 
be  implemented  that  will  allow  the  social  security  system  to  continue 
to  be  the  cornerstone  of  the  total  retirement  system  needed  to  provide 
security  and  dignity  in  retirement  for  our  citizens  who  have  con- 
tributed a  working  lifetime  to  our  society. 

Based  on  reports,  studies  and  articles  by  the  Social  Security  Trust- 
ees, Consultant  Panel  on  Social  Security,  prominent  educators,  the 
Chief  Actuary  of  the  Social  Security  Administration,  the  ex-Secretary 
of  the  Treasury,  expert  consultants,  and  professional  groups  it  has 
become  apparent  that  the  social  security  system  has  developed  both 
short-  and  long-term  problems  that  threaten  the  integrity  of  the  system. 

There  are  minor  differences  in  the  estimates  and  assumptions  used 
by  different  individuals  and  study  groups,  but  all  agree  that  either 
benefits  must  be  reduced  and/or  increased  revenues  must  be  generated 
in  order  to  solve  the  problems  inherent  in  the  social  security  system. 

ASPA's  position,  conceptually,  is  that  it  is  in  the  best  interest  of 
the  United  States  of  America  to  maintain  a  multilayered  system  of 
providing  retirement  income  through  social  security,  public  and  pri- 
vate pension  plans,  and  the  financial  resources  of  the  individual. 

Social  security  should  provide  a  retirement  income  base  only,  and 
should  not  be  allowed  limitless  expansion  which  in  itself  threatens 
our  economic  resources. 

Benefit  payments  must  be  a  function  of  the  premium  taxes  collected 
and  the  financial  resources  pledged  and  available  to  the  progi'am  in  the 
future. 

Long  term :  Benefits  should  be  allocated  in  relation  to  a  percentage 
of  the  individual's  final  average  salary,  and  that  replacement  ratio 
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should  be  retained  through  postretirement  increases  based  on  CPI 
increases. 

Short  term :  The  Survivor's  and  Retirement  Trust  Fund  should  be 
retained  and  made  fiscally  somid. 

Xow  we  have  a  set  of  10  reconniiendations  that  we  feel  go  a  long  Avay 
toward  solving  both  the  short-  and  tlie  long-term  problems. 

You  will  note  that  in  the  specihc  recommendations  we  have  made,  or 
are  about  to  make,  we  have  attempted  to  incorporate  both  short-  and 
long-term  solutions.  This  was  done  deliberately  in  order  to  avoid  a 
"quick  fix"  remedial  set  of  actions  which  would  solve  today's  prob- 
lems at  the  expense  of  longer,  more  lasting  solutions  which  we  feel  are 
vital  at  this  time. 

To  avoid  the  difficult,  long-temi  fiscal  and  conceptual  problems  will 
do  nothing  more  than  relieve  ourselves  of  more  painful  decisions  wdiich 
will  have  to  be  made  in  the  future.  Therefore,  we  strongly  advise  that 
in  your  deliberations  on  this  important  issue,  you  continue  to  focus  on 
(1)  the  initial  concept  and  purpose  of  the  social  security  system^ 
which  we  heartily  support;  (2)  the  potential  impact  of  dramatic 
changes  and  shifts  away  from  the  current  system  of  nniltilayered  re- 
tirement income;  and  (3)  the  fiscal  responsibility  for  maintaining  a 
fair  and  equitable  system  with  coequal  partners  of  business,  labor. 
Government,  and  our  citizens. 

Basicallv,  our  recommendations  are : 

One,  the  tax  rate  should  be  immediately  increased  by  0.3  percent 
for  both  employers  and  employees.  With  the  resultant  increase  from 
11.7  percent  to' 12.3  percent,  we  believe  that  the  additional  revenue 
would  reestablish  the  former  circumstances  where  premium  income 
exceeded  benefit  payments,  and  we  think  that  though  this  may  be  a 
very  unpopular  reconnnendation,  we  think  an  immediate  tax  mcrease 
is  necessary.  Further,  that  although  opinions  vary  on  the  size  of 
potential  increase,  we  believe  a  0.3-percent  increase  is  the  minimum 
requirement.  We  do  not  feel,  consistent  with  the  administration's  rec- 
ommendations, that  to  delay  tax  increases  would  really  solve  the 
deficit  problem. 

We  also  think  that  there  is  a  psychological  advantage  to  restoring 
people's  confidence  in  the  social  security  system  by  an  immediate  tax 

increase. 

The  second  recommendation  is,  we  recognize  that  the  employee's 
contribution  to  social  security  has  been  a  portion  of  emplovee  income 
subject  to  income  tax.  That  part  of  social  security  income  for  an  indi- 
vidual which  could  not  be  attributed  to  his  own  contribution  is  income 
which  has  not  ever  been  subiected  to  income  tax. 

Our  proposal  is  that  we  should  possibly  look  at  this  as  an  addi- 
tional source  of  revenue.  It  is  not  high  on  our  list  but  we  have  tried  to 
explore  all  the  opportunities  for  making  the  system  solvent. 

The  third  recommendation  is.  originally,  97  percent  of  all  workers 
paid  social  security  taxes  on  their  full  wages:  today,  only  8o  percent 
pay  on  their  full  wages.  The  wage  base  should  be  gradually  increased 
to  establish  a  90-percent  ratio  of  employees  contributing  on  their  full 
wages.  This  will  immediately  generate  additional  premium  income  and 
will  only  increase  future  liabilities  by  a  small  amount  due  to  de- 
coupling" and  establishing  replacement  ratios. 
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Consistent  with  our  first  recommendation,  we  recommend  a  wage 
base  increase  for  both  employers  and  employees.  However,  we  note 
that  the  administration's  proposal  would  place  a  disproportionate 
burden  on  employers,  with  gradual  removal  of  the  ceiling  until  the  full 
wage  base  is  taxable  in  1981. 

We  wish  to  note  here  our  objection  to  this  proposal  in  its  entirety, 
from  both  a  fiscal  inequity  point  of  view  as  well  as  its  departure  from 
the  current  concept  of  equal  sharing. 

Four,  correct  the  present  method  of  indexing  benefits.  The  benefit 
formula  introduced  in  1972  should  be  decoupled  to  avoid  the  erratic 
and  irresponsible  increases  in  benefits  this  causes.  I  won't  go  into 
detail.  There  are  options  in  the  second  paragraph  of  this  recommen- 
dation. This  is  consistent  with  most  other  decoupling  recommenda- 
tions that  we  have  heard  and  the  administration's  recommendation. 

Five,  the  present  replacement  ratio  of  benefits  to  taxable  wages  is 
approximately  60  percent  for  low-income,  40  percent  for  middle-in- 
come and  30  percent  for  high-income.  By  establishing  the  present 
ratio  as  a  maximum  postretirement  benefit,  we  would  simplify  com- 
munications and  calculations  related  to  individuals'  retirement  plan- 
ning and  avoid  the  projected  long-term  possibility  of  benefits  exceed- 
ing 100  percent  of  postretirement  income. 

What  we  propose  is  to  take  these  ratios  and  maintain  these  ratios. 

The  sixth  recommendation  is  that  the  normal  retirement  age  could 
be  increased  67  or  68.  I  won't  go  into  detail  on  this  point.  It  tends  to 
support  a  lot  of  testimony  you  have  heard  today  and  the  past  few  days 
and  I  think  it  is  a  viable  option.  In  fact,  I  read  testimony  where 
somebody  was  suggesting  maximum  retirement  age  at  something  like 
age  75  with  a  formula  to  move  it  along  gradually  from  the  current  age 
level  of  65. 

We  are  not  suggesting  a  specific  formula  but  we  think  in  light  of  the 
fact  that  the  Supreme  Court  is  probably  going  to  rule  favorably  we 
believe,  on  mandatory  retirement,  we  should  begin  to  examine  this 
option.  This  is  a  viable  way  of  restoring  the  fund.  The  point  here  is 
that  the  decision  to  do  that  must  be  done  today  or  reasonably  soon. 
Because  you  cannot  put  the  calculations  into  the  system,  you  can 
change  your  mind  30  or  40  years  now  down  the  road  but  you  must  do 
that  now  as  a  long-term  solution. 

Seven,  requiring  a  study  of  the  actuarial  assumptions  and  projec- 
tions every  5  years  and  the  formal  reporting  of  the  study  results  to 
Congress  would  prevent  sudden  "surprises"  such  as  we've  recently  ex- 
perienced. W^iat  we  are  saying  here  is  that  the  same  conditions  that 
exist  in  the  report  or  reporting  of  ERISA  should  be  the  same  kind  of 
conditions  that  should  be  placed  on  the  Social  Security  system. 

The  mandatory  actuarial  assumption  and  projection  everv  5  years  as 
a  report  that  is  visible  and  communicative.  We  think  that  that  is 
important. 

Eight,  coverage  should  be  required  of  all  Federal  emplovees  and 
employees  in  other  groups  not  presently  covered.  Many  retired  Federal 
employees  and  others  now  qualify  for  coverage  based  on  a  minimal 
worktime  in  a  second  job.  This  results  in  a  windfall  of  benefits  which 
exceeds  in  most  cases  by  a  considerable  amount  the  contributions 
made.  This  comprises  a  significant  burden  on  the  program. 


495 

Nine,  financino;  the  social  security  system  by  the  application  of  funds 
from  the  general  revenues  should  be  avoided.  "\Ve  are  saying  we  do  not 
buy  the  concept  of  general  revenue  funding.  I  won't  i-ead  the  rest  of 
this.  However,  this  is  a  proposal  being  made  by  the  administration. 
In  recommendation  10 — and  we  have  heard  a  couple  opinions  on  this 
and  we  would  tend  to  support  this — if  there  is  a  dire  need  and  an  im- 
perative need  to  make  the  system  solvent,  we  would  concur  in  general 
revenue  funding  for  all  nonretirement  benefits. 

In  other  words,  those  that  apply  to  disability,  survivor,  medicare, 
medicaid.  This  would  tend  to  fall"  into  a  "welfare  class"  and  should 
be  treated  and  administered  as  such. 

So  what  we  are  saying  is  that  if  there  is  a  need  tO'  make  the  system 
solvent,  I  think  there  is  a  clear-cut  distinction  between  retirement  in- 
come and  welfare-type  programs  and  we  have  heard  a  lot  of  that  tes- 
timony today  also. 

We  are  supporting  the  concept  of  separation. 

In  terms  of  one  of  the  administration's  proposals,  we  do  not  favor 
the  shifting  of  funds  from  one  account  to  the  other  as  proposed  by  the 
administration.  Shifting  funds  from  one  account  to  another  has  his- 
torically led  to  budget  problems  for  the  local  and  national  govern- 
ments who  have  attempted  to  use  this  approach  as  a  solution  to 
financial  crises. 

Shifting  of  funds  would  also  tend  to  blur  the  costs  of  the  individual 
segments  of  the  existing  programs,  thus  making  it  more  difficult  to 
accurately  project  cost  increases  and  to  hold  the  proper  authorities 
accountable  for  the  distribution  of  funds. 

I  might  add  that  in  corporate  organizations  sometimes  they  tend  to 
do  this  and  eveiT  time  tliey  do  this  you  get  yourself  a  lot  of  trouble 
when  you  begin  to  try  to  shift  funds  to  compensate  for  inequities,  et 
cetera!  so  we  are  saying  we  do  not  accept  that  as  an  option  being  pd'o- 
posed  by  the  administration. 

Before  closing  we  would  like  to  also  briefly  conunent  on  recon-onen- 
dations  made  by  the  administration  Avhich  were  not  included  in  our 
recommendations. 

1.  The  restoration  of  the  OASDI  tax  rate  for  the  self-employed  to 
the  traditional  level  of  U/o  times  the  rate  for  employees. 

We  agree  with  this  recommendation. 

2.  The  institution  of  a  new  eligibility  test  to  determine  whether  or 
not  an  individual  may  receive  dependent's  benefits  to  confonn  to  Su- 
preme Court  decisions  regarding  equal  treatment  of  men  and  women. 

Based  on  the  Supreme  Court  decisions,  we  are  also  in  agreement 
with  this  recommendation. 

3.  The  temporary  use  of  countercyclical  general  revenues  to  be  de- 
posited in  the  OASDI  and  Hospital  Insurance  trust  funds. 

Once  again,  as  we  previously  stated,  we  do  not  support,  conceptu- 
ally the  use  of  general  revenues  for  specific  program  expenditures. 
However,  as  we  have  suggested,  as  a  last  resort,  the  use  of  general 
funds  nonretirement  benefits.  We  believe  this  recommendation  would 
supply  a  permanent  solution  to  the  problem  of  combining  welfare  pay- 
ments into  what  is  publicly  viewed  as  a  retirement  program. 

Althouo-h  the  administration  states  that  this  is  both  a  "temporary 
solution''  and  one  that  would  be  utilized  only  when  "unemployment  ex- 
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ceeded  6  percent,"  we  do  not  believe  that  this  proposal  would  really 
solve  the  problem. 

In  either  case,  the  use  of  general  revenues  will  increase  the  tax  bur- 
den on  all  citizens.  Therefore,  we  feel  that  welfare  programs  should  be 
funded  from  general  revenues  as  a  last  resort  instead  of  as  a  part  of 
the  social  security  system. 

In  conclusion,  we  realize  that  massive  changes  to  the  social  security 
system  cannot  be  implemented  at  one  point  in  time.  To  meet  our 
commitments  to  our  present  i-etirees  will  require  a  gradual  phasing  in 
of  many  of  the  needed  changes.  We  are  also  aware  of  the  political, 
social,  and  economic  jjroblems  involved  with  changes  of  this  nature. 
But  when  the  price  of  inaction  is  to  jeopardize  the  retirement  income 
of  most  Americans  and  to  threaiten  our  whole  economic  system,  we 
believe  that  action  must  be  tiaken  immediately  by  legislators  represent- 
ing business,  labor,  and  government  to  cooperate  in  adopting  the 
changes  needed  to  assure  the  integiity  of  the  Social  Security  system. 

ASPA  and  its  members  are  i-eady  to  do  whatever  we  can  to  con- 
tribute to  the  solution  of  our  present  social  security  problems. 

Thank  you  for  permitting  us  this  opportunity  to  testify  before  this 
committee. 

We  will  be  happy  to  answer  any  questions  you  may  have. 

[The  prepared  statement  follows :] 

Statement  of  Ronald  C.  Pilenzo,  Chairman,  National  Committee — Compen- 
sation AND  Benefits,  and  Member,  Board  of  Directors,  American  Society 
FOR  Personnel  Administration  (ASPA) 

Mr.  Chairman  and  members  of  the  subcommittee,  the  American  Society  for 
Personnel  Administration  (ASPA),  with  headquarters  in  Berea,  Ohio,  now  in 
its  28th  year,  is  a  world-wide  professional  organization  of  personnel  and  indus- 
trial relations  practitioners  in  business,  industry,  government  and  education. 
AVith  approximately  20,000  members  in  over  200  chapters  in  50  states,  ASPA 
also  serves  members  in  26  foreign  countries.  There  are  also  almost  100  student 
chapters  on  college  and  university  campuses  across  the  United  States. 

The  purpose  of  our  testimony  today  is  to  advise  the  Congress,  and  specifically, 
the  responsible  committees  within  the  legislature,  of  our  concern  over  the  exist- 
ing financial  state  of  the  Social  Security  system  and  the  significant  change  in 
direction  being  proposed  by  the  current  administration  and  some  leaders  in  Con- 
gress. Through  our  recommendations,  we  hope  to  alert  your  committee  to  the 
potential  dangers  which  exist  in  some  of  the  proposed  recommendations  and 
assist  you  in  developing  sound  concepts  and  fiscally  responsible  conclusions  in 
your  final  deliberations  in  this  matter. 

PREFACE 

The  20.000  members  of  ASPA  believe  that  our  current  system  for  providing 
human  dignity  in  retirement  through  adequate  retirement  income  must  be 
viewed  as  a  unified  whole,  with  Social  Security,  public  retirement  plans,  private 
retirement  plans,  and  the  financial  resources  of  individuals  each  serving  an 
important  role  in  meeting  the  needs  of  our  current  and  future  retirees. 

Congress  recently  completed  a  thorough  study  of  the  private  retirement  system, 
and  has  offered  encouragement  to  individuals,  through  establishment  of  Keogh 
Plans  and  IRA's,  to  make  individual  provisions  for  their  financial  requirements 
during  their  retirement  years. 

We  believe  that  it  is  now  time  to  .subject  the  Social  Security  system  to  the 
same  national  review  and  detailed  tyi>e  of  study  that  was  the  forerunner  of 
ERISA.  Only  through  a  total  and  thorough  review  can  the  necessary  changes 
.be  implemented  that  will  allow  the  Social  Security  system  to  continue  to  be 
the  cornerstone  of  the  total  retirement  system  needetl  to  provide  security  and 
dignity  in  retirement  for  our  citizens  who  have  contributed  a  working  lifetime 
to  our  society. 
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FACTS 

Based  on  reports,  studies  and  articles  by  the  Social  Security  Trustees,  Consult- 
ant Panel  on  Social  Security,  prominent  educators,  the  Chief  Actuarj-  of  the  Social 
Security  Administration,  the  ex-Secretary  of  the  Treasury,  expert  consultants, 
and  professional  groups,  it  has  become  apparent  that  tlie  Social  Security  system 
has  developed  both  short  and  long  term  problems  that  threaten  the  integrity  of 
the  system. 

There  are  minor  differences  in  the  estimates  and  assumptions  used  by  different 
individuals  and  study  groups,  but  all  agree  that  either  benefits  must  be  reduced 
and/or  increased  revenues  must  be  generated  in  order  to  solve  the  problems 
inherent  in  the  Social  Security  system. 

ASPA    POSITION 

Conceptual 

It  is  in  the  best  interest  of  the  United  States  of  America  to  maintain  a  multi- 
layered  system  of  providing  retirement  income  through  Social  Security,  public 
and  private  pension  plans,  and  the  financial  resources  of  the  individual. 

Social  Security  should  provide  a  retirement  income  base  only,  and  should 
not  be  allowed  limitless  expansion  which  in  itself  threatens  our  economic 
resources. 

Benefit  payments  must  be  a  function  of  the  premium  taxes  collected  and  the 
financial  resources  pledged  and  available  to  the  program  in  the  future. 

Long  term 

Benefits  should  be  allocated  in  relation  to  a  percentage  of  the  individual's 
final  average  salary,  and  that  replacement  ratio  should  be  retained  through 
post-retirement  increases  based  on  CPI  increases. 

Short  term 

The  Survivor's  and  Retirement  Trust  Fund  should  be  retained  and  made  fiscally 
sound. 

RECOMMENDATIONS 

Although  there  are  many  alternatives  available  to  correct  the  present  situation, 
they  all  require  increasing  the  tax  and/or  reducing  the  benefits.  We  ref;ognize 
that  some  are  more  palatable  than  others.  However,  it  is  important  to  note  that 
no  one  corrective  action  by  itself  can  solve  the  problems  of  the  program  and 
that  some  actions  which  might  be  taken  would  create  as  many  problems  as  they 
would  solve. 

The  following,  however,  are  recommended  actions  which,  in  our  opinion,  are 
both  reasonable  and  neces.sary  if  the  Social  Security  system  is  to  continue  as 
a  viable  program  to  serve  those  who  are  now  entering  the  workforce  and  will 
expect  to  retire  with  Social  Security  l)enefits  30  or  more  years  from  now. 

You  will  note  that  in  our  specific  recommendations  we  have  attempted  to 
incorporate  both  short  and  long  term  solutions.  This  was  done  deliberately  in 
order  to  avoid  a  "quick  fix"  remedial  set  of  actions  which  would  solve  today's 
problems  at  the  expense  of  longer,  more  lasting  solutions  which  we  feel  are 
vital  at  this  time.  To  avoid  the  difficult,  long  term  fl.scal  and  conceptual  problems 
will  do  nothing  more  than  relieve  ourselves  of  more  painful  decisions  which  will 
have  to  be  made  in  the  future.  Therefore,  we  strongly  advise  that  in  your  delibera- 
tions on  this  important  issue,  you  continue  to  focus  on  (1)  the  initial  concept 
and  purpose  of  the  Social  Security  system — which  we  heartily  support,  and 
(2)  the  potential  impact  of  dramatic  changes  and  shifts  away  from  the  current 
system  of  multilayered  retirement  income,  and  (3)  the  fiscal  responsibility  for 
maintaining  a  fair  and  equitable  .system  with  co-equal  partners  of  business,  labor, 
government  and  our  citizens. 

Recommendation  No.  1. — The  tax  rate  should  be  immediately  increased  by  .3 
percent  for  both  employers  and  employees.  With  the  resultant  increase  from  11.7 
percent  to  12.3  percent,  we  believe  that  the  additional  revenue  would  reestablish 
the  former  circumstances  w'here  premium  income  exceeded  benefit  payments. 

It  is  our  belief,  as  unpopular  as  it  may  be  to  various  groups,  that  an  immediate 
tax  rate  increase  is  in  order  as  an  initial  steji  required  to  bring  quick  and  expe- 
ditious relief  to  the  system.  Ba.sed  on  the  expert  predictions  of  the  state  of  the 
various  Social  Security  funds,  we  believe  an  immediate  increase  would  not  only 
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help  fiscally,  but  have  a  positive  psychological  impact  on  the  country  as  a  whole 
and  restore  confidence  in  the  system.  Although  opinions  vary  on  the  size  of  a 
potential  increase,  we  believe  a  .3  i)ercent  increase  is  sufficient  to  provide  the 
degree  of  relief  appropriate  at  this  time.  We  do  not  concur  in  the  Administra- 
tion's recommendation  to  delay  tax  increases  from  2011  to  1985  and  liH)0.  We 
believe  that  these  proposals  would  still  leave  a  deficit. 

Recommendation  No.  2. — We  recognize  that  the  employee's  contribution  to  So- 
cial Security  has  been  a  portion  of  employee  income  subject  to  income  tax.  That 
part  of  Social  Security  income  for  an  individual  which  could  not  be  attributed  to 
his  own  contribution  is  income  which  has  not  ever  been  subjected  to  income  tax. 

As  a  possible  means  of  developing  additional  revenues,  we  believe  that  a 
formula  could  be  devised  by  which  an  appropriate  tax  on  Social  Security  income 
could  be  levied.  This  could  be  established  in  such  a  way  that  such  a  tax  would 
not  have  adverse  impact  on  persons  with  income  at  the  lowest  end  of  the  scale. 
However,  many  persons  receiving  Social  Security  income  receive  this  as  a  sup- 
plement to  other  auequaie  lULomi'.  iheretore,  if  a  modest  tax  were  paid  on  this 
.supplemental  Social  Security  income,  and  earmarked  for  deposit  into  tlie  Social 
Security  Trust  Fund,  this  would  provide  additional  impact  toward  making  the 
total  program  viable. 

Although  this  recommendation  is  not  high  on  our  list  of  iwtential  solutions, 
we  are  keenly  aware  of  the  unpopular  nature  of  this  recommendation.  However, 
as  we  pointed  out  previously,  we  are  seeking  to  explore  all  possible  avenues  of 
potential  solutions  to  the  problem  and  offer  it  as  an  additional  approach  for 
your  consideration. 

Recommendation  No.  3. — Originally,  97  i>ercent  of  all  w^orkers  paid  Social 
Security  taxes  on  their  full  wages  ;  today,  only  85  percent  pay  on  their  full  wages. 
The  wage  base  should  be  gradually  increased  to  establish  a  90  i^ercent  ratio  of 
employees  contributing  on  their  full  wages.  This  will  immediately  generate  addi- 
tional premium  income  and  will  only  increase  future  liabilities  by  a  small  amount 
due  to  "decoupling''  and  establishing  replacement  ratios. 

Consistent  with  our  first  recommendation,  we  recommend  a  wage  base  increase 
for  both  employers  and  employees.  However,  we  note  that  the  administration's 
proposal  would  place  a  disproportionate  burden  on  employers,  with  gradual  re- 
moval of  the  ceiling  until  the  full  wage  base  is  taxable  in  1981.  We  wish  to  note 
here  our  objection  to  this  proposal  in  its  entirety,  from  both  a  fiscal  inequity 
jjoint  of  view  as  well  as  its  departure  from  the  current  concept  of  equal  sharing. 
Additionally,  we  believe  that  a  gradual  restoration  of  a  90  percent  participation 
ratio  is  our  minimum  expectation.  We  believe  this  is  an  important  objective  which 
should  be  incorporated  in  any  wage  base  proposal. 

Recommendation  No.  4- — Correct  the  present  method  of  indexing  benefits.  The 
benefit  formula  introduced  in  1972  should  be  "decoupled"  to  avoid  the  erratic  and 
irresponsible  increases  in  benefits  this  causes.  Congress  has  been  aware  of  the 
need  for  this  but  has  not  acted  to  make  the  necessary  correction.  It  has  been 
suggested  that  the  system  be  modified  so  as  to  maintain  a  planned,  constant  and 
predictable  relationship  between  benefit  levels  and  preretirement  earnings  on 
which  the  benefits  are  based.  Modifications  of  the  benefit  structure  in  this  way 
holds  a  great  deal  of  promise  for  helping  to  deal  with  the  long  range  financial 
deficit  in  the  program. 

"Decoupling"  would  require  redesigning  the  "automatic  increase"  provision  to 
eliminate  the  double-barreled  effect.  This  could  be  done  by  keeping  the  CPI  in- 
creases for  benefits  after  retirement,  but  by  changing  increasing  benefits  before 
retirement  only  in  proportion  to  changes  in  covered  wages  over  one's  career :  or 
by  allowing  post-retirement  benefit  increases  based  on  productivity  increases 
(wage  increase  minus  price  increase)  instead  of  CPI  increases;  or  by  establish- 
ing a  maximum  post-retirement  increase,  i.e.,  equivalent  to  replacement  ratio ;  or 
by  eliminating  this  provision  totally  and  asking  the  Trustees  to  review  ix)ssible 
jjost-retirement  increases  each  two  years  and  make  recommendations  to  Congress. 

Our  recommendation  tor  decoupling  supports  the  proposal  made  by  the  ad- 
ministration in  this  area. 

Recommendation  No.  5. — The  present  replacement  ratio  of  benefits  to  taxable 
wages  is  approximately  60  percent  for  low-income,  40  percent  for  middle-income 
and  30  percent  for  high-income.  By  establishing  the  present  ratio  as  a  maximum 
post-retirement  benefit,  we  would  simplify  communications  and  calculations  re- 
lated to  individuals'  retirement  planning  and  avoid  the  projected  long-term  pos- 
sibility of  benefits  exceeding  100  percent  of  post-retirement  income. 

Recommendation  No.  6. — The  normal  retirement  age  could  be  increased  to  Q7 
or  68.  This  would  force  better  utilization  of  one  of  our  country's  greatest  assets — 
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experience — while  having  a  very  positive  impact  on  the  cost  problem  of  our  Social 
Security  system. 

By  implementing  this  change,  30  to  40  years  from  now,  it  could  always  be 
canceled  if  demographics  and/or  funding  changes  allowed. 

Recommendation  No.  7. — Requiring  a  study  of  the  actuarial  assumptions  and 
projections  every  five  years  and  the  formal  reporting  of  the  study  results  to 
Congress  would  prevent  sudden  "surprises"  such  as  we've  recently  experienced. 

Recommendation  Xo.  S. — Coverage  should  be  required  of  all  federal  employees 
and  employees  in  other  groups  not  presently  covered.  ]\Iany  retired  federal  em- 
ployees and  others  now  qualify  for  coverage  based  on  a  minimal  worktime  in  a 
second  job.  This  results  in  a  windfall  of  benefits  which  exceeds  in  most  cases  by 
a  considerable  amount  the  contributions  made.  This  comprises  a  significant 
burden  on  the  program. 

Recommendation  No.  9. — Financing  the  Social  Security  system  by  the  applica- 
tion of  funds  from  the  general  revenues  should  be  avoided.  Costs  of  the  program 
should  be  borne  by  workers  in  covered  employment.  The  application  of  universal 
coverage  would  reduce  the  tendency  if  large  segments  of  the  population  to  receive 
a  windfall  in  benefits.  Benefits  should  remain  on  an  earnings  related  basis,  and 
elements  should  not  be  built  into  the  program  which  would  move  it  in  the  direc- 
tion of  becoming  simply  another  welfare  program.  Also,  it  should  not  be  subject 
to  budgetary  delays  and  pressures  which  are  experienced  by  programs  which 
are  supported  from  the  general  revenues. 

Recommendation  No.  JO. — Although  we  are  against  the  concept  of  funding  from 
general  revenues,  if  it  is  determined  that  it  is  absolutely  imperative  for  the 
solvency  of  the  system,  we  recommend  that  all  non-retirement  benefits  be  funded 
from  general  revenues,  such  as  disability,  survivor.  Medicare,  Medicaid,  and 
supplemental  income  benefits.  These  tend  to  fall  more  into  a  "welfare  classifica- 
tion" and  should  be  treated  and  administered  as  such. 

Additionally,  we  are  not  in  favor  of  shifting  funds  from  one  accoinit  to  another 
as  proposed  by  the  Administration.  Shifting  funds  from  one  account  to  another 
has  historically  led  to  budget  problems  for  the  local  and  national  governments 
who  have  attempted  to  u.se  this  approach  as  a  solution  to  financial  crises.  Shifting 
of  funds  would  also  tend  to  blur  the  costs  of  the  individual  segments  of  the 
existing  programs,  thus  making  it  more  difficult  to  accurately  project  cost  in- 
creases and  to  hold  the  proper  authorities  accountable  for  the  distribution  of 
funds. 

Before  closing,  we  would  also  like  to  briefly  comment  on  recommendations 
made  by  the  Administration  which  were  not  included  in  our  recommendations. 

1.  Tlie  restoration  of  the  OASDI  tax  rate  for  the  self-employed  to  the  tra- 
ditional level  of  one  and  one-half  times  the  rate  for  employees. 

We  fully  agree  with  this  recommendation.  '    ~  ■?• 

2.  The  institution  of  a  new  eligibility  test  to  determine  whether  or  not  an 
individual  may  receive  dependent's  benefits  to  conform  to  Supreme  Court  De- 
cisions regarding  equal  treatment  of  men  and  women. 

Based  on  the  Supreme  Court  decisions,  we  are  in  agreement  with  this  recom- 
mendation. 

3.  The  temporary  use  of  counter-cyclical  general  revenues  to  be  dei)osited  in 
the  OASDI  and  Hospital  Insurance  trust  funds. 

Once  again,  as  we  have  previously  stated,  we  do  not  support  conceptually  the 
use  of  general  revenues  for  specific  program  expenditures.  However,  we  have 
suggested,  as  a  last  resort,  the  use  of  general  funds  for  non-retirement  benefits. 
We  believe  this  recommendation  would  supply  a  permanent  solution  to  the 
problem  of  combining  welfare  payments  into  what  is  publicly  viewed  as  a  re- 
tirement program.  Although  the  Administration  states  that  this  is  both  a  "tem- 
porary solution"  and  one  that  would  be  utilized  only  when  "unemployment 
exceeded  6  percent",  we  do  not  believe  that  this  proposal  would  really  solve  the 
problem.  In  either  case,  the  use  of  general  revenues  will  increase  the  tax  burden 
on  all  citizens.  Therefore,  we  feel  that  welfare  programs  should  be  funded  from 
general  revenues  instead  of  as  a  part  of  the  Social  Security  system. 

CONCLUSION 

W^e  realize  that  massive  changes  to  the  Social  Security  system  cannot  be  imple- 
mented at  one  point  in  time.  To  meet  our  commitments  to  our  present  retirees  will 
require  a  gradual  phasing  in  of  many  of  the  needed  changes.  We  are  also  aware 
of  the  iwlitical,  social  and  economic  problems  involved  with  changes  of  this, 
nature.  But  when  the  price  of  inaction  is  to  jeopardize  the  retirement  income  of 


500 

most  Americans  and  to  threaten  our  whole  economic  system,  we  believe  that  aC' 
tion  must  be  taken  immediately  l)y  legislators  and  concerned  citizens.  We  believe 
this  will  require  responsible  leaders  representing  business,  labor  and  government 
to  cooperate  in  adopting  the  changes  needed  to  assure  the  integrity  of  the  Social 
Security  system.  ASPA  and  its  memljers  are  ready  to  do  whatever  we  can  to 
contribute  to  the  solution  of  our  present  Social  Security  problems. 

Thank  you  for  permitting  us  this  opportunity  to  testify  before  this  committee. 

Mr.  Jacobs.  Thank  you,  sir. 

Mr.  Gephardt  ? 

Mr.  Gephardt.  Yes;  I  like  recommendation  10.  I  agree  with  that. 
One  I  have  trouble  with  is  recommendation  2.  At  the  end  you  say  that 
it  is  not  high  on  your  list. 

Mr.  PiLEXzo.  iRight. 

Mr.  Gephardt.  Are  you  saying  that  we  can  get  more  money  in  if  we 
taxed  the  benefits  differently  than  they  would  now  be  taxed. 

Mr,  PiLENZO.  You  want  to  respond  to  that  ? 

Mr.  ScHULZE.  The  prior  person  that  presented  the  data  gave  exam- 
ples of  taking  projections  40  years  in  the  future  and  what  can  roll  up.  I 
submit  that  if  you  want  to  find  out  what  your  benefits  are,  you  work 
from  40  years  in  the  past  forward,  or  start  from  1937,  taking  the  contri- 
butions, make  any  assumption  you  consider  reasonable  on  income  and 
you  will  find  out  that  the  benefits  being  paid  out  are  many  times  what 
has  been  earned. 

I  realize  conceptually  it  is  not  a  funded  fund  but  no  matter  how  you 
cut  it  we  are  paying  out  way  more  than  that  paid  in  by  the  contribu- 
tions of  the  employer  and  employee.  You  can  figure  it  out  actuarily. 
You  can  apply  the  passbook  interest.  You  can  do  it  with  computers. 
We  have  a  data  base  covering  all  the  social  security  base  earnings  for 
all  people  in  the  social  security  svstem  anyway.  You  then  all  would 
have  to  convert  back  to  the,  you  might  say,  earned  benefit  even  though 
it  is  a  bogey,  you  will  have  an  excess  amount  being  paid  out  in  all  cases. 

The  only  loser  in  the  present  svstem  is  the  person  that  dies  while 
single,  either  that  or  dies  2  years  into  retirement  and  is  single.  That 
excess  has  never  been  taxed  anywhere.  And  we  don't  see  anything 
Avrong  with  taxing  that  particularly  if  that  is  generating  revenues  for 
the  svstem  itself  any  more  than  we  would  say  tax  additional  earnings 
for  the  retired. 

Mr.  Gephardt.  So  that  when  the  person  runs  beyond  what  he  has 
contributed  you  would  start  taxing? 

Mr.  ScHULZE.  No;  not  taxed,  it  would  be  a  computed  earned  benefit. 
You  have  the  dual  contributions  and  you  know  those,  and  you  can 
compute  an  earned  benefit  based  on  those  contributions. 

Take  a  person  that 

Mr.  Gephardt.  So  what  do  you  tax  ? 

Mr.  ScHULZE.  A  person  reaching  65  would  have  approximately 
$12,000  in  contributions  starting  from  1937  to  present,  maximum 
earner  all  the  way.  You  match  that  with  alx)ut  $12,000 — exctise  me, 
about  $6,000  of  each,  employer  and  emplovee  for  $12,000  with  yours. 

If  vou  take  a  normal  passbook  earnings  over  that  period  of  time, 
your  $12,000  becomes  around  $35,000  to  $40,000— no,  it  wouldn't  be 
that,  it  would  be  about  $18,000. 

Now  we  have  converted  this  at  work,  w^e  have  done  the  example  and 
I  have  the  examples  if  you  need  them,  it  comes  out  in  about  3  years 
you  have  used  up  all  of  what  has  been  earned. 
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So  anyt^iing  you  live  beyond  3  years — 14  years  that  means  11  years 
3^on  are  ridine;  on  nnearned.  untaxed  income.  In  a  funded  plan  you 
would  not  be  allowed  to  do  that.  You  woidd  ;Qret  what  you  earned. 
Why  are  you  allowed  to  work  off  this  imaginary  income? 

Mr.  Gephardt.  In  a  funded  plan  you  could  get  more  than  you  put 
in  or  more  than  you  earned  because  it  is  based  on  actuarial  tables.  If 
you  beat  those  tables.  I  assume  you  get  money  that  you  don't  earn. 

Mr.  ScHULz?:.  Certainly  and,  yes,  in  an  individual  case. 

Mr.  Gephardt.  In  a  private  retirement  system  we  don't  tax  those 
earnings  until  it  comes  out  in  the  form  of  benefits.  What  you  are  say- 
ing is  that  we  ought  to  do  the  same  with  social  security.  I  take  it. 

Mr.  ScHULZE.  Yes. 

Mr.  Gephardt.  OK. 

Mr.  Pickle.  That  is  what  I  take  that  to  mean,  much  the  same  retire- 
ment annuity. 

Mr.  Jacobs.  Mr.  Pickle. 

Mr.  Pickle.  I  was  glad  to  see  your  recommendations,  I  suppose  par- 
tially because  I  agree  with  most  of  them.  [Laughter.] 

Mr,  PiLEXzo.  That's  nice  to  know. 

Mr.  Pickle.  I  think  it  is  good  that  we  consider  one  variation  that 
you  have  about  the  general  revenue  or  countercyclical  moneys  being 
paid  for  on  nonretirement  benefits.  That  may  be  a  possible  thing 
for  us  to  consider. 

The  only  thing  that  bothers  me  is  the  basis  of  your  recommenda- 
tions. You  would  increase  tlie  tax  three-tenths  percent.  That  may  be 
the  difficult  thing  to  advance. 

Mr.  Pilexzo.  Right. 

Mr.  Pickle.  Do  you  think  we  will  reach  a  limit  in  which  we  can 
tax  employers  and  employees  ?  Are  we  reaching  the  point  now  of  maxi- 
mum tax  if  we  add  three-tenths?  Do  vou  think  we  could  keep  on  going 
in  this  field  by  going  up  and  up  because  this  is  the  same  approach  we 
have  generally  used  in  the  past  ? 

Some  will  say  we  have  gotten  in  trouble  because  we  used  that  ap- 
proach. 

Mr.  Pilexzo.  Right. 

Mr.  Pickle.  Are  we  now  reaching  a  point  of  saturation  ? 

Mr.  Pilexzo.  I  don't  think  we  have  any  more  so  than  we  are  mak- 
ing proiections  into  the  year  2050  and  we  are  assmning  that  with  cer- 
tain inflationary  factors  involved,  I  guess  in  answer  to  your  question. 
Congressman,  I  don't  think  we  have  reached  it  yet. 

I  think  the  thing  we  are  trying  to  get  across  here  and  communicate 
is  that  we  do  not  feel  that  we  should  begin  to  change  the  concept  of 
what  social  security  is. 

Mr.  Pickle.  Have  you  ever  run  for  sheriff  ? 

Mr.  Pilexzo.  Xo. 

Mr.  Pickle.  Or  elective  office  ? 

Mr.  Pilexzo.  No. 

Mr.  Pickle.  You  may  be  right  but  if  you  went  home  you  wouldn't 
have  the  same  reaction  with  a  lot  of  people  that  you  are  telling  us.  I  am 
sure  you  realize  that.  Yet  we  have  to  do  the  responsible  thing. 

Mr.  Pilexzo.  That's  right. 

Mr.  Pickle.  That's  what  counts,  basically. 

Mr.  Pilexzo.  I  agree.  It  is  even  more  difficult  for  businesspeople  to 
sit  down  and  say,  yes,  we  do  encourage  you  to  increase  taxes.  I  appre- 
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ciate  that.  What  we  are  saying  is,  try  to  be  objective  about  what  is 
needed  to  make  the  system  solvent  and  maintain  the  integrity  of  the 
system.  We  see  no  real  advantage  to  waiting  for  a  tax  increase  3  or  4 
years  from  now. 

I  think  you  need  to  do  it  now  and  also  I  think  there  is  a  great  psy- 
chological advantage  to  doing  it  now  because  just  to  share  my  feelings 
and  in  talking  to  people  that  I  know,  I  think  there  is  a  great  concern 
in  America  today  about  the  solvency  of  the  social  security  system. 

Mr.  Pickle.  There  is  more  concern,  in  my  opinion,  about  the  energy 
question. 

Mr.  PiLENzo.  Exactly.  In  various  populations,  yes;  but  what  I  am 
saying  is,  just  for  example,  I  saw  a  film  recently  in  which  several 
young  people  were  dialoging  and  one  of  them  said,  a  15  or  18-year-old 
person  said,  "I  don't  like  social  security;  I  don't  trust  it.  I  know  when 
I  retire  there  will  be  nothing  in  it  for  me." 

I  think  that  kind  of  characterizes  the  feeling,  particularly  of  young 
people.  I  think  older  people  are  also  concerned  about  whether  or  not 
benefits  will  continue  to  be  there.  All  I  am  saying  is  there  is  an  unrest 
out  there  about  whether  the  system  is  viable  and  there  are  controver- 
sies, et  cetera. 

All  we  tried  to  do,  after  a  long  series  of  deliberations,  in  developing 
this  paper,  was  to  array  a  series  of  options  and  we  don't  believe  for  1 
minute  that  all  10  of  those  recommendations  will  ever  be  accepted.  But 
we  think  they  rauffe  from  long  and  short  term  solutions  that  should 
be  carefully  considered  as,  for  example,  the  last  testimony  prior  to, 
the  one  before  ours,  where  the  same  kinds  of  concerns  were  expressed. 

The  professor  from  Harvard  said  let's  look  at  the  long-term  solu- 
tions, let's  not  put  the  quick  fix  in  which  is,  "let's  decouple.''  Let's 
not  put  in  a  copule  cosmetic  changes  and  in  2  or  3  years  take  a  look 
at  it  again. 

We  think  that  you  should  take  a  look  at  it  in  its  entirety  now. 

Mr.  Pickle.  I  think  you  have  stated  it  well. 

Thank  you  very  much. 

Mr.  Jacobs.  It  just  occurred  to  me  that  maybe  that  young  person 
subscribed  to  the  notion  that  you  shouldn't  trust  anyone  or  anything 
over  30. 

Mr.  PiLENzo.  Possibly^ 

Mr.  Jacobs.  We  are  grateful  to  you,  gentlemen,  for  your  contribu- 
tion and  your  neck-and-neck  with  Rhoda  and  it  will  take  me  a  long 
time  to  decide  who  won. 

Mr.  PiLENzo.  Let  me  know,  will  you  ? 

Mr.  Jacobs.  The  next  witness  is  INIr.  Jack  E.  Bobo,  president-elect 
of  the  National  Association  of  Life  Underwriters. 

STATEMENT  OF  JACK  E.  BOBO,  PRESIDENT-ELECT.  NATIONAL  ASSO- 
CIATION OP  LIFE  UNDERWRITERS,  ACCOMPANIED  BY  MICHAEL 
KERLEY,  WASHINGTON  COUNSEL 

Mr.  BoBO.  Thank  you.  Mr.  Chairman. 

Mr.  Jacobs.  Welcome  to  the  committee.  You  know  our  procedure  so 
far  as  formal  statements,  summarize  if  you  care  to. 

INIr.  Bobo.  Yes,  sir.  For  the  record  I  am  Jack  Bobo,  and  I  am  a  life 
underwriter  working  in  Phoenix,  Ariz.,  and  I  appear  here  today  rep- 
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resenting  the  National  Association  of  Life  Underwriters  as  its  presi- 
dent-elect. I  am  accompanied  by  one  of  our  Washington  staff,  Mr. 
Mike  Kerley,  who  is  counsel  for  social  security  matters. 

By  way  of  introduction,  the  National  Association  of  Life  Under- 
writers is  a  Washington-based  trade  association  with  approximately 
135,000  members.  We  are,  incidentally,  the  folks  who  talk  to  the  public 
about  the  concepts  of  risk-sharing  which  you  made  reference  to  prior 
to  our  lunch  break.  And  I  want  to  make  the  distinction  betw^een  our 
organization  and  that  which  speaks  for  the  companies. 

I  speak  for  the  agents,  general  managers  and  general  agents  operat- 
ing in  every  city  and  town  in  the  L^^nited  States.  We  are  basically  a 
small  business  concern  and  we  are  the  ones  who  deal  with  the  public  in 
marketing  and  servicing  of  life  and  health  insurance  products. 

I  would  like  to  capsulize  the  statement  and  I  will  try  to  track  it  as 
closely  as  possible,  but  I  think  it  would  be  helpful  to  the  committee 
in  terms  of  developing  the  context  out  of  which  we  speak  if  I  just  for 
a  second  talk  about  perspectives  from  which  we  make  our  judgments. 

We  are  the  largest  group  of  professionals  in  the  country  who  speak 
to  the  people  about  social  security  benefits  on  a  one-to-one  basis.  We 
tie  together  social  security  benefits,  personal  insurance,  and  company 
initiatives  and  discuss  them  in  a  positive  way  similar  to  the  way  social 
security  is  explained  by  the  Social  Security  Administration.  We  like 
to  think  that  we  are  very  supportive  of  the  system  because  of  the  dis- 
semination of  this  information  and  we  feel  somewhat  responsible  for 
the  tolerance  to  the  taxes  that  currently  people  pay  for  social  security 
programs. 

We  are  concerned,  of  course,  with  the  short-run  problems  and  we 
have  always  supported  the  pay-as-you-go  payroll  tax  as  the  best  mech- 
anism, the  best  solution  for  the  financing  of  the  system,  and  we  still 
believe  that  to  be  the  best  solution  for  the  current  short-range 
problems.  ' 

We  are  mindful  of  the  opposition  to  this  approach,  and  have  heard 
all  of  the  arguments  in  opposition  to  this.  We  still  feel  that  it  is  the 
only  visible  mechanism  for  financing  the  benefit.  We  feel  this  is 
tremendously  important  in  terms  of  curbing  the  public's  appetite  for 
benefits  and  also  for  easing  the  pressure  on  Congress  for  the  unwise 
expansion  of  the  progTam  from  time  to  time. 

We  particularly  think  that  this  is  important  at  this  time  in  terms 
of  visibility  to  quiet  the  critics  who  are  impairing  the  credibility  of 
the  system  and  bringing  about  this  general  lack  of  confidence  that  was 
referred  to  by  the  previous  witness. 

When  best-selling  books  openly  and  blatantly  refer  to  the  system 
as  the  "felony  fund,"  and  when  prominent  economists  refer  to  it  as 
a  chain-letter  type  of  operation,  w^e  think  that  whatever  solution 
comes  forward  must  be  highly  visible.  W^e  have  not  participated  in 
such  extravagances  and  we  have  attempted  to  be  sensitive  to  the  real 
problems  and  not  the  mythological  problems  of  the  system. 

In  response  to  that,  as  far  as  the  opposition  to  the  rise  in  payroll 
tax,  the  only  argument  that  we  feel  that  has  some  merit  at  all  would  be 
that  the  tax  is  regressive  when  taken  separately.  We  don't  feel  that 
the  system  is  necessarily  regressive  when  taken  as  a  whole,  but  the 
tax  itself  can  probably  rightly  be  construed  as  a  regressive  tax. 

94-325—77 — —33 
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On  page  6  of  our  testimony  we  are  proposing  as  an  innovation  into 
the  tax  system  a  graded  tax  on  the  employees'  side  of  the  contribution, 
recognizing  tliat  the  principal  objection  to  raising  the  payroll  tax  is 
the  effect  it  would  have  on  the  low  wage-earner.  We  would  suggest  no 
tax  increase  on  the  first  $4,000  of  income  and  in  grades  go  up  within 
the  tax  base  up  to  the  present  wage  base  maximum. 

In  numbers,  this  would  amomit  to  an  increase  in  the  very  low  scale 
of  zero,  and  up  to  a  little  over  one-half  of  1  percent  to  the  upper  wage 
earner  within  the  wage  base.  In  dollars  and  cents  it  would  amomit  to 
zero  increase  to  the  low  wage  earner  and  a  maximum  of  $91  at  the 
upper  end  of  the  income  scale. 

The  regressive  argument  is  not  valid  insofar  as  the  employer  is 
concerned  and  we  would  advocate  a  level  increase  matching  that  of  the 
employees.  This  w^ould  produce  an  overall  increase  in  tax  of  1  percent, 
which  we  feel  would  be  adequate  to  solve  the  current  short-range 
problems  and  would  be  shared  virtually  equally  by  the  employer  and 
the  employee,  but  it  would  be  done  on  a  basis  of  perhaps  that  which 
attacks  the  regressive  argument. 

The  point  we  would  like  to  make  with  respect  to  this  is  that  all  of 
the  proposals  we  have  heard  to  raise  money  have,  whether  it  be  raising 
the  wage  base,  taking  money  out  of  the  general  fund  or  creating  a 
new  value-added  tax  on  consumption — all  of  them  in  one  way  or  otlier 
attempt  to  shift  the  cost  upward,  and  we  feel  that  adding  a  progressive 
tax  does  this  simply.  It  is  forthright,  it  is  highly  visible  and  would 
not  entail  the  putting  into  place  of  a  new  tax  structure,  and  we  feel 
that  this  could  be  done  less  comprehensively  than  any  other  system  of 
shifting  the  cost  up. 

We  particularly  feel  that  raising  the  wage  base  would  be  the  least 
prudent  of  all  proj^osals  being  put  forth.  We  would  certainly  acknowl- 
edge that  it  would  produce  current  cash  flow,  but  we  anticipate  the 
problems  down  tlie  road  would  more  than  offset  whatever  temporary 
advantage  would  be  gained.  Raising  the  wage  base  is  already  having  a 
devastating  effect  on  private  pension  plans,  on  private  savings,  and 
private  initiative  and  ultimately  will  have  an  important  impact  on  the 
capital  formation  in  the  private  sector.  So  raising  the  wage  base 
futrher,  we  feel,  would  be — continue  to  be— devastating  in  that  area. 

We  also  oppose  the  use  of  general  funds  for  this  pur]vose  even  on 
the  limited  basis  that  has  been  offered  bv  the  administration.  I  won't 
plow  the  grou.nd  that  has  been  plowed  so  many  times  here  today, 
but  basically  we  feel  that  it  is  a  dangerous  first  step.  It  exposes  the 
system's  credibilitv,  it  tends  to  associate  the  l^enefits  from  social  secu- 
rity with  the  deficits  that  sometimes  characterize  the  annual  budget. 

We  are  particularly  concerned  that  it  is  not  even  equitable.  IMuch  has 
been  made  of  the  fact  that  the  tax  on  payroll  is  reofressiye  in  the  sense 
that  people  who  don't  pay  as  much  income  tax  as  they  might  be  paying 
in  as  social  security  tax.  That  is  not  necessarily  a  phenomenon  that 
is  limited  to  low-income  persons.  There  are  a  lot  of  people  in  high- 
income  brackets  who  don't  pay  income  taxes.  So  to  shift  the  cost  to 
the  general  fund  woul  d  let  those  people  off  scot  free. 

We  feel  that  equity  is  best  served  at  the  payroll  tax  level.  We 
believe  that  stepping  toward  the  general  fund  endangers  future  bene- 
fits in  the  sense  that  it  always  exposes  social  security  payments  to  other 
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pressures  of  the  budget.  It  becomes  an  annual  decision.  Preparing  for 
retirement  is  a  lifetime  system  of  planning.  It  is  very  difficult  in  re- 
tirement planning  to  accommodate  any  shifts  or  changes  in  attitudes 
in  Congress  that  might  be  the  result  of  future  pressures. 

In  terms  of  long-range  problems  we  are  in  general  agreement  with 
virtually  everything  that  has  been  said  in  terms  of  supporting  de- 
couj^ling.  We  do  feel  that  the  decoupling  formula  shoulcl  be  attached 
to  the  indexing  of  wages,  wages  being  a  more  stable  indicator  than 
prices.  It  would  produce  more  stability,  again  feeling  that  stability  is 
the  most  important  part  of  the  planning  for  future  income. 

It  also  produces  a  replacement  ratio  a  little  bit  higher  than  if  you 
index  with  prices.  Others  more  expert  than  we  have  testified  on  this. 
But,  of  all  the  proposals  that  vre  have  seen  that  most  closely  parallel 
our  thinking  would  be  the  one  which  was  submitted  by  Prof.  Robert  J. 
Myers  in  his  testimony,  and  we  would  add  our  support  to  that. 

With  respect  to  other  matters,  again  our  feelings  closely  track 
those  of  others  who  have  spoken  here  todaT\  We  support  tlie  idea  of 
the  self-employment  tax  going  back  to  114  times  the  employee  tax. 
We  very  much  oppose  the  shift  of  hospital  insurance  trust  funds 
into  the  OASDI.  Health  care  is  probablv  one  of  the  most  volatile 
segments  of  our  economy  today  and  to  be  taking  money  out  of  a  hospital 
trust  fund,  even  though  it  may  appear  to  be  in  good  shape  today, 
would  be  imprudent  until  such  time  as  hospital  costs  were  brought 
more  into  line  with  expectations. 

We  certainly  do  support  the  administration's  dependency  test.  We 
think  it  establishes  equity  without  overburdening  the  system. 

In  closing,  the  private  pension  and  insurance  businesses  have  an 
axiom  that  we  think  is  important.  That  is.  the  most  important  question 
about  future  income  is,  "Will  it  be  there?"  The  second  most  important 
thing  is,  "How  much  ?" 

We  have  observed  over  the  years  that  those  people  and  those  com- 
panies that  generally  get  into  trouble  do  so  because  they  get  these 
two  questions  reversed.  We  feel  that  not  meeting  social  security  fi- 
nancing problems  headon  and  dealing  with  them  in  a  constructive 
and  highly  visible  way  tend  to  sacrifice  that  first  principle. 

The  National  Association  of  Life  Underwriters  and  its  members 
represent  an  enormous  force  for  positive  dissemination  of  information 
to  the  public  of  a  favorable  nature  and  we  would  like  to  continue  to 
do  so  with  confidence.  We  wish  you  luck  in  solving  this  very  serious 
problem. 

Thank  you  very  much, 

[The  prepared  statement  follows :] 

Peepared  Statement  of  Jack  E.  Bobo,  PREsroENT-ELECT,  National  Association 

OF  Life  Underwriters 

INTRODUCTION 

Mr.  Ohairman  and  members  of  the  Committee,  my  name  is  Jack  E.  Bobo.  I  am 
a  practicing  life  underwriter  in  Phoenix,  Arizona,  but  appear  today  in  my  ca- 
pacity as  President-Elect  of  The  National  Association  of  Life  Underwriters 
(NALU)  and  Chairman  of  its  Committee  on  Federal  Law  and  Legislation. 

The.se  hearings  have  been  called  to  receive  testimony  on  one  of  the  critical 
issues  of  our  time — the  present  and  future  financial  condition  of  the  Old-Age, 
Survivors  and  Disability  Insurance  (OASDI)  system,  NALU  thanks  the  Com- 
mittee for  the  opportunity  to  present  its  views. 
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NALU  is  a  Washington  based  trade  association  representing  approximately 
130  000  life  and  bealtli  insurance  field  sales  representatives  who  do  business  in 
virtually  every  community  in  the  United  States.  Since  the  inception  of  the  Social 
Security  program,  life  underwriters  have  been  a  primary  source  of  information 
for  the  public  on  what  Social  Security  means  to  individuals  and  famihes  in 
terms  of  their  financial  security.  ,.,         ^  i     ■„^^^„ 

An  analvsis  of  an  individual's  need  for  life  insurance  frequently  and  logically 
builds  upon  the  foundation  established  by  Social  Security.  Through  an  analytical 
nrocess  designed  to  establish  an  individual's  financial  security  needs,  a  hfe 
underwriter  explains  the  very  important  role  that  Social  Security  plays  m  the 
lives  of  almost  every  American.  And,  the  people  to  whom  life  underwriters  talk 
are  not  usually  the 'individuals  who  are  receiving  benefits,  but  are  the  persons 
paving  the  taxes  to  finance  those  benefits.  The  present  generation  of  workers— 
the  payors  if  vou  will— must  thoroughly  understand  Social  Security  and 
support  it  or  its  future  will  be  in  jeopardy.  Life  mderwriters  have  been  m  the 
past  and  are  presently  a  primary  source  for  building  this  understanding  and 

^"is^^an  Association,  NALU  has  consistently  supported  a  sound  Social  Security 
program  based  uiwn  the  concept  that  Social  Security  should  provide  a  basic  floor 
of  protection  for  covered  individuals.  The  basic  floor  of  protection  concept,  as  we 
view  it,  means  that  Social  Security  should  make  sure  the  basic  necessities  of  life 
will  be  within  the  financial  reach  of  average  individuals  and  families  covered 
under  the  program,  leaving  to  those  individuals  and  families  the  opportunity,  the 
incentive,  and  the  means  to  add  additional  security  by  their  own  initiative.  ^ALU 
has  thus  always  warned  against  proposals  to  expand  the  program  beyond  this 
'slTiiMc  floor  of  protection  concept.  .      .^       .,  ..i  k  c-r. 

It  seems  clear  that  a  program  which  provides  significantly  more  than  a  basic 
floor  of  protection  would  require  concomitant  funding  and  thereby  run  the  risk 
of  becoming  ever  more  financially  onerous  to  the  segment  of  the  population 
which  is  charged  with  the  responsibility  of  paying  for  it.  NALU  beheves  that  the 
recent  rash  of  magazine  and  newspaper  articles  dealing  with  the  future  of  Social 
Security  foretells  a  growing  awareness  on  the  part  of  taxpayers  as  to  the  alarm- 
ing portion  of  their  current  income  that  goes  to  finance  Social  Security  benefits 
The  taxpayers  are  concerned,  and.  unless  the  present  law  is  changed,  Social 
Security  will  require  even  larger  proportionate  amounts  of  worker's  income  m 
the  future.  As  NALU  has  said  many  times  before.  Social  Security  is  not  a 
"magical  machine"  into  which  one  can  constantly  put  $1  in  taxes  and  expect  to 
get  $10  in  benefits  out  the  other  end.  ,      ,   ^    ^  •  ,    4.  u^^^^■^ 

We  believe  that  now  is  the  time  to  bring  the  system  back  to  financial  stability. 
While  this  step  mav  be  difficult,  it  must  be  taken.  Too  much  time  has  already  been 
wasted  in  the  vain  hope  that  the  problem  will  rectify  itself.  The  fact  is  that  the 
trust  funds  from  which  retirement,  survivor,  and  disability  benefits  are  paid  are 
running  out  of  monev.  We  have  already  delayed  to  the  point  where  there  is  some 
question  whether  corrective  measures  can  take  meaningful  effect  before  the  Dis- 
abiUty  Insurance  Trust  Fund  is  depleted.  Congress  should  act  before  the  end  ot 
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The  nature  of  the  short  term  financial  problems  besetting  Social  Security  and 
the  prospects  of  even  more  severe  problems  in  the  future  have  been  ably  explored 
and  documented  by  the  various  experts  who  have  already  appeared  before  this 
Committee.  It  is  really  not  necessary  to  go  over  this  ground  again  and  so  we  will 
not  attempt  to  do  so  here.  In  the  balance  of  this  statement,  therefore,  NALU  will 
present  its  ideas  on  how  these  short  and  long  term  problems  might  be  solved 
without  tearing  apart  the  fabric  of  the  Social  Security  program— or  bankrupting 

^In  presenting  NALU's  point  of  view,  we  will  also  comment  on  some  of  the  other 
proposals  put  forward  to  shore  up  the  system,  most  notably  the  package  as- 
sembled by  the  Administration  which  was  recently  embodied  in  H.R.  8218,  intio- 
duced  by  Rep.  James  Burke,  Chaii-man  of  the  House  Subcommittee  on  Social 
Security. 

TAX    BATE    INCREASE 

Taken  on  balance,  the  Carter  Administration  Social  Security  proposal  is  a 
comprehensive  approach  to  dealing  with  serious  and  vexing  problems.  The  plan  s 
overall  goal  cannot  be  faulted  nor  its  intentions  questioned.  NALU  does  question, 
thou-h  the  lack  of  inclusion  in  this  package  of  the  one  element  which  is  guaran- 
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teed  to  contrilmte  toward  solving  the  immediate  problems  without  creating  new 
ones  down  the  road.  This  element  is  an  increase  in  the  tax  rate. 

Historically,  the  Social  Security  tax  has  been  the  revenue  raising  mechanism 
for  the  Social  Security  system.  Contrary  to  popular  belief,  that  function  has  not 
been  fulfilled  by  the  tax  base,  it  being  reserved  to  determine  the  size  of  lienefits 
as  a  percentage  of  wages.  Unfortunately,  some  proposals  have  been  put  forward 
which  confuse  the  purix)se  of  tlie  wage  base,  using  it  as  a  revenue  raising  pool. 
Such  proposals  we  believe  are  ill  advised. 

The  point  most  often  raised  against  a  tax  rate  increase  is  that  the  Social  Secu- 
rity tax  is  regressive,  and  an  increase  in  it  will  only  make  it  more  so.  It  is  quite 
triie  that  the  FICA  tax  is  regressive,  in  that  lower  paid  workers  pay  a  proiwr- 
tionately  larger  sliare  of  their  overall  earnings  for  this  puiTOse  than  the  highest 
paid  workers.  But  this  argument  completely  overlooks  the  offsetting  side  of  the 
question,  that  is,  that  benefits  are  highly  progressive,  so  much  so  that  in  the  over- 
all picture  lower  paid  workers  receive  by  far  the  better  deal  than  higher  paid 
workers.  They  stand  to  receive  much  more  in  benefits  than  they  paid  for  them. 

Another  aspect  of  the  regressivity  argument  is  that  many  workers  pay  more 
in  Social  Security  taxes  than  they  do  in  federal  income  taxes.  What  usually  the 
reason  for  this  is'  that  many  workers  pay  higher  Social  Security  taxes  than  they 
do  income  taxes  because  deductions,  exemptions,  etc.  reduce  their  federal  in- 
come tax  bite.  And.  it  is  true  for  another  reason  which  is  not  often  stated :  many 
workers,  even  highly  paid  workers,  pay  no  income  tax  at  all. 

The  point  here  is  that  the  best  way  to  guarantee  that  everyone  who  will  eventu- 
ally receive  benefits  pays  toward  the  financing  of  those  benefits  is  to  raise  the 
revenues  through  a  payroll  tax.  Any  non-payroll  source,  such  as  general  revenues, 
increases  the  risk  that  some  individuals  who  will  later  receive  benefits  will  not 
pay  their  fair  sliare  into  the  system.  All  things  considered.  XALTJ  recommends 
that  the  payroll  tax  remain  as  the  essential  financing  tool  of  Social  Security,  and 
that  a  tax  rate  increase  be  instituted. 

NALU  recommends  an  increase  of  0.5  percent  each  in  the  FICA  tax  rate  levied 
on  employers  and  employees  to  become  effe<-tive  in  January  1U78.  Actuarial  data 
available  to  NALU  indicates  that  this  is  the  size  of  a  rate  inereai-e  which  is 
needed  to  stop  the  net  outflow  of  funds  from  the  OASDI  Trust  funds.  Our  figures 
indicate  tliat  the  recommendations  of  the  Ford  Administration  last  year  were  too 
low  at  that  time  to  accomplisli  the  desired  effect,  and  unfortunately  those  rec- 
ommendations at  this  late  date  are  even  less  able  of  doing  the  job. 

A  rate  increase  has  an  advantage  in  addition  to  being  the  most  effective  means 
of  raising  revenue.  The  payroll  tax  is  accurately  perceived  by  workers  for  what 
it  is.  the  money  tliey  pay  to  guarantee  their  own  benefits  when  the  time  comes. 
In  this  respect'it  is  the  most  visible  financing  tool  available,  and  as  such  it  helps 
put  a  brake  on  undue  expansion  of  tlie  Social  Security  system.  The  public  needs 
to  have  a  clear  understanding  of  the  cost  of  benefits  if  it  is  to  make  sound  .judg- 
ments about  the  proper  role  for  Social  Security.  The  payroll  tax  makes  an  appre- 
ciation of  the  cost  of  the  program  difficult  to  avoid. 

GEADUATED    SOCIAL    SECURITY    TAX 

The  regressive  nature  of  the  Social  Security  tax  cannot  I)e  ignored,  however. 
Since  the  members  of  XALU  talk  primarily  witli  the  Social  Security  taxpayers 
rather  than  Social  Security  beneficiaries,  we  can  assure  the  Subcommittee  that 
concern  about  the  size  of  present  Social  Security  taxes  is  widespread.  Taxpayers 
want  their  tax  burden  reduced,  but  not  just  their  Social  Security  tax.  Taxes  of 
all  kinds  meet  witli  growing  negative  sentiment.  In  the  case  of  Social  Security 
taxes,  though,  there  is  at  least  the  expectation  of  a  return  some  day,  distant 
though  it  may  be.  Therefore,  we  believe  that  most  workers  will  tolerate  more  in 
the  way  of  Social  Security  tax  increases  than  other  taxes  on  which  no  direct 
return  is  jierceived. 

As  an  alternative  to  a  straight  across  the  board  increase  in  the  Social  Security 
tax  rate,  the  Committee  may  wish  to  consider  instituting  a  progressively  grad- 
uated tax  rate  increase  which  would  be  ap))lied  to  the  earnings  of  employees 
within  the  wage  base.  The  basic  premise  of  this  proposal  would  be  to  tax  lower 
paid  workers  at  the  current  level,  and  gradually  increase  the  rate  applied  to 
middle  and  higher  paid  workers. 

Tlie  possible  choices  for  a  progressive  tax  rate  are  prol)ably  unlimited  although 
the  schedule  chosen  must  add  up  to  an  average  increase  of  0.5  percent  on  em- 
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ployers  and  employees  in  order  to  achieve  the  financing  required  to  bring  the 
Trust  funds  back  into  balance.  NALU  suggests  the  following  schedule  to  achieve 
that  result : 

EMPLOYEE  SOCIAL  SECURITY  TAXES  UNDER  GRADUATED  PROPOSAL  AS  IT  WOULD  HAVE  APPLIED  IN  1977 


Average 

percentage 

Employee  tax 

tax  rate 

$58.50 

5.85 

117.00 

5.85 

175.  50 

5.85 

234.  00 

5.85 

300. 75 

6.02 

367.50 

6.13 

434.25 

6.20 

501.00 

6.26 

567.75 

6.31 

634.  50 

6.35 

701.25 

6.38 

768.  CO 

6.40 

832.00 

6.40 

896. 00 

6.40 

960.  00 

6.40 

1,024.00 

6.40 

1,056.00 

6.40 

Annua;  wage: 

$r,ooo 

$2,000... 

$3,000. 

$4,000_ 

$5,000 

$6,000 

$7,000 

$8,000 

$9,000 

$10,000.... 

$11,000... 

$12,000 

$13,000 ".     " 

^14,000 

$15,000. 

$16,000... 

$16,500 

The  result  of  this  proposal  would  be  to  produce  the  same  total  tax  income 
from  employers  and  employees  as  a  uniform  increase  of  0.5  percent  each.  Em- 
ployees would  pay  5.85  percent  on  the  first  $4,000,  6.675  percent  on  the  next 
$8,000,  and  6.40  percent  on  $12,000  and  over.  Tho.se  earning  under  S4.000  would 
pay  the  same  rate  as  now,  those  earning  over  $12,000  would  pay  an  increased 
rate  of  .55  percent  and  those  earning  between  $4,000  and  $12,000  would  pay  an 
average  increased  rate  of  less  than  .55  percent.  The  employer  tax  rate  under 
this  proposal  would  be  a  uniform  6.40  percent. 

In  all  likelihood  the  only  way  that  this  proposal  could  be  administered  would 
be  on  a  retrospective  or  refund  basis.  The  tax  rate  would  have  to  be  increased 
for  payroll  deduction  puri^oses  for  employees,  by  the  determined  uniform  ultimate 
amount  (.55  percent  for  the  schedule  discussed  above).  Then,  those  who,  after 
the  taxable  year  had  ended,  had  earned  less  than  $12,000  would  be  entitled  to 
a  refund  of  the  excess  OASDI  tax  paid,  just  as  is  now  the  case  for  those  who, 
due  to  employment  with  more  than  one  employer,  have  paid  Social  Security 
taxes  on  more  than  the  maximum  taxable  earnings  base. 

One  advantage  of  this  proposal  is  that  it  would  answer  critics  of  the  tax-rate 
increase  method  who  express  concern  about  the  effect  such  increases  will  have 
on  lower  paid  persons,  and  also  decry  a  lack  of  progressivity  in  OASDI  taxes. 
An  obvious  disadvantage  of  a  progressive  system  is  greater  complexity. 

ADJUSTMENTS   IN    WAGE   BASE 

In  recommending  either  across  the  board  tax  increases  or  a  substitute  progres- 
.sive  tax  rate  schedule,  we  reject  expansion  of  the  wage  base  as  a  short  or  long 
term  solution  to  Social  Security's  financing  deficits.  NALU's  objection  to  financing 
benefits  via  the  wage  rests  on  the  precept  that  the  tax  base  was  never  intended 
to  be  the  revenue  raising  mechanism  for  the  system ;  neither  is  it  a  very  eflBcient 
means  of  doing  so.  Rather,  the  wage  base  was  intended  to  delimit  the  extent 
of  benefits  to  those  workers  within  the  system.  And,  over  the  years,  the  equaliza- 
tion of  the  wage  base  between  employers  and  employees  was  intended  to  iinder- 
score  the  principle  that  employers  and  employees  are  both  responsible  to  the 
same  extent  for  the  financing  of  the  system. 

As  the  system  evolved  during  its  formative  years,  it  also  became  clear  that 
the  size  of  the  wage  base  in  relation  to  total  payroll  played  a  significant  role 
in  establishing  how  much  the  employee  and  employer  could  do  for  themselves 
in  establishing  economic  security  for  workers.  The  higher  the  wage  base  goes, 
the  higher  the  benefits  and  taxes  go,  and  less  net  income  remainsi  for  private 
investment  or  savings  as  employers  and  employees  see  fit. 

The  Carter  Administration  package  proposes  to  break  with  tradition  by  elimi- 
nating the  wage  base  on  employers  entirely,  and  adjusting  it  upward  for  em- 
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ployees  over  a  period  of  years  by  a  total  of  $2,400  above  what  the  automatic 
adjustment  mechanisms  would  produce.  The  elimination  of  the  employer  wage 
base  ceilins  would  result  in  a  net  inflow  of  funds  to  the  system  because,  pre- 
sumably, the  elimination  of  the  employer  wage  base  would  not  result  in  the 
payment  of  larger  benefits  to  workers  at  a  later  date.  Thus  this  scheme  escapes 
the  criticisms  that  it  only  creates  more  liability  down  the  road. 

Not  so  with  the  increase  in  the  employee  base.  Here  the  increase  will  result 
in  higher  benefits  at  a  future  date  and  will  offset,  at  least  partially,  if  not  wholly, 
the  gains  to  be  made  in  the  initial  years.  This  has  traditionally  been  one  of  the 
arguments  against  using  the  wage  base  as  a  financing  mechanism.  The  short 
term  gains  are  offset  in  part  by  long  term  increases  in  liabilities  to  the  system, 
and  in  the  final  analysis  such  increases  only  expand  the  system  more,  to  the 
detriment  of  tlie  private  sector. 

NALU's  concern  with  the  Administration's  wage  base  proposals  is  that  they 
will  have  a  deleterious  effect  on  the  private  insurance  sector.  Of  course,  the 
insurance  industry  will  not  stand  alone  in  adverse  effect.  Presumably,  securities, 
banking,  and  thrift  markets  will  also  be  affected  seriously,  as  each  represents 
a  traditional  place  where  workers  save  what  they  can  for  their  own  financial 
security. 

We  believe,  however,  that  the  private  pension  system  would  face  the  most 
severe  competition  from  Social  Security  because  of  increases  in  the  employer 
Social  Security  tax  costs.  There  is  only  so  much  money  available  for  utilization  in 
employer-sponsored  pension  programs,  and  our  great  fear  is  that  employers  will 
ultimately  have  to  make  a  choice  as  to  whether  to  fund  pension  programs  for 
employees  or  pay  Social  Security  taxes  to  fund  the  public  retirement  system.  It  is 
diflicult  to  project  accurately  just  how  heated  the  competition  for  funds  will  be 
between  private  pension  programs  and  Social  Security.  But,  it  is  difficult  to  argue 
that  elimination  of  the  employer  wage  base  will  not  have  a  profound  impact  on 
private  pensions. 

Wage  base  increases  on  the  employee  side  will  affect  other  aspects  of  the  private 
investment  market,  most  notal)ly  individual  insurance  and  savings  accounts.  Over 
the  last  few  years  our  members'  experience  indicates  that  workers  with  incomes 
at  or  below  the  Social  Security  wage  base  are  becoming  increasingly  less  inter- 
ested in  purchasing  insurance  or  saving  money  for  long  term  future  security. 
This  is  occurring  for  two  reasons. 

The  first  involves  the  calculation  of  future  retirement  benefits  based  on  the 
present  coupled  system.  Replacement  ratios  are  projected  to  rise  to  such  an  extent 
that,  in  some  cases,  workers  can  expect  more  benefits  in  retirement  than  they 
earned  in  wages  the  year  prior  to  retirement.  For  many  young  workers,  present 
disaliility  and  survivor  benefits  would  replace  more  than  they  bring  home  today. 
Under  these  circumstances  there  is  simply  no  incentive  to  invest  in  one's  own 
economic  security.  This  factor  can  be  eliminated  in  whole  or  in  part  by  "decou- 
pling," which  will  be  discussed  below. 

The  second  factor  mitigating  against  an  individual  taking  action  on  his  own  is 
the  simple  fact  that  the  dollars  necessary  to  do  so  are  competed  for  by  the  neces- 
sities of  life — food,  clothing  and  shelter.  Increasing  the  wage  base  means  inceras- 
ing  the  number  of  people  who  will  leave  more  of  their  income  with  the  government 
and  have  less  of  it  for  their  own  use.  This  loss  of  discretion  on  the  part  of  workers 
has  an  immediate  impact  on  such  private  sector  investments  as  insurance,  but  ^ve 
believe  tliat  it  has  a  long  term  effect  on  the  ability  of  people  to  make  judgments 
about  their  lives. 

GENERAL   EEVENUE   FINANCING 

Another  break  with  the  past  is  the  President's  proposal  to  inject  revenue  from 
the  general  funds  into  Social  Security.  Financing  of  Social  Security  benefits  from 
general  revenues  has  long  been  sought  by  advocates  of  an  expanded  system  who 
believe  that  Social  Security  should  be  a  three  handed  program  financed  by  work- 
ers, employers  and  govei'nment. 

NALU  is  opposed  to  general  revenue  financing,  even  on  the  somewhat  limited 
basis  proposed  by  the  Administration,  because  we  believe  that  ultimately  the  pro- 
gram will  be  irreparably  harmed  by  general  revenue  financing.  In  the  early  years, 
general  revenue  contributions  may  provide  relief  from  anxiety  about  the  financial 
stability  of  Social  Security,  but  we  believe  that  such  relief  be  short  lived. 

The  pressure  from  some  social  planners  seems  to  be  for  constantly  escalating 
benefits.  Countering  that  pressure,  however,  is  the  reality  that  those  benefits  must 
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be  paid  for.  At  present,  we  believe  that  -most  workers  understaucl  wlio  pays  for 
those  beneiits.  Tliey  do — through  payroll  taxes  that  quite  fraukly  are  hurting  the 
pocketbook  of  many  of  them. 

At  first  glance,  this  awareness  may  seem  undesirable,  but  on  closer  inspection 
the  reverse  may  be  more  appropriate.  This  is  so  because  the  pain  in  the  pocket- 
book  may  be  the  only  factor  which  keeps  the  benefit/financing  system  in  fairly 
close  balance.  In  this  respect  it  is  analogous  to  the  average  family's  budget.  Gen- 
erally speaking,  families  know  that  they  want  consumer  goods.  But,  in  most  cases, 
their  appetite  for  such  goods  is  tempered  by  the  necessity — and  the  ability  to  pay 
for  them. 

The  introduction  of  general  revenues  into  Social  Security  may  be  similar  to 
infusing  money  from  a  rich  relative  into  the  family  budget.  But,  in  the  case  of 
Uncle  Sam,  the  relative  is  not  so  rich — in  fact  he  is  badly  in  debt.  The  illusion 
created — and  it  is  just  that — is  that  someone  else  is  paying  for  the  benefits.  Under 
these  circumstances,  it  is  understandable  that  pressure  would  be  exerted  to  in- 
crease benefits.  One  day,  however,  the  apparently  rich  relative  will  reach  the  end 
of  his  capacity  to  borrow  money  to  pass  on  to  his  family.  Then,  benefits  will  have 
to  be  curtailed,  or  financial  disaster  will  ensue  for  the  entire  program. 

When  this  occurs,  many  Social  Security  experts  believe  that  it  is  inevitable 
that  a  means  test  for  beneficiaries  will  become  necessary  to  cut  the  cost  of  the 
program.  If  a  means  test  were  to  be  adopted,  the  link  between  paying  Social 
Secui-ity  taxes  and  receiving  benefits  will  be  broken  in  the  minds  of  most  workers, 
and  it  is  doubtful  that  the  system  would  ever  receive  the  kind  of  public  support 
it  does  now.  Without  widespread  worker  support,  we  believe  the  system  would  be 
imperiled. 

DECOUPLING 

While  NALU  disagrees  strongly  with  proposals  to  expand  the  wage  base  and 
shift  funds  from  the  general  treasury  to  Social  Security,  the  Association  whole- 
heartedly agrees  that  the  flaws  built  into  the  Automatic  Adjustment  Mechanisms 
must  be  corrected  as  soon  as  possilde.  In  fact,  NALU  submitted  an  actual  de- 
coupling bill  in  testimony  before  the  House  Ways  and  Means  Committee  in 
February  1976.  Unfortunately,  neither  the  Committee  nor  the  Congress  saw  fit  to 
adopt  decoupling  legislation  in  the  last  Congress,  and  so,  today,  Social  Security's 
long  term  financing  problems  are  just  that  much  worse. 

NALU  is  encouraged  this  year  by  the  near  luiiversal  agreement  that  these 
flaws  should  be  corrected.  The  only  question  now  seems  to  be  which  decoupling 
proposal  will  be  favored  to  replace  the  mec-hanism  presently  used  to  determine 
a  prospective  beneficiary's  initial  benefit.  At  this  point  it  would  be  appropriate 
to  state  that  only  this  part  of  the  automatic  mechanism  should  ])e  replaced. 
NALU  believes  that  the  provision  which  keeps  benefits  up  to  date  with  the  cost 
of  living  once  a  beneficiary  is  on  the  rolls  works  well  and  should  be  retained  as  is. 

The  decoupling  plan  NALU  proposed  to  the  Ways  and  Means  Committee  fea- 
tured an  indexing  system  based  on  wages  rather  than  prices.  From  its  study  of 
the  matter,  NALU  believes  that  indexing  based  on  wages  is  preferaVde  to  index- 
ing on  prices  because  apparently  price  indexing  would  produce  steadily  reducing 
replacement  ratios  in  the  future,  something  which  NALIt  does  not  support.  NALT^ 
does  not  believe  that  replacement  ratios  should  be  decreased  (or  increased) 
appreciably  from  their  present  level,  but  rather  be  maintained  in  a  stable  course 
on  into  the  future. 

A  stalde  course  is  necessary  in  order  for  individuals  and  businesses  to  plot 
their  future  with  confidence.  Workers  and  their  employers  must  know  how  mucli 
they  can  count  on  from  Social  Security  so  they  can  build  on  the  Social  Security 
floor. 

Pension  planners  must  be  assured  that  Social  Security  benefits  (with  which 
many  pension  plans  are  integrated  1  remain  relatively  stable  as  a  percentage  of 
earninirs  so  that  future  contributions  to  these  private  plans  can  be  assured. 
Ever-declining  or  even  fluctuating  replacement  ratios  would  cause  havoc  with 
private  plans. 

Stabilizing  replacement  ratios,  on  the  other  hand,  would  have  a  most  encour- 
aging effect  on  creating  new  pension  plans  as  long  as  replacement  ratios  were  not 
too  high.  NALU's  conclusion  is  that  wage  indexing  is  the  best  way  of  stabilizing 
replacement  ratios,  and  therefore  NALT"  supports  that  concent. 

Wh'le  NATiU  supports  stabilizing  replacement  ratios,  we  bel'eve  stabilization 
should  occur  at  a  slightly  lower  level  than  present.  NALU  believes  that  the 
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technical  flaw  in  the  Automatic  Adjustment  provision  has  pushed  those  ratios  to 
a  level  higher  than  intended.  We  believe  that  this  overexpansion  should  be  cor- 
rected, but,  while  doing  so,  we  would  not  recommend  that  anyone  not  yet  on  the 
rolls  should  experience  a  loss  in  benefits  as  compared  with  the  benefits  payable 
under  the  benefit  formula  in  the  law  as  it  is  at  rhe  time  of  changeover.  There- 
fore, NALU  recommends  that  a  savings  clause  be  incorporated  in  the  chosen 
decoupling  plan  to  prevent  such  a  loss. 

In  surveying  the  field  of  possible  decoupling  choices,  NALU  believes  that  the 
proposal  put  forward  to  this  ^Subcommittee  on  July  ISth  by  Professor  Rol)ert  J. 
Myers,  former  Chief  Actuary  of  the  Social  Security  Administration,  accurately 
reflects  the  results  we  would  like  to  achieve.  As  mentioned  above,  stabilizing 
replacement  ratios  for  future  retirees  at  a  slightly  lower  level  than  currently 
is  our  main  objective,  although  the  result  may  well  be  the  long-term  salvation  of 
the  entire  Social  Security  System  as  we  know  it  today.  NALU,  therefore,  urges 
this  Subcommittee  to  pass  favorably  on  Professor  Myers'  concept,  and  thereafter 
recommend  speedy  action  by  the  Congress. 

OTHER    LONG    TERM    FIXAXCING    SUGGESTIONS 

If  the  decoupling/indexed  earnings  plan  which  Professor  Myers  recommends, 
and  NALU  endorses,  replaces  the  system  now  in  use.  the  only  additional  financing 
probably  needetl  by  the  system  over  the  next  30  years  (aside  from  the  immediate 
increase  discussed  earlier)  will  be  a  0.25  percent  increase  in  the  Social  Security 
tax  each  on  employers  and  employees  prol)ably  implemented  in  the  19S0's.  As  Pro- 
fessor Myers  also  points  out  in  his  testimony,  tliis  figure  would  have  to  be  df)ul)led 
if  the  decoupling  proposal  recommended  by  President  Carter  were  adopted.  Under 
otiier  decoupling  procedures  the  tax  rate  increase  might  not  be  needed  at  all 
because  steadily  lowered  replacement  ratios  could  wipe  out  completely  the  cur- 
rently projected  deficits. 

In  good  conscience,  though,  NALU  cannot  recommend  a  system  of  appreciably 
lowered  replacement  ratios.  Therefore,  the  only  alternative  is  to  recommend  tliat 
a  tax  rate  increase  be  imposed  to  meet  tlie  funding  needs  of  a  moderate  system. 
As  to  the  tax  increase  recommended  above,  people  may  indeed  be  reluctant  to 
pay  it.  But  in  some  respects  the  situation  is  anah)gous  to  health  insurance;  the 
premiums  continue  to  go  up  because  the  costs  of  medical  services  continue  to 
go  up  and  more  people  use  them.  Most  people  complain,  but  pay  the  premiums 
anyway.  The  reason  is  obvious.  The  alternative  is  worse  than  paying  the 
premiums. 

The  situation  is  the  same  with  Social  Security.  Few  people  really  want  to 
pay  the  taxes  necessary  to  fund  the  benefits  of  present  beneficiaries.  But  almost 
everyone  wants  to  receive  benefits  for  himself  some  day.  In  order  to  get  future 
l>enefits  workers  must  pay  taxes  now.  And.  if  workers  are  assured  of  their  future 
benefits,  we  believe  they  will  pay  the  taxes,  more  or  less  ungrudgingly. 

OTHER   MATTERS 

Social  Securit}/  tax  on  self-employed  persons:  NALU  supports  the  Adminis- 
tration proposal  to  restore  the  OASDI  tax  rate  on  self-employed  persons  to  the 
relative  level  which  prevailed  from  1951  to  1972.  namely  one  and  one-half  times 
the  employee  rate.  We  agree  that  self-employed  persons  should  pay  their  own 
way  in  tlie  system.  One  and  a  half  times  the  employee  rate  seems  to  be  the 
proper  level. 

Shift  of  Medicare  Funds  to  OASDI:  Apparently  the  Hospital  Insurance  Trust 
Fund  will  need  signiflcant  increases  in  revenue  in  the  1980's  even  though  at 
present  this  fund  seems  to  be  in  relatively  better  condition  than  the  OASDI 
Funds.  NALU  understands  that  the  shift  in  funds  recommended  by  the  Admin- 
istration is  based  on  the  assumption  that  the  President's  Hospital  Cost  Contain- 
ment Program  will  be  enacted  as  submitted  to  the  Congress,  an  assumption  that 
seems  now  to  be  unwarranted. 

NALU  would  recommend  a  wait-and-see  attitude  on  this  aspect  of  the  Presi- 
dent's Social  Security  plan.  If  signiflcant  cost  savings  are  realized,  the  shift  in 
funds  could  occur  at  a  later  date.  Or,  perhaps  a  reduction  in  the  overall  tax  rate 
could  be  adopted  since  the  tax  rate  increases  NALU  has  recommended  for  OASDI 
are  made  independently  of  expected  savings  in  Medicare. 

In  no  event  would  NALU  recommend  that  the  taxes  levied  for  HI  be  shifted 
to  the  OASDI  program  entirely,  and  HI  be  funded  subsequently  by  general  reve- 
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nues.  In  our  view,  the  Medicare  program  was  "sold"  to  the  American  people  as 
a  social  insurance  program  like  Social  Security  and  should  remain  part  of  the 
system.  While  HI  benefits  are  not  strictly  wage-related,  in  that  all  beneficiaries 
are  entitled  to  the  same  benefits  but  do  not  pay  the  same  taxes  because  of  vary- 
ing income,  the  mere  collection  of  the  tax  as  a  payroll  deduction  establishes  that 
relationship.  Removal  of  this  connection  may  cause  HI  to  simply  become  a  wel- 
fare program  with  a  means  test,  a  development  we  believe  would  lead  to  a  sub- 
stantial decline  in  public  support. 

Changes  in  Dependency  Test  for  Beneficiaries:  NALU  supports  the  recom- 
mendations of  the  Administration  to  counteract  the  effect  of  the  recent  Supreme 
Court  decision  which  held  that  husbands  have  an  unqualified  right  to  claim  de- 
pendent benefits  based  on  wives'  earnings  in  the  same  way  wives  previously 
claimed  dependent's  coverage  based  on  a  husband's  earnings.  NALU  supports  the 
principle  of  equal  treatment  for  men  and  women  under  Social  Security,  but 
while  holding  for  equality,  the  Supreme  Court  has  placed  an  undue  additional 
financial  burden  on  the  program. 

The  Administration  proposal  adheres  to  the  principle  of  equal  treatment, 
but  at  the  same  time  it  underscores  the  intent  of  Congress  that  dependency 
benefits  should  only  be  paid  to  persons  who  are  in  fact  likely  to  be  dependent. 

Mr.  Jacobs.  I  am  sure  we  will  have  good  luck  with  your  testimony 
and  I  appreciate  it. 

Mr.  Gephardt? 

Mr.  Gephardt.  It  is  excellent  testimony  and  I  appreciate  the  writ- 
ten testimony.  It  is  very  instructive  and  informative.  It  brings  up  a 
point  that  I  would  like  to  direct  to  the  staff.  I  would  hope  that  we  can 
get  a  decoupling  paper  from  the  staff  that  would  set  out  for  us  the 
multitude  of  proposals  on  decoupling  and  would  give  us  the  facts 
about  them  so  that  we  can  look  through  them. 

We  now,  I  think,  have  four  or  five  proposals  on  decoupling  and  there 
are  probably  18  more  than  that.  Let  me  ask  you  a  question  about  this. 

You  like  Myers'  program.  Between  the  most  liberal  and  conserva- 
tive decoupling  proposals  where  does  that  fall  ? 

Mr.  BoBO.  I  would  say  that  I  probably  am  not  a  qualified  witness  to 
answer  that  question.  We  have  looked  at  them,  but  I  am  not  an  actuary 
and  I  think  that  is  a  question  that  should  be  left  to  someone  with  more 
expertise  in  that  area  than  I  have. 

I  would  guess  on  the  basis  of  Professor  Myers'  general  approach 
that  he  is  reasonably  moderate  in  his  approach  to  the  S3^stem. 

Mr.  Gephardt.  We  have  got  it  ? 

Mr.  Jacobs.  Let  the  record  show  that  the  staff  here  operates  quickly 
with  due  and  deliberate  speed. 

Mr.  Kelley.  We  are  working  on  a  much  more  detailed  analysis  of 
the  administration's  bill,  but  we  did  have  this  thing 

Mr.  Jacobs.  Will  that  take  another  5  minutes  or  so?  [Laughter.] 

Mr.  Kelley.  I  tliink  that  will  give  you  some  infonnation. 

Mr.  Gephardt.  It  seems  to  be  the  mission  of  the  day.  Everybody  goes 
over  into  the  wild  blue  yonder  on  decoupling  and  some  people  solve 
the  whole  problem  with  it.  Others  say  it  doesn't  mean  anything.  Ob- 
viously it  is  the  assumptions  and  facts  you  pump  into  the  calculations. 

But  I  am  happy  to  have  your  proposal  and  certainly  we  will  look 
at  all  of  these.  You  are  the  first — I  have  not  seen  a  proposal  before 
for  making  the  tax  progressive  like  yours.  "When  you  put  this  together 
with  your  decoupling  proposal,  is  that  in  your  mind  enough  to  get  us 
through  25  years  ? 

Mr.  BoBO.  Yes,  sir,  and  we  can  provide  the  actuarial  basis  on  which 
these  figures  were  arrived  at.  We  did  not  want  to  complicate  the  testi- 
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mony  unnecessarily,  but  we  did  submit  to  this  committee  a  year  ago 
a  bill  on  decoupling  which  embraces  the  provisions  that  we  feel  are  im- 
portant insofar  as  decoupling  is  concerned. 

We  have  not  reduced  to  bill  form  the  proposal  on  the  progressive 
tax.  If  it  would  be  the  desire  of  the  committee,  we  could  do  that.  But 
we  do  feel,  and  after  consultation  with  experts  in  the  field,  we  think 
that  the  combination  of  those  two  would  solve  the  financing  problems, 
at  least  with  possibly  some  veiy  minor  adjustments  in  the  late  1980's 
and  perhaps  after  the  year  2000. 

Mr.  Gephardt.  But  those  are  the  keys  of  your  programs  and  you 
think  that  that  gets  us  25  years  ? 

Mr.  Boiio.  Yes,  sir. 

Mr.  Gephardt.  Thank  you  very  much. 

Mr.  Jacobs.  Mr.  Pickle'? 

Mr.  Pickle.  Mr.  Bobo,  I  appreciate  your  testimony,  I  agree  in  gen- 
eral with  the  proposals  you  advance. 

I  thought  it  noteworthy  to  observe  that  you  pointed  out  two  of  the 
rumors  we  hear  about  our  program  are,  one  that  social  security  is  a 
regressive  tax  and  second,  it  is  wrong  to  increase  the  tax  and 'make 
it  even  more  regressive.  You  point  out  it  is  the  lower  payer  who  gets 
more  benefits,  and  it  is  really  a  progressive  tax  in  some  ways. 

To  say  it  is  a  regressive  tax  does  not  automatically  make  it  so.  You 
point  out  that  a  lot  of  the  complaints  today  are  that  the  individual 
pays  more  social  security  tax  than  he  does  income  tax  and  there  are 
reasons  for  that.  There  are  deductions,  and  exemptions  from  income 
taxes. 

It  seems  to  me  that  there  is  good  reason  and  logic  to  keep  a  payroll 
tax.  That  is  a  good  solid  base. 

I  hope  we  don't  lose  sight  of  that  fact. 

Mr.  BoBO.  Yes,  sir,  and  I  think  that  the  public,  if  they  see  it  main- 
tain that  relationship,  and  if  the  relationship  is  strengthened,  I  think 
the  public  opinion  will  be  strengthened  and  they  will  accommodate 
the  tax.  I  think  the  one  thing  the  people  do  not  want  to  see  is  a  con- 
tinuation of  the  present  level  of  funding,  when  they  know  that  more 
funds  are  needed  in  the  social  security  system. 

I  believe  they  know  there  is  no  free  lunch,  and  they  know  what 
the  cost  of  the  lunch  is.  And  they  will  buy  it. 

Mr.  Pickle.  Thank  you. 

Mr.  Jacobs.  May  I  ask  if  your  organization  has  a  position  and  if 
so,  what  it  might  be  with  respect  to  extending  coverage  of  social  secu- 
rity to  Federal  employees  ? 

Mr.  Bobo.  Mr.  Chairman,  our  organization  has  not  addressed  that 
issue  extensively.  Basically  we  have  a  policy  statement  which  opposes 
the  withdrawal  of  those  organizations  which  presently  are  able  to 
withdraw.  We  feel  that  that  Avill  ultimately  harm  the  system,  and 
I  think  that  if  we  were  to  study  this — I  am  rendering  a  personal  opin- 
ion at  this  point — if  we  were  to  study  this,  we  would  probably  con- 
clude that  the  best  system  would  be  one  that  included  everybody, 
which  include  integrating  the  Federal  pension  plan  into  the  social 
security. 

Mr,  Jacobs.  I  might  say  for  the  record  that  it  is  my  understanding 
and  we  have  data  to  indicate  that  if  Federal  employees  were  covered 
and  contributing  now  that  the  contributions — by  the  way,  if  tlie  Fed- 
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eral  Government  contributed  as  an  employer,  and  there  you  have  a 
little  infusion  of  general  funds  but  for  a  specific  and  logical  reason — 
but  that,  according  to  this,  in  1980  the  income  to  the  system  would  rise 
$5.1  billion. 

Mr.  BoBo.  It  is  my  understanding  there  would  be  an  initial  burden 
on  the  system,  but  ultimately  it  would  work  out  to  the  best. 

Mr.  Jacobs.  Sir,  may  I  also  ask  that  you  supply  whatever  data  you 
have  that  underpins  the  statement  you  have  made  here  today? 

Mr.  BoBO.  Yes,  sir. 

Mr.  Jacobs.  We  thank  you  very  much.  There  is  another  witness  and 
we  shall  have  to  register  this  quorum  and  those  of  us  who  can  will  be 
back.  We  will  continue  in  a  few  minutes. 

[The  supplemental  document  follows :] 

Proposal  To  Have  Graduated  OASDI  Tax  Rate  To  Provide  Additional 

Financing 

(By  Robert  J.  Myern) 

The  present  tax  rates  for  OASDI  and  the  Hospital  Insurance  portion  of 
Medicare  (HI)  are  o.S5  percent  for  both  the  employer  and  the  employee  (4.95 
percent  for  OASDI  and  .90  percent  for  HI)  and  7.9  percent  for  the  .selfemployed 
(7.00  percent  for  OASDI  and  .90  percent  for  HI).  These  tax  rates  are  to  increase 
next  year  ])y  .20  percent  on  eacli  party,  solely  for  HI. 

A  rax  rate  increase  of  .5  percent  on  each  party  for  OASDI  is  needed  in  order 
to  produce  .■^hort-range  fiscal  soundness  for  OASDI.  As  an  alternative,  it  would 
be  possible  to  achieve  such  a  result  by  introducing  a  "progressively"'  graduated 
tax  rate  increase,  under  which  the  increase  would  be  borne  by  higher-wage 
workers,  but  the  same  aggregate  income  would  be  produced  as  if  the  rate  rose 
for  all  by  a  uniform  .5  percent. 

One  proposal  that  has  been  made  would  increase  the  current  OASDI-HI  rate 
of  5. 85  percent  to  6.00  percent  on  earnings  of  .$4,000-$8,000  per  year,  to  6.5  per- 
cent on  earnings  of  $8,000-$12,000,  and  to  6.75  percent  on  earnings  in  excess  of 
$12,000.  This  would  result  in  no  increase  for  those  with  earnings  below  $4,000 
and  in  gradual  increases  for  those  with  higer  earnings.  At  the  maximum  earn- 
ings base  of  $16,500  (in  1977),  this  would  mean  a  tax  increa.se  of  $72.50,  which 
is  equivalent  to  a  tax  rate  increase  of  .44  percent.  Because  all  lower-paid  per- 
sons would  have  a  relatively  smaller  increase  (ranging  to  none  for  the  $4,000 
worker),  the  aggregate  result  would  be  an  average  increase  in  the  average 
worker  rate  of  mucli  less  than  .5  percent  (actually,  only  .28  percent). 

I  have  developed  a  slightly  different  approach  to  achieve  the  two  ends  of 
aderpiate  additional  financing  through  a  graded  tax  rate  would  liave  no  increases 
in  rate  and  that  higher-paid  workers  (well  al)Ove  the  average)  would  have  a 
uniform  increase  in  the  tax  rate  regardless  of  earnings  level. 

The  proposed  rate  schedule  (as  it  would  be  for  the  1977  rate  basis)  would  be 
5.85  percent  on  the  first  $4,000,  6.60  percent  on  $4.000-$12,000,  and  6.35  percent 
on  $12,000  and  over.  The  net  result  of  this  schetlule  is  that  tho.se  with  $4,000  or 
less  continue  to  pay  the  present  5.85  percent  rate.  Those  earning  $12,000  or  more 
pay  an  increased  date  of  .5  percent,  and  those  earnings  between  $4,000  and 
$12,000  pay  an  average  increased  rate  of  less  than  .5  percent  (e.g.,  at  $6,000  the 
average  rate  is  6.05  percent  at  $8,000  it  is  6.2.3  percent,  and  at  $10,000  it  is  6.30 
percent).  I  estimate  that  the  average  increased  rate  for  all  covered  workers 
under  this  schedule  would  be  .40  percent,  so  that  the  total  employer-employee 
average  rate  would  be  .9  percent  higher. 

To  obtain  an  average  worker  rate  of  .5  percent  M'ould  require  a  schedule  of 
5.85  percent  on  the  first  $4,000,  6.75  percent  on  $4,000-$12,000.  and  6.45  percent 
on  $12,000  and  over.  This  would  result  in  those  earning  OA'er  $12,000  paying  an 
Increased  rate  of  .6  percent,  those  earning  under  $4,000  paying  the  same  rate  as 
now,  and  those  earning  between  $4,000  and  $12,000  paying  an  average  increased 
rate  of  somewhat  less  than  .6  percent.  The  increase  in  the  employer  rate  would 
probably  have  to  be  ,6  percent  under  these  circumstances  (so  that  the  increase 
would  be  the  same  for  the  employer  as  for  the  highest-paid  workers) .  Thus,  the 
total  employer-employee  average  rate  would  be  about  1.1  percent. 
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If  the  aim  is  to  have  a  total  employer-employee  average  rate  of  1.0  percent, 
this  could  be  achieved  by  a  tax  rate  schedule  of  5.85  percent  on  the  first  $4.0(K). 
6.675  percent  on  the  next  $8,000,  and  6.40  percent  on  $12,000  and  over.  This  would 
result  in  those  earning  under  $4,000  paying  the  same  rate  as  now.  those  earning 
over  $12,000  paying  an  increased  rate  of  .55  percent,  and  those  earning  between 
$4,000  and  $12,000  paying  an  average  increased  rate  of  less  than  .55  percent. 

The  only  way  that  this  proposal  could  be  administered  would  be  on  a  retro- 
spective or  refund  basis.  The  tax  rate  would  have  to  be  increased  for  payroll 
deduction  purposes  for  employees,  by  the  determined  uniform  ultimate  amount 
(e.g.  by  .55  percent  for  the  schedule  discussed  just  above)  ;  then,  those  who.  after 
the  year  had  ended,  had  earned  less  than  $12,000  would  get  a  refund  on  their 
income  tax  return  of  the  excess  OASDI  tax  paid  (just  as  now  is  done  for  those 
who.  due  to  employment  mth  more  than  one  employer,  have  paid  taxes  on  more 
than  the  maximum  taxable  earnings  base) . 

The  proposal  has  advantages  in  that  it  would  answer  critics  of  the  tax-rate 
increase  method,  who  express  concern  about  increases  on  low-paid  persons  and 
also  a  lack  of  so-called  progressivity  in  the  OASDI  taxes.  The  only  disadvantage 
is  the  greater  complexity  of  the  tax  basis  (and  also  some  may  erroneously 
criticize  the  higher  rate  at  $4.000-$12.000  than  above  $12,000,  not  realizing  that 
the  average  rate  increases  continuously  as  earnings  rise). 

This  memorandum  supplements  my  memorandum  of  May  5  on  the  aliove  sub- 
ject in  order  to  describe  how  the  proposal  would  operate  when  tlie  taxable 
earnings  base  is  increased  from  the  present  $16,500  (on  which  basis  the  projio.sal' 
was  developed)  or  when  a  further  increase  in  the  tax  rate  is  made  in  the  future. 

The  previous  memorandum  indicated  that,  if  it  were  desired  to  obtain  a  total* 
employer-employee  average  rate  which  is  1.0  percent  of  payroll  higher,  the  tax 
rate  schedule  for  the  employee  (on  a  retrospective  or  refund  basis)  would,  for 
1977  for  OASDI  and  III  combined,  be  5.85  percent  on  the  first  $4,000,  6.675  per- 
cent on  $4,000  to  $12,000,  and  6.40  percent  on  $12,000  to  $16,500.  The  empl<\ver 
rate  (as  well  as  the  initial  withholding  for  the  employee)  would  be  a  uniform 
6.40  percent. 

Various  possible  alternatives  exist  as  to  how  to  make  changes  in  the  tax 
schedule  for  future  years.  In  my  view,  the  best  and  simplest  method  as  to  when 
the  earnings  base  increases  before  there  is  another  change  in  the  OASDI  tax 
rate  from  that  under  the  proposal  is  as  follows  : 

(1)  Establish  the  first  band  at  25  percent  of  the  maximum  taxable  earnings 
base,  rounded  to  the  nearest  $1,000  (i.e.,  the  $4,000  upper  limit  would  be  retained 
until  the  base  readies  $18,000). 

(2)  Determines  the  upper  limit  of  the  second  band  (which  is.  of  course,  also 
the  lower  limit  of  the  highest  band)  at  three  times  the  upper  limit  of  the  first 
band. 

When  there  is  an  increase  in  the  HI  rate  (as  is  scheduled  for  1078.  and  again 
for  1981),  such  increase  would  merely  be  added  uniformly  to  the  rates  for  all 
threp  bands.  Thus,  for  1978.  the  proposed  rate  schedule  would  be :  6.05  percent 
on  the  first  .$4.000 :  6.875  percent  on  $4,000  to  $12.000 :  and  6.60  percent  on  $12,000 
to  ."^17.700  (as  against  a  uniform  6.05  percent  on  $17,700  under  present  law). 

When  there  is  an  increase  in  the  OASDI  rate  in  the  future,  the  procedure 
would  lie  as  follows  for  the  employee  net  rate  : 

(1)  The  rate  for  the  lowest  band  of  wages  would  be  retained  at  5.85  percent. 

(2)  The  rate  for  the  middle  band  of  wages  would  be  increased  by  8214  percent 
of  the  increase  that  is  desired  in  the  total  emplover-employee  avrraqe  rate. 

{?,)  The  rate  for  the  highest  liand  of  wages  would  l>e  inc-eased  by  55  percent 
of  the  increase  that  is  desired  in  the  total  employer-employee  average  rate. 

As  an  example  of  how  the  foregoing  suggested  procedures  would  operate,  let 
us  consider  1985  (when  the  earnings  base  under  present  law  is  estimated  to  be 
.$27,900).  The  earnings  bands  in  the  tax  schedule  for  employees  will  be:  under 
$7,000  (i.e..  25  percent  of  .$27,900)  :  .'!;7.000  to  $21,000  (i.e.,  3  times  $7,000)  :  and 
.«;21.000  to  .$27,900.  Let  us  assume  that  the  OASDI  total  employer-emnloyee  average 
rate  was  increase<l  by  1.0  percent  in  1978  (a^  described  in  the  second  paragraph  of 
this  memorandum)  and  that  another  such  rate  increase  of  0.6  percent  is  desired 
for  1985.  Let  us  also  assume  that  the  employee  HI  rate  (as  well  as  the  employer 
HI  rate)  increased  by  0.2  percent  in  1978  and  by  0.25  percent  in  1981  (as  sched- 
uled in  nrcsent  law) .  Then,  the  employee  net  rate  would  be  as  follows  : 

n  )  The  rate  for  the  lowest  band  of  wages  would  be  6.30  percent  (5.85  percent, 
plus  0.2  percent,  plus  0.25  percent) . 
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(2)  The  rate  for  the  middle  band  of  wages  would  be  7.62  percent  (6.6775  per- 
cent, plus  0.2  percent,  plus  0.25  percent,  plus  82^2  percent  of  0.6  percent). 

(3)  The  rate  for  the  highest  band  of  wages  would  be  7.18  percent  (6.40  per- 
cent, plus  0.2  percent,  plus  0.25  percent,  plus  55  percent  of  0.6  percent). 

It  should  be  kept  in  mind  that  the  average  net  employee  rate  will  gradually  in- 
crease as  wages  rise  for  individual  cases  until  levelling  off  for  the  highest  band 
(at  the  rate  applicable  to  that  band).  This  is  as  shown  in  the  table  at  the  bottom 
of  page  6  of  the  NALU  testimony  before  the  Senate  Finance  Committee  on 
July  15. 

As  to  the  tax  rate  basis  for  the  self-employed,  it  will  merely  be  li^  times 
whatever  the  tax  is  for  employees. 

Finally,  I  should  address  the  question  as  to  what  would  be  done  for  1978  (or 
1979,  if  action  is  first  taken  then)  if  it  is  not  desired  to  have  an  increase  of  1.0 
percent  in  the  total  employer-employee  average  rate  (possibly  because — unde- 
sirably in  my  view — the  taxable  earnings  base  is  increased  more  than  the  auto- 
matics will  do).  Under  such  circumstances,  the  general  procedure  described  in 
the  fourth  preceding  paragraph  would  be  followed.  For  example,  if  only  an  in- 
crease of  0.5  percent  in  the  total  employer-employee  average  rate  in  1978  is  de- 
sired, the  employee  net  rate  would  be  as  follows  :  6.05  percent  on  the  first  $4.000 ; 
6.4625  percent  on  ?4,000  to  $12,000 ;  and  6.325  percent  on  $12,000  to  $17,700.  Note 
that  the  complex  fractional  rates  would  not  cause  difficulties  for  individuals 
because  tax  tables,  rather  than  tax  rate  formulas,  would  be  used  for  the  income 
tax  returns  on  which  credits  would  be  claimed. 

EMPLOYEE  TAX  AND  AVERAGE  PERCENTAGE  RATE  TAX  FOR  1978  UNDER  NALU  GRADUATED  TAX  PROPOSAL,  AS- 
SUMING 521,000  MAXIMUM  TAXABLE  EARNINGS  BASE  AND  AN  INCREASE  IN  OASDI  TAX  RATE  SUFFICIENT  TO 
PROVIDETOTAL  ADDITIONAL  FINANCING  EQUIVALENTTOl  PERCENT  OFTAXABLE  PAYROLL  1 


Annual  wage: 

$1,000 

$2,000. 

$3,000 

$4,000 

$5,000 

$6,000 

$7,000 

$8,000 

$9,000 

$10,000_. 

$11,000 

$12,000 

$13,000. 

$14,000 

$15,000 

$16,000 

$17,000 

$18,000 

$19,000 

$20,000 

$21,000 

1  Ati  increase  In  the  base  from  the  $17,700  that  would  result  under  present  law  to  $21,000  would  provide  equivalent 
effective  long-range  savings  averaging  0.3  percent  of  taxable  payroll.  Therefore,  the  necessary  increase  in  the  OASDI 
combined  employer-employee  tax  rate  would  be  0.7  percent  if  the  employer  and  employee  contribute  as  under  present  law. 
The  equivalent  of  this  0.7  percent  under  the  NALU  proposal  would  require  an  increase  in  the  employer  rate  presently 
scheduled  for  1978;  namely,  6.05  percent  (4.95  percent  for  OASDI  and  1.1  percent  for  HI),  amounting  to  0.38  percent 
(i.e.  55  percent  of  0.7  percent)  producing  a  rate  of  6.43  percent.  The  tax  schedule  for  the  employee  corresponding  to  this 
could  be;  6.05  percent  on  the  first  $5,000;  6.62  percent  on  $5,000  to  $15,000  (i.e.,  6.05  percent,  plus  823^  percent  of  0.7 
percent);  and  6.43  percent  on  $15,000  to  $21,000  (i.e.,  6.05  percent,  plus  55  percent  of  0.7  percent).  For  explanation  of  the 
procedure  involved  in  determining  the  tax  rates  under  the  NALU  proposal,  see  my  memorandum  of  July  15, 1977,  entitled 
"Proposalto  Have  Graduated  OASDI  Tax  Rate  to  Provide  Additional  Financing. 

[Brief  recess.] 

Mr.  Jacobs.  Mr.  Charles  B.  Saunders,  Jr.,  representing  just  about 
everybody  who  hasn't  testified  so  far  today. 

I  might  say,  Mr.  Saunders,  that  out  my  way  there  is  a  story  about 
the  58  candidates  for  the  same  slot  in  the  State  legislature  who 
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attended  a  meeting  one  evening  and  each  one  spoke  in  turn  and  finally 
the  candidate  for  the  legislature  rose  at  3  o'clock  in  the  morning  and 
noticed  there  was  only  one  person  left  in  the  audience  and  he  said,  "I 
want  to  thank  the  audience — and  that  is  you,  sir — for  staying  and 
having  the  courtesy  to  hear  me  out,"  to  which  was  responded,  "Don't 
thank  me,  I'm  the  next  speaker." 

So,  you  are  that,  the  next  speaker.  Please  proceed  in  your  own  way. 

STATEMENT  OF  CHARLES  B.  SAUNDERS,  JR.,  DIRECTOR,  GOVERN- 
MENTAL RELATIONS,  AMERICAN  COUNCIL  OF  EDUCATION,  AND 
ALSO  ON  BEHALF  OF  AMERICAN  ASSOCIATION  OF  COMMUNITY 
AND  JUNIOR  COLLEGES;  AMERICAN  ASSOCIATION  OF  STATE  COL- 
LEGES AND  UNIVERSITIES;  ASSOCIATION  OF  AMERICAN  UNIVER- 
SITIES; ASSOCIATION  OF  JESUIT  COLLEGES  AND  UNIVERSITIES; 
NATIONAL  ASSOCIATION  OF  INDEPENDENT  COLLEGES  AND 
UNIVERSITIES;  NATIONAL  ASSOCIATION  OF  STATE  UNIVERSI- 
TIES AND  LAND-GRANT  COLLEGES;  AND  NATIONAL  CATHOLIC 
EDUCATIONAL  ASSOCIATION,  COLLEGE  AND  UNIVERSITY  DE- 
PARTMENT 

Mr.  Saunders.  I  certainly  appreciate  that,  IMr.  Chairman.  I  feel 
just  like  that,  but  I  do  appreciate  the  opportunity  to  testify  on  behalf 
of  eight  major  national  higher  education  associations  which  repre- 
sent all  kinds  of  sizes  and  shapes  of  colleges  and  universities  through- 
out our  country. 

We  would  like  to  call  your  attention  to,  what  is  considered  one  of 
the  smaller  more  technical  provisions  of  the  administration's  proposal 
but  we  would  like  to  state  our  concern  and  our  opposition  to  the  pro- 
posal, to  limit  benefits  received  by  students  under  social  security  to  the 
maximum  award  under  the  basic  educational  opportunity  program. 

Our  written  statement,  which  I  have  filed  with  the  committee,  does 
not  deal  with  the  administration's  proposal  to  lift  the  wage  base  ceil- 
ing for  employers.  We  are  concerned  with  this  issue  and  we  are  prepar- 
ing a  study  of  the  impact  of  this  proposal  on  colleges  and  universities 
and  we  would  like  to  share  the  conclusions  of  that  study  with  you 
when  we  complete  it  next  month. 

Mr.  Jacobs.  It  will  certainly  be  accepted  for  our  files. 

Mr.  Saunders.  I  should  say  the  higher  education  community  is 
concerned  with  that  issue  for  the  very  obvious  reasons  that  colleges 
are  very  highly  labor-intensive  institutions  and  more  than  two-thirds 
of  their  annual  expenditures  go  for  wages  and  salaries,  particularly 
large  institutions,  which  tend  to  have  higher  proportions  of  profes- 
sional employees  than  most  industries. 

So,  the  elimination  of  the  wage  base  ceiling  would  be  particularly 
costly  to  these  institutions  and  the  increased  costs  could  only  be  met 
by  increasing  tuition  and  fees  and  that,  of  course,^  is  a  major  concern 
which  we  would  like  to  address  at  a  separate  point  with  a  separate 
communication  to  this  committee. 

But,  as  for  the  administration's  recommendation  to  cap  educational 
benefits  under  social  security  at  the  maximum  of  basic  grants,  we 
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would  simply  like  to  point  out  that  this  would  deny  sionificant  assist- 
ance to  one  of  the  neediest  seo^nients  of  the  student  population.  It  would 
have  a  directly  neo^ative  impact  on  the  capacity  of  Federal  aid  pro- 
grams to  meet  the  needs  for  student  assistance — a  negative  impact 
which  the  administration  has  clearly  failed  to  take  into  consideration 
in  its  total  budgetary  recommendations  for  reasons  I  will  state  later. 

So,  we  Avould  like  to  make  tlie  point  that  these  recommendations 
dealing  with  educational  benefits  under  social  security  should  be 
referred  to  the  Committee  on  Education  and  Labor  because  of  the  im- 
pact on  the  whole  student  financial  assistance  program  of  the  Federal 
Government  for  review  before  any  action  is  taken  by  Ways  and  Means. 

Limiting  social  security  educational  benefits  to  the  basic  grant 
maximum  seems  to  make  no  sense  whatsoever,  because  the  two  programs 
have  no  direct  relationshi]). 

They  serve  basically  different  purposes  and  they  cannot  be  sub- 
stituted for  each  other.  Aid  is  awarded  under  the  basic  grant  program 
to  students  who  have  qualified  on  the  basis  of  need  and  social  securtiy 
benefits  are  awarded  as  part  of  the  provisions  of  a  social  insurance  pro- 
gram. Payments  under  the  basic  grant  program  are  student  aid  monevs 
while  social  security  benefits  are  considered  to  be  supplemental  family 
income. 

Social  security  payments  assist  some  841,000  students.  Until  a  couple 
of  years  ago.  this  was  tlie  second-largest  program  assisting  students 
in  this  country.  Now.  the  basic  grant  program  has  come  to  be  the 
second  in  importance  to  the  veterans  benefits.  But  social  security  is  a 
very  significant  program  when  it  comes  to  educational  assistance. 

This  is  841.000  students  whose  families  have  by  definition  suffered 
loss  of  income  because  the  primary  wage  earner  has  either  died  or 
retired  or  become  disabled. 

These  students  generally  come  from  low-income  families :  The  1972 
median  family  income  of  students  using  social  security  benefits  to 
attend  college  was  $9,090  compared  to  a  median  income  of  $13,648  for 
all  families  with  students  18  to  24  enrolled  in  college.  These  benefits 
are  important  in  permitting  students  to  continue  their  education,  A 
recent  study  found  that  over  half  of  the  recipients  doubted  they  could 
continue  in  college  without  their  social  security  benefits. 

Under  the  current  system,  students  receiving  social  secrity  benefits 
could  expect  to  receiev  annual  payments  of  about  $2,000  a  year.  That 
is  the  average.  If  the  proposed  ceiling  went  into  effect  at  the  current 
basic  crant  maximiun  of  i^l.400,  the  average  benefit  would  be  reduced 
by  $600.  This  loss  in  benefits  could  not  be  offset  by  increases  in  Federal 
need-based  student  assistance,  since  social  security  benefits  are  treated 
as  family  income  and  not  as  student  aid.  For  example,  a  student  re- 
ceiving $2,000  from  social  security  and  $500  for  a  basic  grant  award 
would  have  his  social  security  l)enefits  reduced  to  $1,400  while  his 
basic  grant  would  be  only  increased  by  about  $100.  So,  the  student  or 
his  family  would  suffer  a  net  loss  of  $500  in  the  amount  of  money 
available  for  his  or  her  education  which  Avould,  in  many  cases,  seri- 
ously jeopardize  their  ability  to  stay  in  school. 

In  summary,  it  is  apparent  that  the  administration's  pro]^osal  is  an 
attempt  to  reduce  the  drain  on  the  social  security  trust  fund)  and  does 
not  result  from  inequities  in  the  operation  of  the  program.  The  ad- 
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ministration  estimates  savings  of  $80  million  in  fiscal  1978  if  the  pro- 
posed reduction  of  benefits  is  enacted. 

But,  this  calculation  is  overstated  because  it  fails  to  take  into  ac- 
count the  increased  awards  which  most  social  security  recipients 
would  be  entitled  to  receive  under  the  basic  grant  and  other  student 
aid  programs.  Nor  does  the  administration's  budget  seek  the  addi- 
tional funds  which  would  be  needed  in  the  student  aid  programs  to 
pay  for  these  higher  awaixls.  Even  if  such  additional  funds  for  stu- 
dent aid  programs  were  appropriated,  they  would  not  begin  to  com- 
pensate the  loss  suffered  by  social  security  recipients  who  are  typically 
from  the  lower-income  families  than  the  rest  of  the  student  population. 

These  families  should  not  be  asked  to  sacrifice  their  benefits  so  the 
administration  can  reduce  overall  payments  under  the  social  security 
trust  funds.  Dependent  educational  benefits  should  continue  to  be 
treated  like  all  other  social  security  benefits,  and  not  subjected  to  ar- 
bitraiT  reduction  for  budgetary  reasons. 

That  concludes  my  formal  testimony,  Mr.  Chairman. 

[The  prepared  statement  follows :] 

Prepared  Statement  on  Behalf  of  American  Association  of  Community  and 
Junior  Colleges.  American  Association  of  State  Colleges  and  Universities, 
American  Council  on  Education,  Association  of  American  Universities, 
Association  of  Jesuit  Colleges  and  Universities,  National  Association  of 
Independent  College  and  Universities.  National  Association  of  State  Uni- 
versities AND  Land-Grant  Colleges,  and  National  Catholic  Educational 
Association,  College  and  University  Department 

(Presented  by  Charles  B.   Saunders.  Jr..  Director  of  Governmental  Relations, 

American  Council  on  Education) 

Mr.  Chairman  and  Members  of  the  Subcommittee,  this  statement  is  presented 
on  behalf  of  several  higher  education  associations  in  opposition  to  the  Adminis- 
tration's proix)sal  to  place  a  ceiling  on  the  benefits  received  by  students  under 
the  Old  Age.  Survivor.s  and  Disability  Insurance  programs. 

The  Administration  would  limit  these  benefits  to  the  maximum  award  under 
the  Basic  Educational  Opportunity  Grant  program.  Adoption  of  this  recommenda- 
tion would  represent  the  aliandonment  of  a  fundamental  social  security  payment 
principle  that  benefits  are  a  contractual  right  based  on  prior  earnings.  As  J. 
Douglas  Brown,  dean  of  the  faculty  pmeritus  of  Princeton  University  and  head 
of  the  19.37-38  Advi.sory  Council  on  Social  Security,  puts  it :  "to  confuse  (OASDI) 
benefits  for  older  children  attending  .school  or  college  after  18  with  educational 
grants  would  not  only  contradict  longstanding  purpose,  but  would  be  considered 
an  invasion  of  esta1>lished  benefit  rights  for  irrelevant,  fiscal  consideration.s.  A 
family  benefit  is  a  right  *  *  *" 

Our  comments  on  the  Administration's  recommendation  are  designed  to  point 
out  how  it  would  deny  significant  assistance  to  one  of  the  neediest  segments  of 
the  student  population.  It  would  have  a  directly  negative  impact  on  the  capacity 
of  federal  aid  programs  to  meet  the  needs  for  students  assistance— a  negative 
impact  which  the  Administration  has  clearly  failed  to  take  into  consideration. 
Tlierefore,  we  believe  that  this  matter  should  be  carefully  analyzed  by  the  Com- 
mittee on  Education  and  Labor,  which  has  general  oversight  responsibility  for 
federal  student  aid  programs,  before  any  action  is  taken  by  the  Committee  on 
Ways  and  Means. 

Such  a  review  will  find  that  the  proposal  to  apply  the  BEOG  grant  ceiling  to 
student  benefits  under  OASDI  is  solely  designed  to  cut  program  costs  and  serves 
no  educational  purpose.  It  is  entirely  arbitrary,  since  the  two  programs  have  no 
direct  relationsliip.  serve  basically  different  purposes,  and  cannot  be  substituted 
for  each  other.  Aid  is  awarded  under  the  BEOG  program  to  students  who  have 
qualified  on  the  basis  of  need;  social  security  benefits  are  awarded  as  part  of 
the  provisions  of  a  social  insurance  program.  Indeed,  payments  under  the  BEOG 
program  are  student  aid  monies  while  social  security  benefits  are  considered  to  be 

94-.32.5— 77 .34 


520 

supplemental  family  income.  For  students  who  qualify  for  both  social  security 
and  BEOG  programs,  this  distinction  is  quite  clear:  in  computing  the  need  of 
students  in  relation  to  the  available  family  resources,  social  security  educational 
benefits  are  included  as  family  income  and  not  credited  as  federal  student  aid 
received. 

ELIGIBILITY   AND   CHARACTERISTICS   OF   STUDENTS 

Social  security  payments  assist  students  whose  parents  are  either  retired, 
deceased,  or  disabled  and  eligible  for  social  security  payments.  In  order  to 
qualify,  students  must  be  single,  between  IS  and  22  years  of  age,  and  enrolled 
full-time  in  a  high  school  or  postsecondary  institution.  Seventy-eight  percent  of 
the  recipients  are  enrolled  in  colleges  and  vocational  schools ;  22  percent  are  still 
at  the  high  school  level.  In  fiscal  year  1977,  841,000  students  received  benefits 
averaging  $1,900  per  year.  Payments  to  students  vary  according  to  the  circum- 
stances of  eligibility  and  the  total  amount  of  benefits  for  which  the  student's 
family  is  eligible. 

Recent  studies  by  tht  Social  Security  Administration  and  the  American  Coun- 
cil on  Education  have  shown  that  generally  social  security  students  have  the  same 
academic  background  and  educational  aspirations  as  other  undergraduates,  but 
that  they  come  from  lower-income  families :  the  1972  median  family  income  of 
students  using  social  security  benefits  to  attend  college  was  $9,690,  compared  to 
the  median  of  .$13,648  for  all  families  with  students  18-24  enrolled  in  college. 

In  addition  to  social  security  benefits,  80  percent  of  the  recipients  earn  money 
through  employment  at  some  time  during  the  academic  year.  The  importance  of 
the  social  security  benefits  in  permitting  students  to  continue  their  education  is 
evident :  in  a  recent  study,  over  half  of  recipients  doubted  that  they  could  con- 
tinue in  college  without  their  social  security  benefits. 

IMPACT   OF   PROPOSED   LIMITATION   ON   AWARDS 

Under  the  current  system  students  receiving  social  security  benefits  could  ex- 
pect to  receive  annual  payments  of  $2,000  in  fiscal  year  78.  If  the  proposed  ceil- 
ing went  into  effect  at  the  current  BEOG  maximum  of  $1,400,  the  average  bene- 
fits would  be  reduced  by  $600.  This  loss  in  benefits  could  not  be  offset  by  increases 
in  federal  need-based  student  assistance,  since  social  security  benefits  are  treated 
as  family  income  and  not  as  student  aid.  For  the  one-third  of  social  security 
recipient's  who  also  receive  Basic  Grants,  for  example,  their  BEOG  award  would 
increase  only  a  fraction  of  the  difference.  A  student  receiving  $2,000  from  social 
security  and  $500  from  a  BEOG  award  would  have  his  social  security  benefits 
reduced  to  $1,400,  while  his  BEOG  would  be  increased  by  only  about  $100.  There- 
fore, the  student  would  suffer  a  net  loss  of  $500,  thus  endangering  his  ability 
to  stay  in  school. 

SUMMARY 

It  is  apparent  that  the  Administration's  proposal  is  an  attempt  to  reduce  the 
drain  on  the  social  security  trust  funds,  and  does  not  result  from  inequities  in 
the  operation  of  the  program.  The  Administration  estimates  savings  of  $80  mil- 
lion in  FY  78  if  the  proposed  reduction  of  benefits  is  enacted.  This  calculation  is 
overstated,  however,  because  it  fails  to  take  into  account  the  increased  awards 
which  most  social  security  recipients  would  be  entitled  to  receive  under  the  BEOG 
and  campus-based  programs.  Nor  does  the  Administration's  budget  seek  the 
additional  funds  which  would  be  needed  to  pay  these  higher  awards.  Even  if  such 
additional  funds  for  student  aid  programs  were  appropriated,  however,  they 
would  not  begin  to  compensate  the  loss  suffered  by  social  security  recipients  who 
are  typically  from  lower-income  families  tlian  the  rest  of  the  student  popula- 
tion. 

Social  security  educational  benefits  were  designed  to  help  supplement  the  loss 
of  family  income  because  a  primary  wage  earner  has  died,  become  disabled,  or 
retired.  Low-income  students  should  not  be  asked  to  sacrifice  these  benefits  so 
that  the  Administration  can  reduce  overall  payments  under  the  social  security 
trust  funds.  Dependent  educational  benefits  should  continue  to  be  treated  like  all 
other  social  security  benefits,  and  not  subjected  to  arbitrary  reduction  for  budget- 
ary reasons. 

Mr.  Jacobs.  Mr.  Saunders,  do  you  have  figures  in  front  of  you  that 
show  what  the  administration  expects  to  save  ? 
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Mr.  Saunders.  $80  million. 

Mr.  Jacobs.  That  is  the  first  fiscal  year  but  doesn't  the  amount  in- 
crease, I  mean,  the  annual  amount  increase  over  time  ^ 

Mr.  Saunders.  It  would  increase  over  time,  but  their  estimates  we 
believe  are  overstated  because  they  don't  take  into  account  the  pres- 
sures that  savings  would  place  on  the  regular  Federal  student  aid 
Xerograms. 

In  other  words,  to  the — 

^Ir.  Jacobs.  You  mean  demands  to  increase  some  place  else  ? 

Mr.  Saunders.  The  demands  to  increase  student  aid,  yes. 

Mr.  Jacobs.  I  think  your  suggestion  that  the  matter  be  called  to  the 
attention  of  the  appropriate  subcommittee,  the  Education  and  Labor 
Committee  was  well  taken,  and  it  is  something  I  am  sure  the  committee 
will  take  into  account. 

I  presume  you  understand,  at  least  it  is  my  understandnig,  that  the 
markup  of  this  bill  or  these  proposals  v.- ill  actually  be  done  by  the 
full  Ways  and  Means  Committee  according  to  the  j^resent  plans,  so 
we  will  do  our  best  to  pass  your  concern  along  to  the  full  committee. 

Mr.  Saunders.  We  would  certainly  appreciate  it,  Llr.  Chairman. 

Mr.  Jacobs.  And  we  appreciate  your  testimony. 

That  concludes  the  testimony  for  today.  These  hearings  will  ad- 
iourn  now  to  reconvene  tomorrow  morning  at  10  a.m.  in  room  2200  of 
the  Eayburn  House  Office  Building. 

[Yf hereupon,  at  4 :42  p.m.,  the  subcommittee  recessed  to  reconvene 
at  10  a.m.,  Thursday,  July  21, 1977.] 

[The  following  was  supplied  for  the  record:] 

rKEPARED  Statement  of  Hon.  John  B.  Anderson,  A  Representative  in 
Congress  From  the  State  of  Illinois 

I  tliank  mv  distinguished  colleagues  for  the  opportunity  to  appear  before 
this  Committee  and  testify  on  the  reform  of  the  Social  Security  system.  The  t^wo 
areas  that  particularly  concern  me  are  the  retirement  or  earnings  test  associated 
with  the  Social  Security  (OASDHI  program  and  the  substantial  delays  m 
processing  cases  by  the  Bureau  of  Hearings  and  Appeals,  not  only  m  Eyanston. 
Illinois,  but  across  the  country.  ^,  ,4.  j„„  „^^ 

I  am  mindful  that  the  foremost  concerns  among  my  colleagues  here  today  are 
the  prospect  of  a  Social  Security  deficit  and  the  dwindling  trust  funds.  There- 
fore let  me  begin  bv  saving  that  the  elimination  of  the  retirement  or  earnings 
tS  will  cost  6  to  7  billion  dollars.  If  we  were  to  limit  it  to  the  elimination  of 
the  re  rement  test  for  those  between  the  ages  of  65-72.  the  cost  would  be  2.i 
MlliJn  dXrs  These  figures  were  arrived  at  by  the  Social  Security  Admin- 
K  ration.  CRS;  as  well  as  several  independent  study  ^y-^ft^^^'^^^:^ 
the  elinrnation  of  the  retirement  test  along  time  ago  if  it  weren  t  for  these  steep 
co^tf  But  Vf  s  take  a  closer  look  at  what  we  would  be  gett  ng  for  our  money 
in  terins  of  reformfng  the  program  and  restoring  the  original  intentions  of  the 

^'S  o?7he  mS'Sous  charges  being  beard  these  days  against  the  Social  Se- 
curity fvstem  is  h^t  it  is  becoming  a  welfare  program  and  it  is  the  bf  fining 
of  the  welfare  state  in  America.  This  appears  to  be  true  because  under  the  earn- 
CVs  limi^tation  of  the  prespnt  law.  a  person  is  encouraged  not  to  work  and  is 
en;oumged   0  depend  on  the  federal  government.  If  I  may  f.^f^e^h  your  memorie^ 

a  beneficiary  who  has  earnings  in  excess  of  the  ^.""^"^.^j^^XSVn  1076  Zrel^l- 
some  or  all  or  his  monthlv  benefits.  Based  on  provisions  m  effect  in  1976,  a  retire 
ment  or  s  rvivor  beneficiary  could  earn  $2,760  annually  with  no  loss  in  benefits. 
?fs  annual  earnings  exceed  that  figure,  he  would  lose  $1  of  benefits  for  each 
io  of  earnings  in  excess  of  $2,760.  Income  insurance,  pension  plans,  savings  or 
other  sources  of  unearne.1  income  are  not  included.  Therefore  the  biirden  of  the 
Tetirement  test  falls  most  heartily  on  low-income  individuals  who  do  not  have 
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access  to  these  other  sources  of  income  because  they  have  lived  from  paycheck 
to  paycheck  for  most  of  tlieir  lives.  It  also  has  a  severe  psychological  effect  on 
those  who  cannot  survive  on  a  Social  Security  income  alone  and  must  struggle 
to  earn  more  while  watching  their  contemporaries  submit  to  the  system  and  quit 
their  jobs. 

When  people  quit  their  jobs,  they  are  no  longer  contributing  to  the  Social 
Security  fund.  In  view  of  this  fact,  I  do  not  agree  entirely  that  the  cost  of  the 
elimination  of  the  retirement  test  will  be  as  steep  as  anticipated  because  con- 
ceivably a  substantial  number  of  persons  would  resume  work  or  continue  to  be 
gainfull.v  employed  and  would  be  paying  taxes  instead  of  not  paying  taxes,  as 
most  of  them  are  doing  now.  According  to  a  Christian  Science  Monitor  survey,  86 
percent  of  employed  Americans  are  opposed  to  mandatory  retirement  and  would 
like  to  continue  to  work  as  long  as  they  are  able. 

Tlie  retirement  test  is  particularly  luifair  when  viewed  as  an  additional  tax 
on  earnings,  which  is  especially  heavy  for  low-income  aged  workers  who  may 
wish  to  work  to  supplement  their  retirement  benefits.  Low-income  woi'kers  pay  no 
federal  income  tax,  but  the  combined  effect  of  the  loss  of  benefits  from  application 
of  the  retirement  test,  along  with  the  Social  Security  tax  contributions  that  must 
be  paid  on  employment  earnings,  constitTite  a  relatively  heavy  tax  burden  on  a 
group  least  able  to  bear  this  burden.  This  burden  should  not  be  underestimated. 
For  example,  a  retired  male  worker  may  decide  to  work  after  i-etirement.  If  he 
earns  $5,760  annuoUy,  tlie  loss  of  benefits  and  Social  Security  tax  contributions 
constitute  an  effective  tax  rate  of  about  32  percent  for  workers  receiving  average 
monthly  benefits.  32  percent  is  an  outrageous  tax  rate  for  any  individual  at  that 
income  level. 

We  must  not  forget  that  the  retirement  test  also  penalizes  working  wives  with 
children  under  age  18.  Female  employees — many  of  whom  have  children  under 
IS — comprise  more  than  40  percent  of  the  labor  force  at  the  present  time.  Many  of 
these  working  mothers  are  widows  with  children  under  age  18 ;  they  work  to 
supplement  their  survivor  benefits.  The  benefits  are  designed  to  restore  at  least 
part  of  the  deceased  husband's  earnings.  The  earnings  test,  however,  is  applied  to 
the  wife's  earnings.  This  is  inequitable  and  unfair,  since  she  may  have  been 
woi-king  full  time  before  her  husband  died,  and  her  earnings  are  an  important 
source  of  family  income.  Her  earned  income,  however,  is  subject  to  the  earnings 
test.  Thus,  she  must  absorb  a  double  loss — the  loss  of  her  husband's  earnings  plus 
an  assessment  against  her  own  earnings  because  of  the  earnings  test.  If  a  widow 
works,  she  loses  part  of  her  benefits,  and  her  net  gain  from  working  may  be  rela- 
tively small,  especially  when  child  care  and  work-related  expenses  are  added  to" 
the  reduction  or  loss  of  benefits. 

In  conclusion.  I  would  like  to  point  to  the  human  aspect  of  this  problem.  It  is 
true  that  inadequate  income  is  one  of  the  most  serious  problems  facing  our 
elderly  today.  But  I  would  give  almost  equal  weigh  to  the  problem  of  loss  of 
one's  role  in  society  with  the  accompanying  feelings  of  loneliness,  purposeless- 
ness,  lack  of  belonging,  and  other  causes  of  mental  deterioration.  The  earnings 
limitation  runs  counter  to  the  high  value  our  society  places  on  inde!)endence  and 
the  willingness  of  individuals  to  support  themselves,  and  I  would  like  to  see  it 
abolished. 

I  have  another  matter  that  I  would  like  to  submit  to  the  Committee  for  con- 
sideration. I  have  become  increasingly  disturbed  by  the  huge  accumulation  of 
cases  pending  before  the  Bureau  of  Ilearines  and  Appeals  in  Evanston.  111.,  and 
across  the  country.  According  to  Paul  Webb,  Commissioner  of  the  Chicago  Re- 
gional Social  Security  Ofiice,  the  BHA  in  Evanston.  which  serves  Northern  Illi- 
nois, is  running  7  to  8  months  behind.  This  means  tliat  a  person  must  wait  7  to  8 
months  on  average  betvs'een  the  time  he  or  she  requests  a  hearing  and  the  time 
it  actually  takes  place.  Then  there  is  an  average  of  a  30  to  60  day  further  delay 
between  the  hearing  date  and  the  final  decision.  Commissioner  Webb  also  states 
that  nationally,  the  median  wait  is  9  months  for  a  hearing  after  a  request  is 
made,  and  then  a  30  to  60  day  additional  delay  until  a  decision  is  made.  This  is 
deplornble.  I  have  been  corresponding  with  Social  Security  Commissioner  James 
Caldwell  in  hopes  of  alleviating  this  logjam.  In  his  latest  letter,  he  informed  me 
that  the  Evanston  office  is  experiencing  "an  unanticipated  large  increase  in  the 
numlier  of  requests  for  hearings.  From  September  1076  to  the  present,  the  aver- 
age monthly  number  of  requests  for  hearings  increased  by  22  percent." 

As  you  may  recall,  steps  were  taken  to  rectify  the  situation  last  vear  with  the 
enactment  of  Public  Law  94-202  which  was  intended  as  emergency  legislation. 
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The  law  allowed  tbose  Administrative  Law  Judges  wlio  previously  were  limited 
t(j  heariui>-  SuMJlemeatary  Security  Income  cases  only,  to  hear  Title  li  cases  as 
well  I  have  been  informed  by  BHA  that  this  law  has  caused  further  bureau- 
cratic snags.  Those  judges  that  were  authorized  to  help  with  the  overload  were 
not  given  corresponding  increases  in  salaries  to  put  them  on  the  same  Orb-lo 
level  with  those  alreadv  hearing  Title  II  cases,  even  though  they  are  doing  the 
same  job.  I  endorse  H.R.  5725  whicli  would  rectify  this  situation  at  negligible 
costs.  The  system  must  be  either  made  more  efficient  or  given  sufficient  resources 
and  manpower  to  get  the  job  done.  .       ,      ,,  •   /,•   •/i„„ic 

We  must  keep  in  mind  that  many  of  the  people  involved  here  are  individuals 
•on  low  incomes  who  experience  severe  financial  hardships  when  they  must  go 
without  benefits  liecause  of  a  disputed  claim.  For  these  people,  justice  delayed  is 
unquestionably  justice  denied. 

Thanli  you  for  your  time. 

Prepared   Statement  of  Hox.  William  L.  Armstrong,  a  Representative  in 
Congress  From  the  State  of  Colorado 

I  am  delighted  that  the  Subcommittee  on  Social  Security  is  actively  studying 
ways  by  whicli  we  miglit  improve  our  Social  Security  system,  on  which  so  many 
of  our  senior  citizens  depend  for  their  livelihood.  In  its  deliberations,  I  hope  the 
Subcommittee  will  give  serious  consideration  to  the  reform  proposals  I  made  in 
the  Social  Security  Refonu  Amendments  of  1977,  which  I  introduced  on  March  2. 

These  reform  amendments  aim  to  help  those  Americans  who  have  worked  and 
sacrificed  and  paid  Social  Security  taxes  for  years. 

The  main  features  of  this  legislation  are  :  _   , 

First   repeal  of  the  earnings  limitation  for  Social  Security  recipients ; 

Second,  repeal  of  the  so-called  "living-in-sin"  provisions  of  current  Social  Secu- 
rity law ;  ,,,-,• 

Third   equal  treatment  for  widows  and  widowers,  husbands  and  wives ; 

Fourth,  an  optional  exemption  of  Social  Security  recipients  65  and  over  from 
paving  further  Social  Security  taxes ;  ^  t,     i 

Fifth,  repeal  of  provisions  which  force  beneficiary's  heirs  to  return  a  check 

already  "earned"  and  mailed ;  „-,.,•  „/i 

Sixth,  partial  reform  of  the  Medicare  billing  system  for  doctors   services,  and 
Seventh,    elimination    of    the    5    month    waiting    i>eriod   for    Social    Security 

One  of  the  most  unfair  sections  of  present  Social  Security  law  is  the  earnings 
limitation.  Applying  welfare-type  concepts  of  earnings  limitations  to  the  social 
security  program  makes  second  class  citizens  out  of  millions  of  retired  Americans. 
At  present,  social  security  benefits  are  reducetl  $1  for  every  $2  earned  by  a  re- 
cipient— except  for  those  over  age  72.  _ 

In  my  opinion,  it  is  completely  unfair  to  force  senior  citizens  to  live  on  below- 
average  incomes.  It  is  contrary  to  self-respect  and  the  American  tradition  of 
individual  initiative. 

I  base  this  legislation  on  three  considerations :  ,        ^^       v,       4-^ 

First  The  present  limitation  which  reduces  social  security  benefits  when  the 
retired  person  earns  in  excess  of  $3,000  per  year,  or  $250  a  month,  forces^  many 
s-nior  citizens  to  live  on  below-average  incomes.  In  a  time  of  rampant  inflation, 
it  is  virtually  impossible  for  social  security  benefits  to  keep  pace.  A  lowering 
spiral  of  living  standards  is  inevitable  for  these  retired  persons. 

Second.  The  present  limitation  applies  only  to  earned  income,  not  to  invest- 
ment income  So  those  who  are  fortunate  enough  to  have  accumulated  invest- 
ments in  stocks  and  bonds,  savings  accounts,  rental  properties  and  so  on  can  have 
unlimited  income  from  the.se  sources.  But  those  who  have  no  such  investments 
are  precludetl  from  supplementing  their  social  security  with  any  substantial 
amounts  of  earnings. 

Third.  The  principle  of  an  earnings  limitation  is  wrong.  ^       ,„         t4- i, 

.  Social  securitv  is  not  and  was  never  intended  to  he  a  form  of  welfare.  It  has 
been  earned  bv  American  workers  and  their  employers  who  have  paid  the  cost  ot 
this  program  through  payroll  taxes.  In  most  cases,  workers  pay  far  more  m  taxes 
during  a  lifetime  of  work  than  they  can  possibly  draw  in  benefits.  To  deny  them 
something  they  have  paid  for,  at  least  a  partial  return  on  their  payments  is 
completely  unfair. 
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Many  Americans  have  no  need  or  wish  to  work  beyond  normal  retirement 
age.  But  millions  of  others  need  the  extra  income  and  enjoy  the  activity  which 
part  or  full-time  work  provides. 

It  is  long  past  time  for  us  to  stop  penalizing  those  Americans  who  need  or 
want  to  be  productive  workers— and  who  deserve  far  better  treatment  than  the 
present  law  allows. 

_  Much  has  also  been  written  about  the  "living-in-sin"  provisions  of  social  secu- 
rity. In  a  nutshell,  these  restrictive  causes,  retained  in  the  name  of  economv, 
have  little  economy  and  create  only  anguish.  A  widow  and  a  widower  who  would 
like  to  remarry,  but  cannot  afford  the  financial  loss,  are  forced  either  to  deny 
themselves  what  happiness  they  might  have  together  or  often  to  go  against  their 
long-held  beliefs  and  live  together  unmarried. 

In  either  case  the  Government  is  creating  unhappiness— as  well  as  denving 
benefits  earned  rightfully  over  years  of  work. 

The  present  law  is  an  affront  to  the  dignity  of  older  Americans,  respected 
citizens  often  struggling  in  relative  poverty  to  retain  their  own  self-respect 
Repeal  of  the  "living-in-sin"  provisions  of  the  current  Social  Security  Act  is  the 
least  we  can  do  for  them. 

Times  have  changed  drastically  over  the  past  quarter  centurv,  especially  in 
the  increasing  number  of  women  working— and  the  trend  of  working  women  is 
going  to  increase.  We  are  already  seeing  house-husbands  as  well  as  housewives— 
but  once  again,  there's  no  provision  in  the  law  to  fairly  deal  with  the  changing 
times. 

If  a  husband  covered  by  social  security  dies,  his  wife  is  presumed  eligible  for 
benefits  even  if  she  is  working,  and  has  always  worked.  But  if  a  working  woman 
covered  by  social  security  dies,  under  the  current  law,  her  husband  must  go 
through  an  ordeal  of  proving  his  dependency,  even  if  he  has  been  totally  de- 
pendent. The  recent  Supreme  Court  decisions  touched  onlv  some  sections  of  the 
law^leavmg  the  provisions  covering  dependent  widowers,  for  example,  uncovered 

Without  a  change  in  the  law.  social  security  could  go  back  to  the  old  system 
next  week  and  force  another  series  of  legal  battles. 

_    It  is  time  to  end  this  unspoken  hypocrisy— the  over  30  million  working  women 
in  America  deserve  the  same  protection  for  their  dependents  as  working  men. 

EXEMPTION   FEOM    FICA   TAXES 

"In  this  world,  nothing  is  certain  but  death  and  taxes,"  said  Benjamin 
Franklin. 

For  most  beneficiaries  who  have  been  covered  almost  their  entire  working 
lives,  death  comes  too  soon  and  the  social  security  taxes  are  too  high. 

Another  absurdity  is  the  payment  of  social  security  taxes  bv  social  securitv 
beneficiaries.  Consider  this  situation— all  too  common,  in  mv  opinion  •  A  worker 
must  supplement  a  monthly  social  security  check  by  working  full  or  part  time 
to  make  ends  meet.  Yet  even  though  he  has  paid  into  social  security  for  over 
dU  years,  he  is  further  taxed  by  social  security  on  his  meager  earnings— meaning 
he  has  to  work  just  that  much  longer  ! 

EEFOKM    OF  "LAST    CHECK"  PROCEDUKES 

Another  area  of  pettiness  generated  by  current  laws  and  regulations  is  the 
hnal  check  a  beneficiary  receives.  According  to  Social  Securitv  Administration's 
regulations,  an  individual's  eligibility  terminates  the  month  "before  he  dies  So 
an  individual  can  run  up  bills,  but  the  heirs  cannot  even  pay  off  the  debts  with 
the  check  for  that  month— even  if  the  individual  dies  on  the  last  day  of  the 
month. 

I  personally  have  come  across  cases  where  the  Social  Securitv  Administration 
refused  to  honor  checks  which  were  properlv  endorsed  and  deposited  but  did 
not  clear  the  banking  system  by  the  time  of  the  beneficiary's  death.  My  proposal 
would  not  change  the  benefits  or  entitlements  of  the  svstem  in  any  way.  but 
would  simply  allow  a  beneficiary  and  his  heirs  full  benefits  for  the  last  month  the 
recipient  is  alive. 

MEDICARE   PAYMENT   REFORM 

I  have  proposed  a  simple  change  in  the  medicare  payment  svstem  to  remedy 
a  problem  originally  brought  to  me  by  a  constituent. 

A  man's  wife  dies  of  a  sudden  illness  requiring  expensive  hospitalization  and 
doctors'  services,  but  she  is  covered  by  medicare.   So  his  bills  can  be  paid? 
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Hardly — medicare  cannot  reimburse  him  until  he  has  paid  the  doctors'  bill  in 
full.  Although  he  has  supplementary  health  coverage,  his  insurance  company 
cannot  make  any  settlement  until  medicare  does.  Because  of  the  other  expenses 
of  his  wife's  illness  he  does  not  have  the  funds  to  pay  the  four  specialists  re- 
quired. His  only  alternative  is  to  borrow  the  money,  if  he  can,  pay  the  bills,  and 
hope  medicare  can  process  his  reimbursement  before  the  interest  on  the  loan 
mounts  too  high. 

But  in  any  case,  this  system  keeps  the  doctor  waiting,  effectively  increases  the 
price  of  health  care,  and  may  in  fact  keep  the  doctor  from  ever  getting  paid. 

I  have  therefore  proposed  tliat  medicare  be  empowered  to  pay  the  doctor  his 
share  directly.  While  this  system  also  has  drawbacks,  such  drawbacks  are  mini- 
mal compared  to  the  present  chaos. 

DISABILITY    WAITING   PERIOD   EEDUCTION 

The  last  section  of  the  reform  package  I  am  proposing  eliminates  the  present 
5-month  waiting  period  required  to  obtain  eligibility  for  social  security  disability 
payments. 

Eight  now,  a  5  month  waiting  period  is  required  before  a  qualified  disabled 
individual  can  draw  disability  benefits.  During  this  waiting  period,  no  disability 
benefits,  retroactive  or  otherwise,  can  be  paid.  Until  the  replacement  of  local 
welfare  by  the  supplemental  income  plan — SSI— in  1974,  a  disabled  individual 
could  draw  local  welfare.  Now,  however,  SSI  v^ill  not  grant  benefits  until  the  dis- 
abled worker's  case  is  resolved  by  .social  security. 

That  means  he  cannot  receive  any  income  for  5  montlis  if  he  is  really  disabled. 
The  very  system  which  is  supposed  to  protect  him  denies  him  any  income  for  5 
months. 

This  is  utterly  absurd. 

In  my  district  alone.  I  know  of  more  than  20  cases  of  this  nature  created  by 
this  particular  law.  And  those  are  only  the  ones  which  have  come  to  my  attention. 

This  kind  of  catch-22  is  utterly  absurd.  It  should  be  changed,  and  the  sooner 
the  better. 

Prepared  Statement  of  Hon.  William  S.  Cohen,  a  Representative  in 
Congress  From  the  State  of  Maine 

Mr.  Chairman,  I  was  pleased  to  receive  the  notification  of  hearings  by  the 
Subcommittee  on  Social  Security  of  the  House  Ways  and  Means  Committee  on 
the  various  pending  bills  affecting  the  Social  Security  system. 

Two  of  those  proposals  which  the  Subcommittee  expects  to  examine  closely 
relate  to  issues  and  legislation  in  which  I  have  a  special  interest  as  a  result  of 
my  work  on  the  House  Aging  Committee.  I  welcome  this  opportunity  to  share 
my  views  with  vou  on  these  matters  at  this  time. 

The  Sxibcommittee  has  before  it  several  proposals  affecting  the  appeals  process 
of  the  Social  Securitv  benefit  program.  My  interest  in  the  appeals  process  relates 
to  the  payment  of  attornev  fees  on  successfully  contested  claims.  Currently,  the 
appeals  p"roces.S'  requires  that  .successful  claimants  pay  their  own  attorney  fees. 
I  have  introduced  legislation  with  over  50  cosponsors  to  shift  the  burden  of  attor- 
ney fees  and  related  legal  costs  from  the  claimant  to  the  Federal  government 
when  a  claimant  succeeds  in  an  appeal  of  benefit  decisions  by  the  Social  Security 

Administration.  .      .,..,,,         «, 

This  bin  is  intended  to  correct  a  situation  which  permits  individuals  to  suffer 
because  of  government  mistakes.  During  1976,  for  example,  38.8  percent  of  the 
101 1'>8  claims  processed  by  the  Social  Security  Administration  at  the  hearing, 
appeals  and  civil  court  levels  of  the  appellate  process  were  reversed.  _       _ 

The  degree  of  error  is  disgraceful.  Too  often,  it  appears  the^e  determinations 
a'-e  the  result  of  arbitrary  interpretation  and  application.  Furthermore,  these 
figures  do  not  reflect  those  social  security  recipients  who  would  have  pursued 
successful  claims  against  the  government  but  lacked  the  financial  resources  to 

Vnlike  some  Federal  payments,  social  security  benefits  are  earned  through  a 
lifetime  of  work.  Statistics  show  that  the  vast  majority  of  these  benefit.s  go  to 
those  who  are  old,  disabled  and  in  financial  need. 

The  government  has  recognized  financial  need  by  applying  a  limitation  to 
the  amount  an  attorney  can  earn  in  a  particular  case.  Without  this  limi^tion 
the  amount  of  benefits  to  be  recovered  in  many  cases  would  not  be  sufiicient 
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to  cover  the  high  costs  of  litigation.  The  lawyer's  fee  is,  however,  still  paid  by  a 
successful  claimaut  through  a  reduction  of  his  benefit  award  and,  as  a  taxpayer, 
a  claimant  is  required  by  law  to  support,  through  his  taxes,  the  legal  expense's  of 
the  government — the  adversary  who  wronged  him.  In  short,  the  law  requires  him 
to  bear  tlie  financial  burden  of  both  sides  of  the  litigation. 

This  inequity  can  be  redressed  if  a  claimant  is  reimbursed  for  the  full  cost 
of  litigation  when  his  claim  is  proven  to  be  right.  My  legislation  does  just  that. 
It  does  not  alter  the  procedures  whereby  claims  are  adjudicated.  Nor  does  it 
repeal  the  limitations  on  attorneys'  fees.  Consequently,  my  bill  would  impose 
only  a  minimal  burden  on  the  Federal  budget. 

At  present,  there  are  approximately  60  statutes  which  have  established  prece- 
dents for  payment  of  attorney  fees  by  the  government  when  it  is  wrong.  Cer- 
tainly, we  can  afford  to  pay  these  fees  in  the  case  of  disabled  and  elderly  persons 
who  have  been  unjustly  denied  social  security  benefits. 

The  second  issue  I  would  like  to  address  concerns  the  present  earnings  limita- 
tion on  recipients  of  Social  Security  benefits.  There  are  now  over  50  different 
bills  which  would  amend  this  earnings  ceiling  in  a  variety  of  ways.  The  current 
law  singles  out  the  2.5  million  recipients  of  Social  Security  benefits  between  the 
ages  of  65  and  71  by  reducing  their  benefit  aAvards  by  fifty  cents  for  every  dollar 
earned  in  excess  of  $-3,000.  This  benefit  reduction  does  not  affect  those  workers 
who  are  over  71  years  of  age  or  persons  within  the  6.5-71  age  I)racket  with  sub- 
stantial investment  income,  as  long  as  they  are  unemployed.  The  law  unfairly 
favors  those  who  do  not  need  continued  employment  in  order  to  meet  today's 
high  costs  of  living. 

Historically,  this  nation  has  valued  self-reliance  and  the  work  ethic.  The  earn- 
ings ceiling  runs  contrary  to  this  concept  and  discourages  able  senior  citizens 
from  working.  To  penalize  elderly  citizens  for  tlieir  desire  to  work  by  reducing 
their  Social  Security  benefits  is  unconscionable.  In  addition  to  paying  income 
taxes  on  their  earnings,  those  persons  who  work  will  continue  to  pay  into  the 
Social  Security  program,  supporting  their  contemporaries  who  elect  not  to  work. 

While  I  personally  would  favor  a  repeal  of  the  earnings  ceiling,  I  can  appreciate 
the  necessity  of  phasing  in  this  change  for  budgetary  reasons.  At  the  vei-y  least, 
however,  I  believe  we  should  allow  the  recipient  to  earn  the  annual  equivalent 
of  the  minimum  hourly  wage,  about  $5,000  per  year,  before  benefits  are  reduced. 
This  position  is  supported  by  the  American  Association  of  Retired  Persons. 

I  liave  introduced  legislation  to  accomplish  this  end.  My  bill  also  revises  the 
method  for  detemiining  the  amount  of  outside  earninss  permitted  in  any  specific 
case.  This  bill  would  increase  the  ceiling  for  those  retirees  who  receive  less  than 
the  maximum  Social  Security  benefit  to  an  amount  that  would  enable  them  to 
earn  $5,000  plus  the  difference  between  the  benefits  they  receive  and  the  possible 
maximum  l)enefit,  currently  $4,647.60.  This  provision  of  the  bill  would  not  affect 
those  who  receive  the  maximum  benefit,  but  it  would  allow  all  tliose  subject  to 
the  earnings  ceiling  the  same  economic  freedom. 

Again,  I  compliment  the  Subcommittee  on  its  willingness  to  examine  the  Social 
Security  program  in  order  to  assure  financial  independence  for  elderly  and  dis- 
abled beneficiaries. 

Peepared  Statement  of  Hon.  Silvio  O.  Coxte,  a  Representative  in  Congress 

From   the   State  of  Massachusetts 

Mr.  Chairman  and  members  of  the  Committee,  I  appreciate  the  opportunity  to 
participate  in  your  consideration  of  necessary  changes  in  the  Social  Security  pro- 
gram. I  would  like  to  speak  today  on  behalf  of  those  who  ai"e  probably  most  in 
need  of  our  assistance— the  aged,  the  disabled,  the  blind,  and  the  widowed. 

It  has  been  a  long  road  finding  the  most  equitable  .solutions  to  deal  with  the 
varying  proldems  of  people  with  different  sets  of  circumstances  for  whom  some 
kind  of  aid  is  due.  Since  1935.  and  tlie  advent  of  the  Social  Security  system,  we 
as  legislators  have  been  grappling  with  choices,  decisions,  and  amendments  in 
the  name  of  perfecting  a  necessarily  imperfect  system. 

When  considering  the  plight  of  the  Social  Security  beneficiary  and  the  direction 
of  his  ties  to  both  government  assistance  and  self-sufficiency,  one  word  immedi- 
ately comes  to  mind — Independence.  Independence  encourages  a  stiiving  for 
rather  than  a  shying  away  from  responsibility,  and  should  be  the  goal  we  keep 
in  mind  in  considering  improvements  to  the  Social  Security  program. 
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Penalizing  gainful  employment,  -^-ith  earnings  greater  than  the  $3,000  presently 
permitted,  is  a  disincentive  to  economic  stability  and  self-sufficiency.  The  earned 
income  limitation  for  Social  Security  recipients  creates  incentives  exactly  the 
opposite  of  the  intentions  of  the  Social  Security  Act.  Our  priorities  are  misplaced 
if  the  qualifying  recipient  does  not  have  the  incentive  to  supplement  his  income 
and  that  of  his  family,  to  continue  to  work  under  the  Social  Security  system 
rather  than  simply  taking  away  from  it,  and  to  avoid  the  need  for  supplemental 
income  through  other  Federal  assistance  programs.  Social  Security  was  not  in- 
tended to  be  the  sole  means  of  support  for  the  aged — but  the  earned  income 
limitation  creates  incentives  in  that  direction. 

The  incentive  to  work,  for  those  who  are  able  to  do  so.  can  be  maintained  by 
eliminating  the  earned  income  limitation  as  provided  in  my  bill  H.R.  307.  We 
need  to  give  the  Social  Security  beneficiary  a  fair  chance  to  maintain  his  self- 
respect  as  a  provider  and  contributor  to  society.  Maintaining  oneself  merely  on 
benefits  is  an  empty  life  to  those  willing  and  able  to  provide  at  least  partial  self- 
support.  Ages  ()2  to  72  can  be  a  person's  most  productive  years,  as  we  know  from 
experiences  with  friends  and  certainly  our  colleagues  in  the  Congress.  After  per- 
haps forty  years  of  paying  into  the  Social  Security  system,  I  believe  employees 
should  be  eligible — regardless  of  outside  income — to  receive  full  benefits.  Remem- 
ber that  two  million  senior  citizens  are  affected  by  earnings  limitations.  Some  1.4 
million  lose  all  or  some  of  their  benefits.  And  about  600.000  remain  out  of  the 
v>-ork  force  or  severely  restrict  them.selves  in  an  obligatoi-y  attempt  to  remain 
under  the  ceiling  imposed  by  the  present  earnings  limitation.  This  is  a  terrible 
waste  of  human  potential. 

Tlie  next  reform  I  would  propose  is  one  of  logistics,  that  is  the  amount  and 
spacing  of  quarters  of  coverage  in  order  to  qualify  for  disability  insurance  bene- 
fits. :Meeting  the  test  of  substantially  recent  work  coverage  denies  disability 
benefits  to  too  many  workers,  especially  those  with  slowly  degenerative  disea.ses. 
Such  individuals  may  have  an  inconsistent  work  history,  with  the  result  that 
they  fail  to  meet  the  requirement  of  forty  covered  quarters  immediately  preced- 
ing" disability.  My  bill,  H.R.  308.  eliminates  the  timing  requirement  and  provides 
coverage  upon  tlie  completion  of  forty  covered  quarters  whenever  they  may  have 
occurred.  For  older  workers,  this  legislation  means  a  closing  of  tlie  gap  for  those 
who  have  had  sporadic  disabling  conditions,  or  who,  in  their  long  service  to  the 
worldng  world,  have  somehow  failed  to  meet  the  technical  but  inhumane  require- 
ment of  continuous  coverage. 

Mr.  Chairman,  you  can  v.ell  imagine  the  catastrophic  economic  impact  on  a 
family  caused  by  a  breadwinner's  disability,  a  deprivation  that  may  last  years 
beyond  the  date  of  recovery  of  the  provider.  I  would  strongly  recommend  the 
inclusion  of  the  provLsions  of  H.R.  308  to  help  meet  tliis  problem. 

My  bill  H.R.  309  would  recognize  the  need  of  the  blind  for  independence  by 
removing  the  earnings  limitation  altogether  for  the  blind,  thereby  creating  a 
positive  incentive  for  employment.  The  benefits  would  then  continue  after  the 
person  makes  his  move  for  independence,  providing  a  secure  position  from  which 
the  blind  person  can  achieve  self-sufficiency. 

The  blind,  who  so  earnestly  desire  the  independence  of  employment,  are  pre- 
sented today  with  a  difficult  choice  when  they  survey  their  economic  position  with 
resi)ect  to  disabilitv  benefits  and  employment.  Due  to  the  cut-off  iirovisions  caused 
by  earnings  above  $200  a  month,  a  beneficiary  must  choose  between  two  mutually 
exclusive  courses — the  security  for  the  blind  person  and  his  or  her  family  by 
receiving  a  monthlv  benefit  check  often  totaling  nearly  $900,  or  the  uncertainty 
of  entering  the  job'market  as  a  blind  person  with  the  loss  of  benefits  if  earnings 
reach  .<R2(X)  a  month.  The  realities  of  life  make  that  choice  pretty  clear.  The  need 
to  live  would  mn  out  over  the  possibility  of  a  good  job  in  a  situation  where  the 
likelihood  of  low-paying,  short-term,  sporadic  employment  is  so  high.  The  present 
earnings  limitation 'serves  as  a  disincentive  to  employment. 

Mr  Chairman,  .such  a  disincentive  is  no  longer  acceptable  in  our  times  and  our 
society  which  is  founded  on  the  belief  that  human  beings  are  intrinsically 
worthy  and  that  human  resources  are  ultimately  our  most  precious  resources. 
Con-ress  has  provided  rehabilitation,  library,  and  civil  rights  legislation  for  the 
blind  But  it  has  not  vet  focused  directly,  as  does  my  bill  H.R.  309,  on  the  destruc- 
tive economic  results  of  blindness  and  on  the  effects  of  present  Social  Security 
disabilitv  provisions  upon  blind  beneficiaries. 

Mr  Chairman  liberalizing  the  eligility  of  the  blind  disability  insurance  bene- 
ficiaries is  social  policy  and  tax  policy  which  will  be  good  for  the  country.  Tlie 
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incentive  it  provides  will  result  in  increasing  numbers  of  working  blind  persons 
who  will  be  paying  income  taxes  on  their  earnings  and  who  will  take  care  of 
their  own  needs  beyond  the  need  for  SSI  and  other  assistance  programs.  I 
strongly  urge  the  inclusion  of  the  provisions  of  H.R.  309  in  any  Social  Security 
reform  legislation. 

Mr.  Chairman,  another  bill  to  which  I  would  like  to  address  myself  is  H.R. 
310,  which  provides  for  disabled  widows  and  widowers  to  receive  unreduced 
insurance  benefits  without  regard  to  age.  I  would  question  the  logic  of  omitting 
this  clause  in  the  original  Title  II  of  the  Social  Security  Act.  for  less  advanced 
age  is  hardly  an  easier  time  of  life  in  which  to  cope  with  disability.  If  we  as  a 
people  are  truly  committed  to  caring  for  the  aged,  the  poor,  and  the  disabled, 
then  this  provision  must  be  made.  Age  65  is  no  prerequisite  to  need.  We  need  to 
consider  whether  being  disabled  and  widowd  isn't  sufficient  justification  for 
receiving  assistance. 

I  would  conclude  my  testimony  by  requesting  favorable  consideration  for  legis- 
lation which  was  introduced  by  the  gentleman  from  Michigan  (Mr.  Traxler) 
and  which  I  have  cosponsored  along  with  over  120  of  my  colleagues,  to  meet  the 
need  to  make  purchasing  power  adjustments  more  equitable  for  those  receiving 
Social  Security  benefits.  These  bills,  H.R.  2870  and  H.R.  2873,  would  provide  for 
the  monthly  publication  of  a  consumer  price  index  for  the  aged  and  other  social 
security  beneficiaries  to  be  used  in  providing  Title  II  cost  of  living  increases  in 
Social  Security  benefits,  and  to  provide  for  a  semi-annual  rather  than  annual 
adjustment  of  benefits  to  take  increases  in  the  cost  of  living  into  account. 

Because  of  the  special  needs  of  the  aged,  especially  increased  expenditures  for 
medical  care,  the  expenditures  of  the  aged  for  medical  costs,  housing,  and  food 
are  8.15  percent  higher  than  that  of  the  average  urban  wage  and  clerical  worker. 
Clearly  this  should  demonstrate  the  need  for  a  special  consumer  price  index  tied 
to  the  costs  of  the  things  that  the  elderly  actually  buy — an  elderly  shopping 
basket,  if  you  will. 

And  in  this  era  of  economic  uncertainty,  when  the  cost  of  living  index  fluctu- 
ates almost  weekly,  it  is  reasonable  to  assume  that  the  elderly  Vvill  be  unable  to 
reasonably  manage  July's  prices  with  benefits  tied  to  January's  rate  of  inflation. 
It  is  more  than  a  truism  that  infllation  hits  hardest  at  those  on  fixed  incomes — 
a  category  which  most  of  the  elderly  are  part  of.  In  order  to  deal  with  this 
problem,  I  strongly  recommend  the  approval  of  these  two  measures. 

Mr.  Chairman,  I  appreciate  having  hod  this  opportunity  to  share  my  concerns 
with  you  about  the  need  for  reform  of  the  Social  Security  system.  I  believe  that 
the  measures  I  have  recommended  would  deal  with  some  of  the  major  problems 
facing  our  Social  Security  recipients  today,  and  I  would  respectfully  commend 
them  to  the  Committee's  serious  consideration. 

Thank  you. 

Statement  op  Hon.  Robert  J.  Cornell,  a  Representative  in  Congress  From 

THE  State  of  Wisconsin 

I  appreciate  this  opportunity  to  discuss  the  future  directions  of  the  Social 
Security  Program.  In  the  course  of  the  Subcommittee's  efforts  to  shape  a  proposal 
for  refinancing  the  system,  I  am  sure  you  will  agree  that  it  is  important  to  con- 
sider modifications  in  the  program  that  may  require  additional  funding.  I  would, 
therefore,  like  to  address  several  chancres  that  I  believe  should  be  made. 

As  our  primary  social  insurance  system,  the  Social  Security  Program  provides 
benefits  to  a  wide  range  of  recipients — from  dependents  to  retirees.  Although 
the  program  has  been  expanded  and  m-Odified  over  the  years.  I  believe  it  needs 
to  be  updated  to  reflect  the  current  economic  status  of  its  beneficiaries. 

The  present  program  encourages  a  mandatory  retirement  age  at  the  very  time 
Congress  is  considering  legislation  to  move  the  current  focus  away  from  forced 
retirement.  Unless  the  Social  Security  Program  encourages  older  people  to  work 
past  age  65.  our  efforts  to  end  the  setting  of  an  arbitrary  retirement  age  will  be 
thwarted.  It  is.  therefore,  by  contention  that  we  should  increase  the  allowable 
outside  earned  income  limitations  to  the  difference  between  an  individual's  bene- 
fits and  the  maximum  benefit,  plus  the  $3,000  outside  earnings  limit  now  pro- 
vided by  law.  Pending  before  yon  is  a  bill  introduced  by  Congressman  Vanik 
which  would  accomplish  this.  T  have  cosponsored  this  lesrislation  and  would 
commend  it  to  your  attention.  If  the  measure  were  enacted,  every  recipient  of 
Social  Security,  regardless  of  the  level  of  his  benefits,  would  be  able  to  earn 
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•enough  money  to  bring  his  yearly  income  up  to  the  maximum  of  $8,245.20  with- 
out losing  any  of  his  Social  Security. 

As  corollary,  I  believe  it  is  necessary  to  provide  citizens  who  work  beyond 
age  65  with  significantly  higher  benefits  once  they  do  retire.  Currently,  a  person 
who  continues  to  work,  pays  Social  Security  taxes  and  defers  his  Social  Security 
benefits,  receives  only  a  one  percent  per  year  increase  in  the  level  of  benefits  for 
which  he  will  ultimately  be  eligible.  An  upward  revision  in  these  benefits  would 
help  keep  our  older  Americans  active  and  contributing  members  of  society  while 
assuring  an  adequate  annuity  once  they  do  retire. 

Assuring  an  adequate  annuity  is  another  problem  any  long-range  solution  to 
financing  the  system  should  address.  For  over  40  years  the  Social  Security  Pro- 
gram has  been  heralded  as  the  nation's  best  effort  to  guarantee  the  aged  and 
disabled  and  their  dependents  that  they  will  be  relatively  free  of  finanical  worry 
in  the  event  of  retirement  or  disability.  Our  citizens  have  learned,  however,  that 
their  benefits  are  simply  inadequate  to  cover  even  essential  needs.  It  is  a  cruel 
blow  to  anticipate  retirement  with  a  pension  tliat  becomes  more  and  more  in- 
adequate because  of  the  ravages  of  inflation. 

As  a  partial  remedy  to  this  problem.  I  have  endorsed  legislation  that  provides 
a  seperate  monthtly  Consumer  Price  Index  for  the  elderly  that  will  accurately 
reflect  the  costs  of  goods  and  services  that  older  Americans  consume  in  higher 
proportions  than  other  citizens.  This  index  is  designed  to  give  special  weight  to 
increasing  prices  in  goods  that  are  especially  in  demand  by  senior  citizens  such  as 
medicines,  food  and  energy  products.  I  have  also  supported  a  companion  bill 
which  would  provide  for  semi-annual  cost-of-living  increases  in  benefits  for  Social 
Security  recipients.  The  raises  would  be  based  on  the  special  price  index  for 
older  people.  With  the  rapid  rise  in  prices,  older  Americans  simply  cannot  wait 
for  yearly  increases  in  their  benefits.  Neither  bill  would  be  very  costly,  but  both 
would  be  extremely  effective  in  assuring  the  financial  security  of  older  Americans. 

Under  current  law  over  32  million  persons  receive  Social  Security  benefits. 
The  one  group  who  do  not,  however,  are  the  so-called  displaced  homemakers, 
widows  between  ages  50-65  who  fall  between  the  cracks  of  regular  assistance 
programs.  Tliese  people  are  increasingly  becoming  the  focus  of  Congressional 
attention  and  it  seems  proper  that  they  should  finally  be  Included  in  the  Social 
Security  Program.  I  have  authored  legislation  for  this  purpose.  My  bill  provides 
that  an  individual  who  has  no  dependent  children  may  become  entitled  to  widow's 
or  widower's  insurance  benefits  at  age  50  whether  or  not  they  are  disabled. 
Although  the  benefits  would  be  actuarily  reduced  prior  to  attaining  age  65,  the 
Social  Security  payments  would  assist  these  displaced  homemakers  during  the 
diflicult  period  of  adjustment  when  they  are  attempting  to  become  self-supporting. 

Some  of  the  problems  of  displaced  homemakers  would  be  ameliorated  if  the 
present  system  were  changed  to  permit  income-splitting  for  Social  Security  as 
now  provided  for  income  tax.  Under  the  Equity  in  Social  Securitv  for  Individuals 
and  Families  Act.  a  proposal  introduced  by  Representatives  Fraser  and  Keys 
which  I  have  cosponsored.  whether  or  not  both  spouses  vrorked.  each  could  estab- 
lish his  or  her  own  Social  Security  records.  This  revision  would  provide  protec- 
tion for  all  working  people  under  the  Social  Security  System.  For  example, 
countless  women  and  men  who  are  divorced  beforp  the  end  of  the  20  year 
marriage  requirement  under  Social  Security  would  thus  have  protected  benefit 
ricrhts  and  would  not  be  dependent  on  government  largess  in  their  later  years. 
This  proposal  would  also  help  update  the  Social  Security  System  by  bringing 
about  overdue  recognition  of  the  value  of  work  performed  in  the  home. 

The  final  area  of  concern  to  me  regards  medical  and  health  care  benefits 
available  to  the  elderly  and  the  disaliled.  It  is  well  known  that  the  elderly  have 
a  far  greater  need  for  corrective  medical  devices.  Although  I  would  prefer  to  see 
the  implementation  of  a  comprehensive  health  insurance  program,  our  disabled 
and  senior  citizens  cannot  wait  for  Congress  to  act  on  such  legislation.  There 
are  many  medical  costs  which  must  now  be  incurred  by  these  people  which  could 
result  in"  financial  ruin.  I  strongly  support  legislation  which  would  provide  cover- 
age under  Part  B  of  Medicare  for  hearing  aids,  dentures,  and  optometric  and 
medical  vision  care.  I  also  feel  that  payment  under  Medicare  for  X-rays,  physical 
examinations,  and  related  routine  laboratory  tests  performed  by  chiropractors  is 
warranted. 

It  is  indeed  unfortunate  that  manv  elderly  and  disabled  persons  must  he  placed 
in  state  or  federally-supported  nursing  homes  when  all  that  is  required  is  some 
form  of  home  health  care.  To  prevent  this  unnecessary  and  costly  displacement 
of  people,  I  would  like  to  bring  to  the  Subcommittee's  attention  comprehensive 
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legislation  providing  for  home  health  care.  The  measure  introduced  by  Congress- 
man Koch  would  broaden  the  coverage  of  home  health  services  under  the  supple- 
mentary medical  insurance  program.  It  vs'ould  remove  the  current  100-visit  limit 
eliminate  the  requirement  that  an  individual  need  skilled  nursing  care  in  order 
to  qualify  for  such  services  and  amend  Part  A  of  Medicare  to  liberalize  the  cover- 
age of  post-hospital  home  health  services.  Tlie  legislation  also  directs  payment 
of  housing  costs  under  each  State's  Medicaid  Program  for  elderly  persons  who 
would  otherwise  require  nursing  home  care  and  would  provide  expanded  federal 
funding  for  congregate  housing  for  the  displaced  and  the  elderly. 

I  am  well  aware  that  the  above  list  of  legislative  proposals  comprises  a  major 
overhaul  of  the  laws  governing  Social  Security  and  its  medical  programs.  While 
some  of  the  revisions  proposed  may  be  more  comprehensive  than  the  Subcom- 
mittee is  currently  considering  in  conjunction  with  its  review  of  the  Administra- 
tion's proposals  for  refinancing  the  system,  I  hope  that  the  members  of  the  Sub- 
committee would  acknowledge  that  the  above  modifications  are  nee<led  and 
should  eventually  be  incorporated  into  the  Social  Security  System.  I  thinlv  that 
the  Subcommittee  will  make  more  responsible  changes  in  the  financing  of  the 
program  now  if  it  keeps  in  mind  the  eventual  services  the  system  should  provide. 

I  thank  the  Subcommittee  for  its  attention  to  my  comments. 


Prepared  Statement  of  Hon.  Joseph  M.  Gaydos.  A  Representative  in  Congress 

From  the  State  of  Pennsylvania 

Thanic  you  for  the  opportunity  to  express  my  concern  on  a  matter  of  great  im- 
portance to  nearly  40  million  Americans,  i.e.,  the  necessity  of  major  revisions  in 
the  existing  Social  Security  program. 

I  know  of  your  deep  interest  in  this  subject,  for  you  and  I  share  the  same  opin- 
ion on  certain  proposals  whicli  have  been  advanced  to  modernize  the  program.  I 
would  also  like  to  commend  you  and  the  members  of  the  Subcommittee  for  giving 
up  this  weekend,  which  otherwise  would  have  been  spent  with  your  families,  to 
discuss  various  changes  in  the  Social  Security  program. 

All  of  you,  I  know,  recognize  the  fact  the  Social  Security  program  of  today  is 
a  far  cry  from  what  was  envisioned  when  it  was  first  conceived  in  the  1930's.  The 
program  reminds  me  of  a  vintage  automobile  which,  over  the  years,  has  been 
outfitted  with  various  gadgets  and  gimmicks  designed  to  keep  the  engine  running 
while  the  chassis  remains  unchanged. 

Originally,  Social  Security  was  to  be  nothing  more  than  a  supplement  to  help 
the  nation's  elderly  meet  the  financial  demands  of  old  age.  In  fact,  however,  the 
program  has  becoiue  the  primary  source,  if  not  the  sole  source,  of  income  for 
many  of  the  nearly  40  million  recipients  of  Social  Security  benefits. 

The  scope  of  the  program  has  been  considerably  broadened  in  recent  years  and 
the  cost  has  increased  substantially,  imposing  an  ever-growing  financial  burden 
on  younger  Americans  contributing  to  tlie  fund. 

However,  I  do  not  intend  to  discuss  that  aspect  of  the  program  today,  for  it  has 
received  widespread  publicity,  and  I  know  you  and  the  subcommittee  are  well 
acquainted  with  the  nuts  and  bolts  of  the  recent  cost  sharing  proposal.  Instead. 
I  will  address  my  brief  remarks  to  certain  changes  I  believe  would  improve  the 
program,  making  it  more  eflScient  and  equitable. 

I  would  like  your  Subcommittee  to  review  H.R.  2072.  legislation  I  have  intro- 
duced to  insure  individuals  receiving  veterans'  pensions  that  they  will  not  be 
victimized  by  additional  benefits  granted  through  Social  Security. 

In  the  past,  many  veterans  found  their  pensions  reduced  to  offset  increased 
Social  Security  benefits.  Some  actually  wind  up  with  less  money  than  they  previ- 
ously received.  This  results  in  the  need  for  corrective  legislation  and  in  the  long, 
drawn  out  process  that  follows,  the  veteran  needlessly  suffers  financial  loss. 

I  firmly  believe  the  veterans  pension  should  be  completely  divorced  from  any 
changes  in  the  Social  Security  program.  This  is  the  thrust  of  H.R.  2072. 

I  also  would  request  tlie  Subcommittee  recommend  lifting  the  earnings  limita- 
tions now  imposed  on  retirees  under  Social  Security.  It  is  my  contention  that  a 
ceiling  of  at  least  .$.5,000  annuallv  is  justifiable  under  today's  financial  conditions. 

The  existing  limitation  of  .$2,400  a  year  is  grossly  unfair  to  the  average  retiree 
who  has  been  an  employee  all  his  working  life.  It  is  highly  unlikely  such  an  in- 
dividual earned  enough  during  his  working  years  to  enjoy  the  luxury  of  purchas- 
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ing  tax-free  municipal  bonds  and  securities  which  could  have  provided  him  with  a 
soft  financial  cushion  upon  his  retirement.  The  individual,  who  does  enjoy  such  a 
luxury,  may  earn  as  much  as  $20,000  a  year  and  pay  no  taxes.  Whereas  the  average 
worker  may  earn  just  $2,400  a  year  and  is  penalized  for  anything  in  excess  of  that 
amount. 

To  correct  this  inequity,  I  have  introduced  H.R.  25S0,  raising  the  Social  Security 
earnings  limitation  from  $2,400  to  $5,000  annually.  I  hope  the  Subcommittee  sees 
lit  to  support  this. 

I  also  have  introduced  H.R.  5009,  authorizing  medicare  payments  to  senior  citi- 
zens receiving  chiropratic  care.  It  is  not  my  intention  to  become  involved  in  a  med- 
ical controversy,  I  am  interested  solely  in  furnishing  senior  citizens  health  care 
services  they  seek.  If  that  individual  prefers  the  treatment  of  a  chiropractor  to  a 
physician,  I  see  no  reason  for  the  Federal  Government  to  discriminate  against  him. 
Forcing  him  to  a  pliysician  not  of  his  own  choosing  by  using  tax  dollars  as  a  finan- 
cial leverage,  is  a  tactic  to  be  deplored. 

Finally,  Mr.  Chairman,  I  recently  introduced  H.R.  72S2,  which  would  exclude 
certain  aliens  from  sharing  in  the  Federal  Supplemental  Security  Income  pro- 
gram. 

Federal  law  now  allows  aliens  to  collect  SSI  benefits  just  30  days  after  arriving 
in  the  United  States.  It  has  been  estimated  that  148,000  aliens  receive  these  bene- 
fits. How  many,  I  wonder,  accept  a  monthly  check  without  ever  having  paid  any 
taxes  or  contributed  to  the  nation's  economy. 

I  have  heard  it  said  that  plugging  this  drain  on  SSI  funds  could  save  taxpayers 
an  estimated  $25  million  a  year.  The  legislation  proposed  would  restrict  SSI  bene- 
fits to  citizens  and  legally  admitted  permanent  aliens  who  have  lived  here  at  least 
five  years.  It  imposes  a  legal  obligation  on  the  sponsor  of  the  alien  to  provide  a 
minimum  standard  of  living  for  the  alien  during  that  time  in  the  event  he  cannot 
support  himself. 

This  would  minimize  the  need  of  hiring  additional  i)ersonnel  to  uncover  the 
abuses  in  the  SSI  program.  It  puts  no  additional  strain  on  the  limited  resources  of 
the  already  hard-pressed  Immigration  and  Naturalization  Service. 

I  thank  you  for  the  courtesy  extended  to  me. 


Statement  of  Hon.  Mark  W.  Hannaford,  a  Representative  in  Congress  From 

THE  State  of  California 

Mr.  Chairman,  thank  you  for  this  oppoi^tunity  to  place  my  views  on  our  ailing 
Social  Security  system  in  the  record.  I  commend  the  President  for  fulfilling 
his  campaign  pledge  to  formulat  a  plan  to  remedy  the  financial  problems  be- 
setting Social  Security.  I  also  conunend  you,  Mr.  Chairman,  and  your  sub- 
committee for  holding  hearings  on  this  important  issue,  thus  providing  a  forum 
for  ideas  and  proposed  .solutions. 

The  intent  of  Social  Security  is  to  provide  a  system  of  social  insurance  that 
protects  contributing  employees  from  losses  of  income  due  to  retirement  in  old 
age  or  disability.  It  is  and  has  been  government-backed  assurance  that  no  Amer- 
ican worker  will  be  left  without  a  minimum  income.  It  is  not,  as  some  believe, 
a  staff  retirement  program  that  rewards  retirees  with  an  annuity  after  years  of 
service  and  contril)utions  to  a  retirement  fund.  There  are  specific  limits  on  Social 
Security  that  keep  its  benefits  at  a  governmentally  detennined  minimum  income 
level.  Unfortunately,  my  experience  with  constituents  indicates  that  this  dis- 
tinction is  frequently  misunderstood  and  has  resulted  in  many  i)eople  planning 
retirement  solely  around  their  Social  Security  income. 

Social  Security  is  funded  to  reflect  this  difference  betweeen  income  assurance 
and  staff  retirenient.  Payroll  taxes  are  levied  on  employers  and  employees  up 
to  $16,500  and  placed  in  the  Social  Security  Fund.  Rather  than  keeping  this 
money  in  tlie  Fund  to  accrue  interest  like  a  conventional  pension  program,  it  is 
continually  paid  out  to  meet  the  needs  of  last  generation's  workers  who  are  now 
retired.  Iii  essence,  therefore,  payments  to  a  recipient  depend  upon  contributions 
being  made  to  the' Fund  today,  not  those  made  by  the  recipient  and  his  employ- 
er while  he  was  working.  I  agree  with  Joseph  A.  Pechman's  statement  that 
"Social  Security  ...  is  really  a  compact  between  the  working  and  nonworklng 

generations  ...  ^  d     •  i 

Whether  it  is  a  compact  or  more  of  a  revolving  door  exchange  of  money,  Social 

Security  is  in  financial  trouble.  Recipients  are  receiving  higher  payments  be- 
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caiise  of  the  rapidly  rising  cost  of  living.  Unfortunately,  current  contributions 
to  the  system  are  exceeded  by  these  payments.  And  with  demographic  trends 
pointing  toward  an  American  society  that  is  growing  increasingly  older,  there 
will  come  a  time  when  more  people  will  receive  payments  than  are' contributing. 

Wg  are  thus  faced  with  a  necessary  and  traditionally  efficient  system  of  income 
assurance  that  is  facing  critical  financial  difficulties  that  cannot  be  resolved 
by  simply  broadening  its  normal  sources  of  income.  I  agree  with  President  Car- 
ter's approach  to  this  problem.  Social  Security's  role  as  the  most  far-reacliing  of 
our  social  programs  merits  the  use  of  general  revenue  funds  to  bolster  declining 
payroll  tax  revenues.  As  it  is  not  a  retirement  program  in  the  conventional 
.sense,  it  is  illogical  to  use  the  argument  that  benefits  should  be  funded  solely 
from  payroll  taxes.  A  substantial  part  of  the  Social  Security  pay-out  is  for  wel- 
fare such  as  survivor  benefits  rather  than  straight  insurance,  and  therefore  it 
is  proper  to  fund  it  through  general  revenues. 

I  also  agree  with  the  President's  proposal  to  raise  the  wage-base  ceiling  for 
the  payroll  tax.  However.  I  have  reservations  about  eliminating  the  ceiling  on 
employers'  contributions  altogether.  Such  a  step  could  result  in  a  disincentive  to 
hire  new  employees.  In  our  present  period  of  high  unemployment,  this  reaction 
could  be  disastrous.  I  am  confident  that  your  subcommittee  will  closely  study  the 
possible  consequences  of  this  action,  Mr.  Chairman. 

I  hive  introduced  two  pieces  of  legislation  that  will  reform  the  Social  Secu- 
rity system  and,  I  believe,  that  are  in  keeping  with  the  income  assurance  intent 
of  the  program.  H.R.  4182  would  raise  the  outside  earnings  limitation  from 
$3,000  per  year  to  $7,500  per  year.  Such  an  increase  would  not  severely  impact 
upon  the  Social  Security  Trust  Fund  yet  would  give  retired  persons  a  greater 
opi>ortunity  and  more  incentive  to  earn  income  that  will  provide  them  with  more 
comfort  in  old  age. 

My  other  measure.  H.R.  4133.  reduces  from  20  to  10  the  minimum  number  of 
years  a  divorced  woman  must  have  been  married  to  a  Social  Security  recipient 
to  qualify  for  benefits.  Rather  than  giving  the  woman  a  full  benefit  after  10 
years,  however,  my  legislation  would  take  5  percent  off  of  the  full  benefit  for 
every  year  under  20  years  that  she  was  married.  I  believe  that  after  10  years 
of  marriage,  a  woman  has  made  a  substantial  contribution  to  the  community 
property  of  that  marriage  and  should  be  entitled  to  a  percentage  of  the  bene- 
fits she  would  have  been  qualified  to  receive  had  the  marriage  lastpd  20  years. 

As  a  final  point,  Mr.  Chairman,  I  would  like  to  reiterate  my  opening  observa- 
tion that  too  many  people  believe  Social  Security  is  a  pension  program.  It  is  not 
and  never  should  become  a  pension  program  or  operate  under  th^  same  rules 
as  such  programs.  "We  must  make  it  clear  to  people  planning  their  retirement 
that  Social  Security  will  not  sustain  them  at  a  level  above  a  minimum  income. 
I  am  in  full  accord  with  the  intent  of  the  program  and  hope  that  it  can  be  made 
clear    to    all   Americans    so   that   future   misunderstandings   can   be   avoided'. 


Congress  of  the  United  States, 

House  of  Representatives, 
Washington,  D.C.,  July  18, 1977. 
Chairman  .Tames  A.  Burke, 
Suhcnmmittee  on  Sooial  Bemirity, 
U.S.  House  of  Representatives. 

Mr.  Chairman:  I  b°'1ieve  that  the  social  security  program  as  im.plemented  in 
1037  was  never  intended  to  be  a  welfare  proc-ram,  but  a  security  program  for 
those  Americans  who  have  paid  the  cost  of  the  program  throuch  their  payroll 
taxes.  Social  security  is  actually  an  insurance  polic.v  that  has  been  handled  by 
the  Federal  Government,  its  purpose  is  to  furnish  a  partial  replacement  of  earn- 
nings  which  are  lost  to  a  family  becaiise  of  death,  disability,  or  retirement  in  old 
age.  Social  Security  beneficiaries  are  not  and  were  never  intended  to  be  wards 
of  the  government.  They  are  not  on  relief.  These  people  have  paid  for  their  bene- 
fits through  a  lifetime  of  work  and  deductions  from  their  paycbeoks.  These 
workers  have  a  right  to  the  funds  they  have  put  aside  in  trust  for  their  future. 

The  test  now  used  to  determine  if  a  loss  in  income  has  actually  occurred  is 
the  income  limitation  test  which  allows  a  person  to  receive  an  amount  of  in- 
come up  to  $3,000  without  any  reduction  in  benefits.  This  income  limitation  test 
today  has  proven  itself  inequitable  in  many  ways,  for  example :  Income  from  in- 
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vestments  is  not  counted  in  determining  wliether  benefits  shall  be  reduced 
therefore  only  the  person  who  continues  to  work  is  penalized,  not  the  million- 
aire who  has  investment  income  from  stocks,  interest,  and  dividends.  This  means 
that  we  have  a  gross  inequity  where  a  rich  man  is  allowed  to  draw  social  secu- 
rity and  to  deplete  the  existing  funds  and  a  poor  person  who  may  have  to  con- 
tinue to  work  to  support  himself  or  family  cannot  do  so  without  losing  his  social 

security  benefits.  .  ot-nA^  4^1 

To  alleviate  this  inequity  I  have  proposed  a  bill  w-hich  will  increase  to  .^faOOO  the 
amount  of  outside  income  which  (subject  to  further  increases  under  the  automatic 
adjustment  provisions)  is  permitted  each  year  without  deductions  from  social  se- 
curity benefits  and  to  provide  that  income  of  all  types  (other  than  certain  pay- 
ments based  on  retirement  or  on  illness  or  injury)  shall  be  included  in  determining 
wiiether  an  individual's  benefits  are  subject  to  sura  deductions.  Under  this  format, 
the  average  person  who  has  paid  in  social  security  payments  during  his  lifetime 
will  be  guaranteed  the  benefits  due  to  him,  and  the  richer  person  receiving  large 
annual  investment  income  will  not  be  allowed  to  deplete  the  already  financially 
troubled  funds. 

Another  area  in  w^hich  reforms  are  desperately  needed  is  centered  around  the 
criteria  for  disability  and  the  length  of  time  a  potential  recipient  must  wait  before 
receiving  his  benefit.  When  a  person  reaches  a  certain  point  in  life  where  he  needs 
the  benefits  of  social  security  he  should  not  be  kept  waiting  by  someone  he  has 
never  seen  before.  In  order  to  streamline  and  speed  up  the  process  whereby  those 
in  need  can  be  assured  of  immediate  relief  I  have  proposed  in  my  bill  to  eliminate 
the  5  month  waiting  period  which  is  presently  required  in  order  for  an  individual 
to  be  eligi!)le  for  drsability  benefits  and  to  eliminate  the  requirement  that  an  in- 
dividual must  have  been  entitled  to  disability  benefits  for  at  least  24  consecutive 
months  in  order  to  qualify  for  medicare  on  the  basis  of  disability. 

In  conclusion  of  my  testimony  before  you  today,  I  would  like  to  urge  the  Com- 
mittee and  Congress  to  re-establish  the  original  purposes  of  the  social  security  pro- 
gram and  do  away  with  the  inequities  in  the  system  w^hile  at  the  same  time  assur- 
ing its  financial  stability. 

Respectfully  submitted. 

John  W.  Jenrette,  Jr.,  M.  C 

Prepared  Statement  of  Hon.  Ronald  M.  Mottl,  a  Representative 
IN  Congress  from  the  State  of  Ohio 

Mr.  Chairman,  I  wish  to  express  my  appreciation  for  this  opportunity  to  express 
my  views  on  various  proposals  to  reform  our  present  Social  Security  system. 

The  primary  concern  of  many  Americans  is  the  financial  solvency  of  the  Social 
Security  Trust  Fund.  The  Congress  and  the  President  have  recognized  Hie  need  for 
additional  revenues  to  insure  the  integrity  of  the  Social  Security  system.  The  most 
common  proposal  has  been  to  tap  into  general  tax  revenues. 

Tapping  general  tax  revenues  to  bolster  the  Social  Security  system  might  be  ap- 
propriate if  we  had  tax  revenues  to  tap  into.  The  fact  of  the  matter  is  that  we  do 
not.  The  expenditures  of  the  federal  government  are  still  running  over  its  revenues 
from  taxes.  Thus,  any  resolution  to  tap  tax  revenues  is  in  effect  a  proposal  to  in- 
crease the  national  debt. 

I  have  proposed  the  use  of  a  severance  tax  on  natural  resources  on  federal  lands 
to  reinforce  the  Social  Security  Trust  Fund.  I  feel  that  sucli  a  proposal  is  prefer- 
able to  increasing  our  national  debt.  While  such  a  proposal  would  require  detailed 
study  and  evaluation,  I  feel  that  it  merits  such  attention.  I  wish  to  urge  this  Sub- 
committee to  undertake  an  immediate  study  of  utilizing  a  severance  tax  on  nat- 
ural resources  on  federal  lands  to  bolster  the  Social  Security  Trust  Fund  and  pre- 
sent its  recommendations  to  the  House  as  an  alternative  to  employing  general  tax 
revenues. 

This  Subcommittee  also  has  before  it  one  of  the  most  important  pieces  of  legisla- 
tion for  blind  Americans  in  many  years.  The  legislation  proposed  by  the  distin- 
guished Chairman  of  the  Subcommittee,  which  I  strongly  endorsed  by  introducing 
H.R.  3526,  would  remove  serious  impediments  from  the  lives  of  the  blind. 

The  problems  of  the  blind  person  in  the  present  system  of  disability  compensa- 
tion are  probably  best  described  by  the  author  Joseph  Heller's  term,  "Catch  22." 

That  federal  govenment  has  provided  for  disability  assistance  for  the  blind. 
Without  a  doubt,  the  government  was  partially  motivated  by  a  realization  of  the 
diflScult  position  of  the  sightless  person. 
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Yet,  the  present  disability  assistance  intended  to  lielp  the  blind  tends  to  hold 
them  in  poverty  and  idleness.  The  blind  person  is  usally  forced  to  choose  be- 
tween two  equally  undesirable  alternatives.  First,  he  may  continue  receiving 
his  monthly  benefit  checks,  but  cannot  seek  productive  employment,  since  even  a 
small  outside  income  will  make  him  ineligible.  Second,  he  may  seek  outside  em- 
ployment, but  if  he  earns  as  little  as  $200  a  month,  his  Social  Securitv  is  cut 
off. 

Even  if  the  blind  person  finds  employment,  it  is  often  short-term,  low-paying 
and  insecure.  The  Catch-22  of  Social  Security  disability  for  the  blind  has  led  to 
today's  distressing  situation.  Seventy  percent  of  the  employable  blind  population 
is  either  unemployed  or  underemployed. 

This  legislation  would  place  maximum  encouragement  behind  the  efforts 
of  blind  persons  to  be  self-supporting.  The  incentives  which  now  discourage  the 
blind  from  seeking  productive  employment  will  be  removed. 

Not  only  is  this  a  positive  step  for  the  blind,  but  it  is  a  positive  step  for  so- 
ciety. Those  who  find  employment  will  be  taxpayers  instead  of  tax  burdens, 
they  will  be  paying  into  Social  Security,  and  payments  to  the  blind  from  SSI  and 
other  public  assistance  programs  will  be  reduced. 

Tlie  sightless  person  must  he  given  the  opportunity  to  live  a  dignified,  pro- 
ductive life.  Without  the  assistance  afforded  by  this  legislation,  they  will  remain 
the  forgotten  of  society.  With  this  change  in  disability  eligibility,  the  lives  of  over 
100,000  person  can  be  freed  from  the  bureaucratic  bind  of  the  present  system. 

A  similar  problem  faces  the  senior  citizen.  The  senior  citizen  receiving  Social 
Security  is  forced  into  idleness  and  poverty  by  the  overly  restrictive  earnings 
limitation.  The.v  can  either  receive  a  monthly  check  and  the  bare,  lifeless  exist- 
ence which  comes  with  it,  or  outside  employment  without  Social  Security  bene- 
fits. The  senior  citizen  also  finds  that  his  employment  opportunities  are  limited 
to  short-term,  low  paying  and  insecure  work.  We  are  denying  our  senior  citizens 
the  opportunity  of  a  full,  productive  life  in  their  later  years. 

I  would  urge  the  Subcommittee  to  completely  remove  the  earnings  limitation, 
or  minimally  increase  it  to  $5000. 

Even  when  senior  citizens  do  receive  their  Social  Security  check,  their  pay- 
ments rarely  keep  up  with  the  spiraling  cost  of  living.  A  major  problem  with 
the  payments  level  is  the  formulation  of  the  Consumer  Price  Index. 

Senior  Citizens  have  different  needs,  and  different  consumption  patterns  than 
the  person  who  is  20  or  30.  The  increases  in  Social  Security  for  cost-of-living 
should  be  calculated  on  a  special  Consumer  Price  Index  which  recognizes  the 
particular  consumption  patterns  and  needs  of  the  elderly.  A  number  of  proposals 
have  been  submitted  to  develop  such  an  index  and  I  urge  this  Subcommittee  to 
act  favorably  upon  these  suggestions. 

In  yet  another  way  Social  Security  has  not  kept  pace  with  our  changing  so- 
ciety. While  many  private  pension  plans  and  retirement  plans  offer  benefits  at 
ages  well  below  65.  Social  Security  eligibility  for  full  benefits  is  still  limited  to 
those  of  age  65  or  older.  I  feel  that  it  would  be  congruous  with  the  changes  in  our 
society  to  reduce  the  age  of  eligibility  for  full  benefits  to  62. 

The  interrelationship  of  state  and  federal  statutes  directed  toward  the  needs 
of  the  elderly  often  can  place  the  senior  citizen  in  another  bind.  Many  states, 
such  as  Ohio,  have  Homestead  exemptions  for  senior  citizens.  But,  these  state 
programs  do  not  often  consider  the  effect  of  Social  Security  benefits  increases 
or  cost-of-living  increases. 

For  example,  in  Ohio,  many  senior  citizens  find  that  when  their  Social  Security 
benefits  increase,  they  lose  their  eligibility  for  the  Homestead  exemption.  I  would 
urge  this  Subcommittee  to  consider  mandating  to  the  states  measures  to  insure  the 
close  coordination  of  programs  and  statutes  affecting  senior  citizens. 

We  should  insure  that  when  a  senior  citizen  receives  a  directly  needed  increase 
in  Social  Security  benefits,  he  doesn't  find  himself  losing  more  than  he  gained  be- 
cause he  is  suddenly  ineligible  for  a  Homestead  exemption  or  similar  measure. 

The  changing  role  of  women  in  the  American  society  should  also  he  reflected  in 
our  Social  Security  system.  Social  Security  benefits  are  still  geared  to  the  obsolete 
concept  of  a  woman  dependent  upon  her  husband,  and  not  in  any  sense  an  eco- 
nomic partner.  Yet,  in  a  full  six  out  of  ten  marriages  today,  the  woman  is  an  eco- 
nomic partner. 

The  "Equity  in  Social  Security  for  Individuals  and  Families  Act"  is  one  pro- 
posal directed  toward  this  inequity.  It  would  provide  for  a  new  system  of  Social 
Security  recordkeeping  which  allows  a  woman  the  choice  between  an  individual 
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or  joint  account.  A  lifelong  housewife  would  be  able  to  build  her  own  Social  Secur- 
ity record.  The  woman  iu  and  out  of  the  paid  labor  force  would  have  a  steady  rec- 
ord of  earnings,  instead  of  earnings  "gaps."  The  divorced  woman  would  have  an 
earnings  record  of  her  own,  to  take  with  her  from  a  marriage  that  didn't  last  20 
years. 

The  absolete  stereotypes  of  the  American  woman  built  into  our  Social  Security 
system  cann<jt  be  overlooked  much  longer.  I  would  urge  this  Subcommittee  to  fa- 
vorably consider  "desexing"  the  Social  Security  system  and  providing  equality  for 
women. 

I  wish  to  again  express  my  appreciation  for  your  consideration  of  these  diflScul- 
ties  with  our  present  Social  Security  system.  The  Social  Security  system  has  been 
criticized  from  many  sides.  It  has  been  labeled  a  "sinking  ship,"  a  "nightmare," 
and  "obsolete." 

These  criticisms  are  not  completely  unfounded.  Our  Social  Security  system 
needs  major  reform.  It  needs  a  solid  financial  base,  and  a  complete  overhaul  to 
bring  it  into  pace  with  today's  American  society. 


Prepared  Statement  of  Hon.  Richard  L.  Ottinger,  a  Representative 
IN  Congress  From  the  State  of  New  York 

Mr.  Chairman,  I  appreciate  the  opportunity  to  sul)mit  these  remarks  to  the  Sub- 
committee on  Social  Security  in  conjunction  with  your  hearings  on  the  Adminis- 
tration's pi-oposals  to  refinance  the  Social  Security  system.  First,  I  would  like  to 
address  some  of  the  problems  of  our  present  system,  then  comment  on  the  Adminis- 
tration's plan,  and  wind  up  with  a  few  other  measures  I  feel  deserve  the  attention 
of  this  subcommittee. 

The  fiscal  soundness  of  the  Social  Security  system  is  of  critical  importance  to  all 
Americans.  Practically  every  American  is  a  beneficiary,  a  contributor  or  a  depen- 
dent of  a  contributor.  More  than  33  million  Americans  receive  a  Social  Security 
benefit  check  every  month ;  over  104  million  pay  into  the  program  each  year.  For' 
millions  Social  Security  is  the  sole  source  of  income.  Amid  reports  of  Social  Se- 
curity's deep  financial  trouble,  there  is  a  growing  sense  of  anxiety  and  alarm 
among  Americans^ — particularly  older  Americans — that  the  trust  fund  soon  will  be 
depleted,  and  benefits  will  be  reduced  or  cut  off.  Since  public  support  for  the  pro- 
gram depends  on  confidence  in  its  solvency,  we  must  act  now  to  restore  financial 
integrity  to  the  system  and  to  assure  people  that  their  Social  Security  protection 
is  secure. 

ADMINISTRATION  PROPOSALS 

On  May  7th,  President  Carter  fulfilled  a  campaign  promise  and  proposed  a  com- 
prehensive plan  to  meet  both  the  immetUate  and  long-range  problems  of  financing 
the  Social  Security  system.  Overall  I  think  the  Administration  has  put  together  a 
sound  package  that  deserves  careful  consideration  by  this  subcommittee  and  the 
members  of  Congress. 

I  would  like  to  comment  on  several  major  elements  of  the  Administration's 
plan,  and  then  offer  some  suggestions  for  further  improvement  of  the  financial 
soundness  and  equity  of  the  Social  Security  system. 

First,  the  Administration  calls  for  instituting  a  special  counter-cyclical  system 
of  financing  from  general  revenues  which  would  replace  the  Social  Security 
taxes  that  are  lost  when  the  unemployment  rate  exceeds  6  percent.  I  whole- 
heartedly support  the  use  of  general  revenues  to  finance  part  of  the  Social  Secu- 
rity program.  Only  in  this  way  can  we  help  to  remedy  the  very  regressive  nature 
of  existing  Social  Security  taxes  which  bear  most  heavily  on  the  already  over- 
burdened middle  income  workers. 

Using  general  revenues  is  not  a  new  idea.  In  fact,  the  Committee  on  Econom- 
ic Security,  the  group  that  drafted  the  Social  Security  Act,  predicted  the  sys- 
tem would  need  general  revenue  financing  by  about  196.5.  Most  foreign  govern- 
ments already  have  a  government  contribution  in  addition  to  deductions  from 
workers'  earnings  and  payments  from  employers. 

The  Administration  would  restrict  the  use  of  general  revenues  to  years  when 
unemployment  is  above  6  percent.  This  temporary  feature  would  operate 
through  19S2  when  the  next  Social  Security  Advisory  Council  would  re\^ew 
the  results  and  make  a  recommendation  whether  it  should  be  made  permanent. 
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I  think  the  President's  proposal  is  modest.  In  the  past,  I  have  eo-sponsored 
legislation  to  provide  permanent  authority  for  Social  Security  benefits  to  be 
funded  in  part  from  general  revenues.  The  bill,  sponsored  by  the  Chairman  of 
this  subcommitte,  would  have  lowered  Social  Security  taxes,  raised  to  $25,000 
the  amount  of  wages  taxed  and  provided  one-third  of  the  trust  fund  require- 
ments from  general  revenues.  I  prefer  this  formula  to  the  Administration  more 
limited  use  of  general  revenues. 

I  would  not  use  general  revenues  for  more  than  one-third  to  one-half  of  So- 
cial Security's  funding.  The  limited  use  of  general  revenues,  phased-in  over  a 
number  of  years,  would  maintain  the  important  Social  Security  principle  of  an 
earned  benefit.  I  believe  this  principle  contributes  significantly  to  preserving  the 
dignity  of  the  recipient  and  to  maintaining  broad  public  support  for  the  pro- 
gram. 

In  addition,  authorizing  the  use  of  general  revenues  would  underscore  the 
Congress'  determination  to  meet  future  obligations  of  the  Social  Security  sys- 
tem. I  hope  such  a  plan  will  be  part  of  the  recommendations  of  this  commit- 
tee. 

President  Carter  has  proposed  advancing  to  1985  the  one-quarter  of  one  per- 
cent increase  in  the  Social  Security  tax  that  currently  is  scheduled  to  go  into 
effect  in  the  year  2011  and  advancing  the  remaining  three-quarters  to  1990.  I 
have  very  serious  reservations  about  this  proposal  because  a  rate  increase  falls 
on  all  wage  earners — low  paid  as  well  as  high  paid.  Instead.  I  favor  increasing 
the  amount  of  wage  or  salary  on  which  an  employee  must  pay  Social  Security 
taxes  as  also  proposed  by  the  Administration. 

When  the  Social  Security  program  began  in  1937,  97  i>ercent  of  all  those 
covered  occupations  had  their  full  earnings  subject  to  the  Social  Security  tax. 
In  1977.  the  maximum  wage  base  of  $16,500  covered  the  full  earnings  of  only 
about  85  percent  of  workers.  Under  the  President's  scheme,  the  remaining  15  per- 
cent would  pay  more.  The  lower  income  workers  would  pay  no  more  tax. 

The  Administration  has  proposed  relatively  small  increases  in  the  amount 
subject  to  the  payroll  tax.  The  maximum  wage  base  would  be  raised  by  $600  in 
each  alternate  year  beginning  in  1979  through  1985.  These  increases  would  be 
in  addition  to  the  automatic  increases  included  in  the  present  law.  The  Social 
Security  Administration  estimates  that  the  wage  base  would  be  raised  to  $30,300 
in  1985  instead  of  $27,900.  I  support  this  measure  because  it  would  help  meet 
tlie  Social  Security  fund's  revenue  needs  in  a  reasonably  equitable  manner,  and 
wonkl  help  reduce  the  regress! veness  of  the  Social  Security  tax. 

Another  feature  of  the  Administration's  Social  Security  financing  proposals 
deals  with  the  over-compensation  for  inflation  built  into  the  1972  Social  Se- 
curity amendments.  Almost  half  of  the  long  range  deficit  is  due  to  this  faulty 
method  of  adjusting  benefits  for  inflation. 

The  1972  amendments  provided  that  the  taxable  earnings  base  would  keep 
step  with  inflation  to  provide  more  tax  revenue,  and  that  the  formula  for  calcula- 
ting the  initial  benefit  payment  to  a  newly  retired  person  woiild  increase  with 
the  cost-of-living.  However,  increasing  the  earnings  base  while  increasing  the 
benefit  formula  means  that  future  retirees  will  be  doubly  compensated  for  in- 
flation. Clearly  benefit  adjustments  for  retirees  and  workers  must  he  separate 
or  "decoupled." 

Tlio  President's  "decoupling"  provision  is  problably  the  least  controversial 
in  his  package.  It  is  supported  by  the  AFL-CIO,  the  National  Council  of  Senior 
Citizens,  the  American  Association  of  Retired  Persons,  the  last  Advisory  Coun- 
cil on  Social  Security,  and  many  others,  because  it  insures  that  the  replacpment 
ratio  of  benefits  for'  future  retirees  will  be  no  lower  than  for  current  retirees. 
Quick  action  to  correct  this  over-compensation  for  inflation  should  be  an  imme- 
din*"'^  prioritv  for  this  subcommittee. 

Finally,  I  would  like  to  comment  on  one  other  provision  of  the  President's 
program",  a  provision  that  troubles  me.  This  provision,  which  changes  the  test 
which  determines  whether  an  individual  may  claim  Social  Security  benefits  as 
a  dependent,  is  in  response  to  Supreme  Court  decisions  requiring  men  and  wom- 
en to  be  treated  equally.  This  provision  is  inadequate;  it  avoids  the  full  ranee 
of  inequities  that  are  built  into  our  system — inequities  based  on  outdated  as- 
sumptions regarding  the  role  of  women  in  the  United  States. 

The  present  svstem  is  based  on  the  faulty  assumption  that  most  workers  are 
men  with  dependent  wives  and  children.  Although  half  of  all  married  women 
are  employed,  the  current  system  disregards  their  social  security  contribution 
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and  penalizes  two-earner  families.  For  example,  in  many  instances,  upon  retire- 
ment or  a  spouse's  death  a  working  women  receives  no  more  benefits  than  if 
she  never  had  worked.  Another  example  of  inequity — in  one  family  the  husband 
and  wife  both  work,  earn  relatively  low  wages,  and  pay  tax  on  the  full  amount 
of  those  wages.  When  they  retire  they  receive  lens  than  a  couple  in  which  only 
the  husband  has  worked  and  earned  the  equal  of  the  two-workers  family's 
combined  income. 

Social  Security  treats  the  worker  as  an  individual  for  the  puriwse  of  collect- 
ing taxes,  but  as*  a  member  of  a  family  unit  for  receiving  benefits — this  is  funda- 
mentally unfair.  Retirement  benefifis  should  be  paid  on  an  individual  basis  just 
as  the  taxes  are  collected.  And,  of  course,  men  and  women  should  be  treated 

equally.  ^    „  „     ,^, 

I  support  Congressman  Fraser's  plan  to  establish  in  the  Department  of  Health, 
Education  and  Welfare  an  "Equal  Treatment  Task  Force"  to  address  all  equal 
treatment  issues :  women  vs.  men ;  married  women  who  work  vs.  married  women 
who  do  not  work  ;  single  persons  vs.  married  persons ;  and  working  persons  65-72 
who  work  vs.  non- working  persons  65-72.  This  group  would  recommend  ways  to 
restructure  the  Social  Security  system  into  a  logical  part  of  our  total  system  of 
taxes  and  social  benefits. 

TWO   CRITICAL  UNMET   NEEDS 

Now,  Mr.  Chairman.  I'd  like  to  turn  to  two  issues  which  were  not  addressed  in 
the  President's  proposals,  but  which  are  of  critical  importance  to  Social  Security 
recipients — passing  through  Social  Security  cost-of-living  increases  to  recipients 
and  eliminating  the  current  earnings  limitation  on  Social  Security  recipients. 

Earlier  this  month,  33  million  Social  Security  recipients  received  a  5.9  percent 
cost-of-living  increase  in  their  Social  Security  check.  Unfortunately,  at  the  same 
time  many  of  these  recipients  sviffered  cutbacks  in  other  need-based  programs 
such  as  food  stamps,  veterans  benefits  and  subsidized  housing.  For  example,  the 
increased  Social  Security  benefit  may  move  a  food  stamp  rec-ipient  into  a  higher 
income  bracket,  where  lie  or  she  is  no  longer  eligible  for  food  stamps.  Clearly, 
Congress  didn't  intend  to  create  this  kind  of  situation  when  it  provided  for  auto- 
matic adjustments  for  inflation.  We  should  act  without  further  delay  to  insure 
that  tho.se  Americans  who  are  entitled  to  adjustments  in  their  Social  Security 
benefits  are  not  adver.sely  affected  by  either  increased  charges  or  decreased  bene- 
fits in  other  programs.  We  should  insist  that  increases  in  Social  Security  be 
passed  through  to  those  in  need. 

The  other  provision  I  believe  we  should  enact  immediately  is  a  repeal  of  the 
limit  on  earnings  of  Social  Security  recipients.  By  inhibiting  the  elderly  from 
working,  we  are  depriving  them  of  a  means  of  financial  support,  and  under- 
mining an  objective  of  the  Social  Security  program — to  supplement  retirement 
income. 

In  1977,  a  Social  Security  beneficiary  stands  to  lose  .$1  in  benefits  for  every  $2 
he  or  she  earns  in  excess  of  .$3,000.  is  incurred  in  addition  to  the  usual  deductions 
from  those  earnings,  including  income  and  social  security  taxes.  The  nature  of 
the  monthly  earnings  test  seems  even  more  unconscionable  when  we  consider 
that  it  applies  only  to  earned  income  and  not  income  earned  from  investments. 
Thus  the  earnings  test  affects  the  lower  income  retirees  even  more  severaly,  since 
they  have  greater  need  to  supplement  their  Social  Security  benefits  and  are 
unlikely  to  have  investment  income. 

Removing  the  earnings  limitation  fits  well  with  ending  mandatory  retirement 
for  federal  employees  and  lifting  the  private  retirement  age  to  70,  actions  which 
themselves  will  contribute  substantially  to  increasing  the  Social  Security  fund. 

OTHER  PROPOSALS 

Mr.  Chairman,  I  would  like  to  call  your  attention  to  two  additional  proposals 
which  I  believe  merit  this  subcommittee's  attention. 

As  we  all  know,  recent  inflation  has  had  a  disastrous  effect  on  the  standard  of 
living  of  Social  Security  recipients  and  others  living  on  fixed  incomes.  The  Social 
Security  Amendments  of  1972  included  a  cost-of-living  escalator  to  provide 
annual  increases  in  benefits  whenever  the  Consumer  Price  Index  increased  more 
than  3  percent.  At  the  time  this  provision  was  enacted,  we  assumed  price  in- 
creases would  be  relatively  moderate.  Now  it  is  plain  that  more  frequent  adjust- 
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ments  are  needed  to  keep  pace  with  rapidly  rising  prices  and  to  prevent 
purchasing  power  losses  due  to  time  lags  between  the  time  an  adjustment  is 
calculated  and  the  time  it  is  received  by  beneficiaries.  Therefore,  I  support  legis- 
lation to  provide  semi-annual  rather  than  annual  cost-of-living  adjustments  in 
Social  Security  benefits. 

Along  this  same  line,  we  know  that  the  spending  patterns  and  needs  of  a  person 
on  a  fixed  income  differs  dramatically  from  those  of  the  average  urban  wage 
earner  as  measured  by  the  CPI.  Food,  housing,  transportation  and  medical  care 
account  for  90  percent  or  more  of  a  typical  older  persons'  budget.  We  need  a  more 
precise  measure  of  the  impact  of  inflation  on  senior  citizens.  Therefore  I  join 
with  many  others  in  urging  that  a  special  CPI  for  the  elderly  be  devised  in  order 
to  determine  fairly  future  cost-of-living  adjustments. 

Mr,  Chairman,  I  would  like  to  conclude  my  remarks  with  some  brief  comments 
on  the  Supplemental  Security  Income  program,  which  also  is  in  desperate  need 
of  reform. 

The  basic  problem  with  the  program  is  federal  benefits  are  too  low.  In  many 
areas,  SSI  benefits  are  lower  than  the  poverty  level  and  beneficiaries  cannot  meet 
expenses  for  even  the  most  basic  necessities.  I  continually  hear  from  SSI  re- 
cipients that  they  have  no  money  to  buy  food  by  the  end  of  the  month  or  that 
they  live  on  a  food  budget  of  $1  a  day.  Others  face  eviction  from  their  apartments 
because  they  cannot  pay  the  rent.  We  cannot  continue  to  tolerate  this  situation. 

I  support  legislation'  to  provide  a  regional  cost-of-living  differential  in  the 
federal  SSI  benefit  to  take  into  account  high  differences  in  costs  between  urban 
and  rural  retirees  and  other  sectional  differences. 

In  addition,  I  feel  that  one  of  the  more  effective  ways  of  providing  relief  to 
SSI  recipients  in  high  cost  areas  is  through  a  special  housing  allowance  for  those 
who  spend  more  than  one-quarter  of  their  income  on  housing.  I  have  introduced  a 
bill  to  provide  a  federal  SSI  supplement  equal  to  the  difference  between  what  an 
SSI  recipient  is  paying  for  shelter  and  what  constitutes  25  percent  of  his  or  her 
income,  up  to  a  maximum  of  $1,200  per  year. 

Finallv,  Mr.  Chairman  I  believe  we  need  to  enact  legislation  to  establish  an 
SSI  contingency  fund  to  help  SSI  recipients  meet  large  unanticipated  emergency 
expenditures,  such  as  moving  expenses.  I  hope  these  proposals  will  receive  favor- 
able consideration  by  this  Congi-ess. 

To  sum  up  my  views.  Mr.  Chairman.  I  believe  the  wisest  policy  at  this  time  is  to 
enact  changes  to  assure  the  financial  soundness  of  the  Social  Security  system 
and  rebuild  public  confidence  in  the  program.  Once  the  viability  of  the  system 
has  been  guaranteed,  Congress  can  focus  its  attention  on  the  important  changes 
that  are  needed  to  eliminate  the  present  inequities  in  the  Social  Security  and  SSI 
programs.  In  the  meantime,  we  in  Congress  should  make  every  effort  to  drive 
down  unemployment,  which  includes  promoting  employment  opportunities  among 
older  people,  so  that  more  and  more  people  will  be  worldng  and  contributing  to 
the  trust  fund. 

I  look  forward  to  working  with  you  to  develop  this  kind  of  legislation  and 
appreciate  the  opportunity  to  share  my  views  with  you  today. 


STATEME^^T  OF  HON.  LeON  E.  PaNETTA,  A  REPRESENTATIVE  IN  CONGRESS  FROM  THE 

State  of  California 

Mr.  Chairman  and  members  of  the  Subcommittee.  I  appreciate  this  oppor- 
tunity to  present  my  views  on  the  Social  Security  reform  proposals  which  are 
now  being  considered,  as  well  as  to  mention  several  other  areas  of  legislative 
reform  which  I  feel  are  required  to  serve  the  pressing  needs  of  our  senior  citizens. 

In  1935.  the  House  Ways  and  Means  Committee  recommended  the  Social  Se- 
curity System  as  a  means  of  assuring  "support  for  the  aged  as  a  right  rather  than 
a  public  charity  and  in  amounts  which  will  insure  not  merely  subsistence  but 
some  of  the  comforts  of  life."  Today,  we  must  renew  this  commitment  by  making 
new  efforts  to  guarantee  that  the  senior  citizens  in  this  country  receive  the 
benefits  they  desperately  need  and  obviously  deserve. 

The  Social  Se<'urity  System  is  a  basic  necei«sity  in  the  lives  of  over  33  million 
AmericaTis.  Forty  p<prcent  of  all  families  with  heads  of  households  over  the  age 
of  sixtv-five  would  be  in  poverty  today  if  it  weren't  for  the  income  provided 
by  their  monthly  Social  Security  checks.  For  this  reason,  it  is  of  utmost  impor- 
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tance  that  Congress  act  promptly  to  restore  the  public's  confidence  in  our  Social 
Security  System. 

During  the  past  few  vears,  several  government  reports  have  sho^\Ti  an  in- 
creasinglv  pessimistic  picture  of  the  financial  outlook  for  the  social  security 
system.  Current  predictions  indicate  that  funds  to  support  this  system  will  be 
exhausted  by  1983  if  something  is  not  done  in  the  near  future.  Not  surprisingly, 
these  gloomy  prognoses  have  aroused  considerable  public  concern,  primarily 
among  the  elderly. 

Of  course,  there  is  no  real  danger  that  the  system  will  not  continue  to  make 
payments  to  present  and  future  retirees  since  social  security  benefits  are  sup- 
ported bv  pavroU  tax  receipts  But  there  is  real  concern  about  how  these  taxes 
\Aill  be  raised  and,  more  importantly,  about  whether  the  current  structure  of 
the  social  security  system  truly  reflects  the  needs  of  our  citizens,  especially  those 

on  fixed  incomes. 

The  Administration's  proposals  attempt  to  provide  a  possible  first  step  to 
overcoming  current  financial  shortages.  However,  we  must  not  be  misled  into 
thinking  that  short-term  steps  alone  will  answer  the  long-term  problems  that 
confront  our  social  security  system  and  our  senior  citizens. 

Mr.  Chairman,  I  would  ask  the  Subcommittee  to  examine  the  following  al- 
ternative solutions  to  the  current  situation. 

1.  The  return  of  the  Social  Security  System  to  strictly  a  retirement  program. 
Currently  there  is  much  confusion  about  the  role  of  the  Social  Security  system 
in  our  societv  and  economy,  with  views  ranging  from  the  belief  that  it  is  re- 
tirement program  to  the  belief  that  it  is  a  comprehensive  program  of  welfare 
for  the  elderlv.  This  confusion  arises  out  of  the  fact  that  additional  benefits  are 
now  being  provided  with  social  security  funds.  Disability,  old  age  and  sur- 
vivors benefits  and  medicare  all  come  out  of  funds  raised  through  payroll  taxes. 
Obviously  these  newer  programs  are  important,  but  their  inclusion  within  the 
Social  Security  System  has  placed  a  serious  strain  on  the  system's  effectiveness 
and  financial  stability.  I  feel  it  would  make  more  sense  to  the  American  public, 
if  separate  funds  were  established  for  survivors,  the  disabled  and  for  medicare. 

2.  The  removal  of  the  income  earnings  limitation  to  allow  persons  over  the 
age  of  sixtv-five  to  earn  any  amount  they  are  capable  of  earning.  As  a  co-sponsor 
of  legislation  to  achieve  this  end,  I  feel  that  this  approach,  in  addition  to  pro- 
viding our  elderly  citizens  with  increased  income  levels  and  with  a  more  mean- 
ingful existence,  will  also  contribute  substantially  to  FICA  funds  as  well  as 
stimulate  the  economy.  Recent  figures  from  the  Social  Security  Administration 
show  that  at  least  two  million  elderly  citizens  are  in  deep  financial  trouble  as  a 
result  of  the  earnings  limitation.  I  feel  Congress  should  act  quickly  to  remove 
this  limitation. 

3.  Social  Security  taxes  should  be  restructured  so  they  are  progressively  like 
our  federal  income  tax  system,  as  opposed  to  the  present  regressive  system. 
Today,  the  majority  of  our  low  income  workers  pay  more  payroll  tax  than  in- 
come tax.  This  is  unfair.  I  recommend  that  the  system  be  restructured  so  that 
individuals  with  higher  incomes  pay  a  higher  percentage  of  the  Social  Security 
tax  than  low  income  people  who  simply  cannot  survive  this  heavy  burden  on  their 
already  insufiicient  paychecks. 

4.  The  strengthening  and  expansion  of  private  pension  programs.  More  em- 
phasis should  be  placed  on  the  private  sector  in  finding  new  ways  of  enhancing 
the  overall  economic  condition  of  our  senior  citizens. 

Mr.  Chairman,  these  are  .iust  a  few  areas  that  should  be  con-sidered  before 
Congress  completes  its  social  security  reform  package.  Today,  there  is  an  urgent 
need  to  improve  on  all  programs  which  provide  care  and  assistance  to  the  elderly. 

First,  we  must  develop  policies  to  overcome  age  discrimination  in  all  areas  of 
our  society.  Second,  I  ask  my  colleagues  to  join  with  me  in  supporting  legislation 
to  put  an'pnd  to  mandatory  retirement  so  that  the  current  barriers  of  employ- 
ment c-an  be  lifted  to  our  senior  citizens.  Third,  we  must  reevaluate  all  social 
programs  affecting  the  elderly  so  that  these  programs  will  provide  them  with 
adequate  levels  of  income,  health  care,  employment  and  training,  housing  and 
transportation. 

Tlie  elderly  do  not  want  welfare,  but  they  do  require  assistance  by  programs 
which  are  designwl  to  serve  their  si^ecific  needs.  Our  efforts  must  be  directed  to 
guaranteeing  that  the  senior  citizens  in  this  country  who  have  given  so  much 
to  the  quality  of  our  lives  receive  the  benefits  they  desperately  need  and  deserve 
to  protect  the  quality  of  their  lives. 
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Prepared  Statement  of  Hon.  Fred  B.  Rooney,  a  Representative  in  Congress 
From  the  State  of  Pennsylvania,  and  Chairman,  Subcommittee  on  Retire- 
ment Income  and  Employment,  House  Select  Committee  on  Aging 

Mr.  Chairman,  the  Social  Security  System  affects  the  lives  of  almost  every 
-American  family  in  one  form  or  another.  Over  $86  billion  a  year  is  currently  being 
paid  to  more  than  33  million  individuaLs,  or  one  out  of  every  seven  Americans. 

Approximately  104  million  individuals  will  work  in  covered  employment  this 
..year.  In  return,  they  will  build  future  retirement,  disability,  and  survivor  protec- 
tion for  themselves  and  their  families. 

The  system,  however,  is  heading  towards  a  critical  crossroads.  In  1976,  the  so- 
cial security  system  ran  up  a  deficit  of  $3.2  billion.  It  will  continue  to  pile  up  def- 
icits, unless  changes  are  made,  until  the  Social  Security  trust  fund  will  finally  be 
.empty  in  the  early  1980"s. 

These  facts  and  figures  significantly  undei'score  the  priority  status  that  must  be 
afforded  to  the  Social  Security  System  in  our  Nation's  domestic  policies — and  es- 
pecially the  need  to  build  the  system  upon  a  sound  financial  base. 

As  Chairman  of  the  Subcommittee  on  Retirement  Income  and  Employment  of 
the  House  Select  Committee  on  Aging,  I  consider  legislation  to  restore  the  financial 
integrity  of  the  Social  Security  System  to  be  imperative.  I  am  pleased,  therefore, 
tliat  President  Carter  has  recognized  the  crisis  and  has  made  realistic  and  sound 
proposals  to  strengthen  the  financing  of  Social  Security. 

Mr.  Chairman,  as  Chairman  of  the  Retirement  Income  and  Employment  Sub- 
<?ommittee.  I  have  become  increasingly  aware  of  and  deeply  concerned  with  the 
economic  sitimtion  of  our  Country's  23  million  elderly  citizens  who  are  too  often 
laced  with  unbearable  financial  problems.  In  light  of  the  fact  that  in  1975,  20.4 
million  of  the  total  22.4  million  persons  aged  65  and  over  received  Social  Security 
payments,  it  has  become  vitally  important  to  maintain  a  .solid  financial  foiuidation 
for  the  system.  Perhaps  more  important  is  the  fact  that  in  1975,  Social  Security 
was  almost  the  sole  source  of  income  for  one  out  of  four  older  individuals  and  one 
'Out  of  12  older  couples.  Clearly,  the  need  to  assure  the  financial  integrity  of  the 
Social  Security  Sy.stem  cannot  be  overestimated. 

President  Carter's  recommendations  to  reduce  the  short-term  and  long-range 
actuarial  deficits  confronting  Social  Security  merit  prompt  and  careful  congres- 
sional action.  Obviously,  there  are  a  variety  of  po.ssible  approaches  to  this  complex 
issue.  Perhaps  Congress  can  improve  on  some  of  the  details  of  the  Carter  pro- 
posals. Overall,  however,  I  believe  that  President  Carter's  recommendations  are 
hased  on  sound  reasoning  and  policy. 

I  am  in  full  supjiort  of  the  President's  countercyclical  general  revenue  pro- 
posal to  compensate  the  Social  Security  System  for  lost  revenues  during  reces- 
sions. A  limited  general  revenue  contribution  to  Social  Security  would  ease  the 
burden  of  the  regressive  payroll  tax  and  deal  mth  the  shortfall  in  the  trust  funds 
•caused  by  the  severe  recession  and  slow  recovery  of  recent  years.  Mr.  Carter's 
proposal  is  a  modest  and  cautious  one,  for  general  revenues  would  be  used  only 
to  replace  payroll  tax  receipts  lost  because  of  unemployment  in  excess  of  six 
percent. 

The  use  of  general  revenu-es  to  finance  any  Social  Secui-ity  shortfall  is  not  a  new 
idea.  As  early  as  1935,  President  Roosevelt's  Secretary  of  Labor  predicted  that 
Congress  might  have  to  appropriate  money  in  the  1980's  if  the  system's  trust 
lund  ran  out. 

I  believe  that  the  President's  propo.sed  general  revenue  financing  of  Social  Se- 
■curity  makes  sound  economic  sense.  It  would  stabilize  the  levels  of  the  trust 
funds,  help  make  Social  Security  less  vulnerable  to  economic  downturns,  and  help 
restore  public  confidence  in  the  soundness  of  the  system. 

President  Carter  has  also  propo.sed  changes  in  the  taxable  wage  base  for  both 
employers  and  employees.  His  approach  calls  for  a  three  step  phase-out  (to  be  com- 
pleted by  1981)  of  the  existing  wage  ceiling  upon  which  employers  pay  Social  Se- 
curity taxes,  as  well  as  gradual  increases  in  employees'  taxable  wage  base,  bring- 
ing the  wage  base  to  approximately  $39,300  by  1985. 

I  endorse  both  of  these  taxable  wage  base  increases  in  order  to  produce  essen- 
tial revenues  in  a  reasonable,  equitable  manner.  Social  Security  Commissioner 
James  B.  Cardwell  has  noted  that  under  traditional  financing — that  is,  financing 
based  on  equal  sharing  of  the  cost  of  the  program  between  employers  and  employ- 
ees— employers  would  have  to  pay  more  than  under  the  Administration's  plan. 

Under  President  Carter's  plan,  the  increased  cost  to  employers,  while  substan- 
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tial  (a  total  of  $30.4  billion  in  the  four  years  1979-82)  is  less  than  they  would 
pay  under  a  conventional  Social  Security  tax — increase  plan,  in  which  both  tax 
rates  and  the  wage  base  would  be  increased  (a  total  of  $34.2  billion.)  Thus  a 
solution  which  combines  tax  rate  and  wage  base  increases  would  end  up  costing 
employers  more  than  the  simple  payroll  base  increase  now  proposed  by  President 
Carter. 

Robert  M.  Ball,  former  Social  Security  Commissioner,  has  noted  that  taking 
the  Social  Security  System  as  a  whole,  employers  now  pay  about  48  percent  of  the 
cost  and  employees  about  47  percent.  Under  Mr.  Carter's  proposal,  the  shares 
would  be  shifted  to  about  50  percent  by  the  employer  and  45  percent  by  the  em- 
ployee. Moreover,  since  benefit  levels  are  tied  to  the  wage  base  on  which  workers 
pay  Social  Security  taxes,  the  Carter  proposal  would  produce  additional  revenue 
without  resulting  in  higher  benefit  levels.  It  is  my  belief  that  Mr.  Carter's  pro- 
posals for  taxable  wage  base  increases  make  sound  economic  sense  at  the  present 
time. 

Another  important  recommendation  made  by  President  Carter  would  correct 
the  excessive  adjustment  for  inflation  which  was  inadvertently  applied  in  1972  to 
future  Social  Security  benefits.  The  mistake  was  made  in  establishing  the  pres- 
ent formula  for  benefits.  That  formula  adjusts  benefits  for  future  retirees  for  in- 
creases both  in  consumer  prices  and  earnings.  It  would  result  in  today's  younger 
workers  earning  far  more  in  Social  Security,  upon  retirement,  than  their  con- 
tributions would  justify.  Correcting  this  mistake  by  "stabilizing  the  replacement 
rate" — that  is,  the  relationship  of  benefits  to  the  worker's  pre-retirement  earn- 
ings— would  undoubtedly  alleviate  many  of  the  Social  Security  System's  finan- 
cial problems. 

I  would  also  like  to  point  out  two  additional  changes  which  I  believe  are  needed 
in  the  Social  Security  law.  Briefly  stated,  these  are : 

(1)  The  elimination  of  the  outside  earnings  limitation  to  encourage  recipients 
to  supplement  their  income  by  working. 

(2)  The  enactment  of  cost-of-living  increases  for  all  recipients  effective  every 
six  months  instead  of  annually. 

Social  Security  is  a  good  plan  that  can  be  expanded  and  changed.  It  should  be 
expected  to  evolve  with  needs,  and  it  should  be  changed  to  meet  those  needs.  So- 
cial Security  laws  have  been  changed  in  the  past  and  they  will  be  changed  in  the 
future  as  President  Carter  now  proposes.  After  all,  these  laws  are  the  means  by 
which  this  Country  helps  shield  its  families  against  i»overty  in  the  event  of  early 
death  and  disability,  and  its  people  in  old  age.  Congress  and  the  Administration 
have  an  obligation  to  insure  the  "soundness"  of  the  Social  Security  System,  and  I 
am  confident  that  we  will  work  together  to  fulfill  this  responsibility. 


Prepared  Statement  of  Hon.  John  H.  Rousselot,  a  Representative  in 
Congress  From  the  State  of  California 

In  January  of  040  the  first  beneficiary  of  social  security  was  Miss  Ida  M.  Fuller 
of  Vermont.  She  received  a  check  for  $22.54.  Miss  Fuller  lived  to  the  ripe  old  age 
of  100,  stayine:  with  ns  until  197-^.  At  that  time  she  had  contributed  $22  to  the  so- 
cial security  fund ;  she  had  received  over  .$20,000. 

Miss  Fuller's  long  life  is  clearly  a  statistical  abberation,  but  it  is  evident  today 
that  there  are  many  other  abberations  which  are  playing  havoc  with  our  social 
security  .system.  We  are  now  running  a  deficit  in  the  social  security  program  and 
will,  at  the  current  benefit  and  tax  schedules,  deplete  the  trust  funds  by  the  early 
,1980's.  These  trust  funds,  however,  are  not  what  we  usually  think  of  when  we 
think  of  a  private  pension  "trust  fund."  A  private  pension  trust  fund  must  have 
suflScient  assets  to  meet  all  its  prior  commitments  because  it  cannot  be  certain 
that  any  future  contributions  will  be  made ;  it  invests  its  assets  and  reinvests  the 
return  on  its  assets  in  order  to  increase  the  benefits  it  will  eventually  be  able  to 
pay.  The  social  security  system,  on  the  other  hand,  pays  current  benefits  with 
current  taxes,  and  its  trust  funds  are  essentially  nothing  more  than  a  petty  cash 
fund  to  tide  over  any  fluctuations  in  tax  revenues.  The  social  security  system, 
therefore,  does  not  rely  on  an  investment  of  as.sets  in  order  to  provide  future 
benefits.  It  relies  on  the  willingness  of  future  generations  to  pay  taxes  for  benefits 
they  will  not  enjoy.  In  essence,  our  social  security  system  is  financed  on  this 
•  principle :  eat,  drink,  and  be  merry,  for  tomorrow  your  children  will  pay. 
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,The  demographic  effects  of  the  baby  boom,  and  the  recent  decline  in  birth  rates, 
gives  us  many  reasons  to  believe  that  our  children  are  not  going  to  be  inclined  to 
pay.  The  price  of  the  inter-generational  transfer  is  going  to  be  high.  Today  there 
are  30  retirees  for  each  100  workers.  According  to  reliable  projections,  forty  years 
from  now  there  will  be  45  retirees  for  each  100  workers,  an  increase  of  50  percent. 
Under  the  present  formula  for  determining  benefits  (assuming  the  1972  double  in- 
dexing mistake  is  corrected),  the  tax  rate  will  have  to  rise  by  50  percent — a  pay- 
roll tax  on  employees  of  16  or  17  percent.  Added  to  the  current  marginal  tax  rate 
of  more  than  30  percent  already  paid  by  families  earning  $10,000  to  $15,000.  this 
extra  tax  would  seriously  penalize  and  deter  those  who  would  otherwise  work, 
save  and  invest. 

Unless  our  social  security  system  invests  its  taxes  into  some  kind  of  productive 
investment  we  are  going  to  have  political  problems  with  our  children.  We  are  also 
going  to  have  economic  problems. 

Current  retirees  are  now,  on  the  average,  receiving  more  in  social  security  bene- 
fits than  they  and  their  employees  paid  in  taxes  during  their  working  years.  This 
would  not  be  unusual  for  a  private  pension  which  was  earning  a  very  high  rate  of 
return  on  its  investment.  But  this  excess  of  benefits  over  contributions,  which  is 
equivalent  to  earning  a  very  high  rate  of  return  on  taxes  paid,  is  based  on  a  series 
of  unique  circumstances.  The  future  rate  of  return  on  these  taxes  is  going  to  de- 
cline shariDly. 

Those  who  are  retired  today  get  more  in  benefits  than  they  paid  in  taxes  because 
the  social  security  tax  base,  and  the  tax  rate,  are  much  greater  in  real  value  than 
they  were  when  the  current  retirees  were  working.  This  phenomenon  has  four 
sources. 

(1)  Average  weekly  earnings  before  taxes  have  grown  during  the  past  25  years 
at  an  annual  rate  of  approximately  1.7  percent  (adjusted  for  inflation ) . 

,(2)  The  population  over  age  16  grew  at  1.4  per  year  and  the  labor  participation 
rate  rose  as  more  women  entered  the  labor  force. 

(3)  The  coverage  of  social  security  was  extended  to  include  new  industries,  the 
self-employed,  and  other  categories  originally  excluded. 

(4)  The  social  security  tax  rate  was  increased  from  2  percent  in  1937,  to  9.9  per- 
cent today  (with  an  additional  1.8  percent  for  health  benefits)  ;  and  the  amount  of 
taxable  income  has  been  raised  from  the  first  $3,000  to  the  first  $16,500  of  salary. 

Because  of  these  four  changes,  real  social  security  tax  receipts,  and  therefore 
benefits,  rose  at  a  rate  of  a  little  over  10  percent  a  year— a  pretty  good  rate  of  re- 
turn. Changing  attitudes  on  family  sizes  make  population  growtli  a  poor  source 
of  sustained  growth  in  future  social  security  benefits.  Social  security  now  covers 
almost  everyone,  and  extending  the  coverage  to  exclude  government  employees 
will  not  expand  the  tax  base  very  much.  But  most  important,  we  cannot  continue 
to  raise  the  tax  rates  five-fold  every  twenty-five  years. 

Just  to  continue  the  present  benefit  schedules  would  require  a  15  percent  in- 
crease. 

With  full  maturity  of  the  Social  Security  System,  the  rate  of  return  that  par- 
ticipants will  earn  on  their  Social  Security  contributions  will  be  limited  to  the 
growth  rate  of  real  wages,  at  most,  2  percent  a  year. 

Two  percent  a  year  is  a  very  low  rate  of  return  for  participants  in  a  pension 
system.  And  there  really  is  no  rate  of  return  at  all  for  society  because  the  taxes 
are  not  invested  in  any  real  productive  capacity.  On  the  other  hand,  the  real 
annual  yield  on  common  stocks  over  the  last  twenty-five  years,  adjusting  for  in- 
flation, was  8  i)ercent.  A  private  pension  fund,  even  with  a  conservative  port- 
folio, will  earn  more  than  our  Social  Security  System.  In  1964  the  municipal 
employees  of  Los  Angeles  sat  down  and  did  their  arithmetic  and  then  voted 
on  the  option  of  remaining  in  the  Social  Security  System.  Of  the  36,000  members 
of  the  retirement  system,  27.000  voted  to  withdraw. 

It  is  not  going  to  be  sufiicient  to  make  the  system  actuarially  sound ;  we  must 
make  it  return  a  reasonable  sum  for  our  investment. 

Getting  a  good  return  on  our  Social  Security  taxes  should  also  avoid  economic 
distortions.  The  way  we  determine  who  receives  benefits,  and  the  way  we  collect 
taxes  to  pay  for  them,  seriously  distorts  and  hinders  economic  growth.  We  now 
force  people  into  retirement  who  in  many  cases  are  willing  to  work,  who  would 
he  happier  if  thev  worked,  and  whose  valuable  skills  are  much  needed. 

One  way  we  force  people  not  to  work  is  throught  benefit  schedules.  Our  benefit 
system  is  "not  simply  tied  to  previous  contributions,  it  is  ultra-progressive.  Many 
of  those  with  below  average  earnings  can  now  receive  a  higher  standard  of 
living  after  thev  retire  than  they  did  when  they  were  working.  Congress,  how- 
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ever  can  achieve  whatever  degree  of  progressivity  it  desires  through  the  person- 
al income  taxes  without  this  distortion.  Income  redistribution  should  not  be  in- 
cluded in  the  Social  Security  System.  Also,  welfare  programs  should  be  ad- 
dressed directly  to  those  in  need  through  transfer  payments.  AVe  already  have 
a  Supplemental  Security  Income  program  designed  to  remedy  poverty  among 
the  aged ;  if  it  is  inadequate,  the  SSI  program  should  be  reformed.  Medical  care 
fo'-  our  elderly  can  also  be  supported  by  an  independent  program. 

We  also  force  people  not  to  work  by  applying  an  earnings  test  for  those  who 
wish  to  receive  retirement  benefits.  If  an  individual  earns  over  $o.000  during 
1977  he  loses  $1  in  benefits  for  every  $2  earned  over  that  amount— a  marginal 
tax  rate  of  50  percent.  We  do  not  know  for  sure  how  many  people  this  forces  into 
retirement,  but  it  is  clearly  a  large  number.  In  1900,  6.3  percent  of  the  men  over 
65  still  worked;  in  1929  this  had  dropped  to  55  percent;  now  it  is  less  than  -o 
percent  These  citizens,  of  course,  put  their  money  into  Social  Security  believing 
that  it  is  theirs,  and  it  is  immoral  that  they  should  be  denied  access  to  it  because 
thev  still  want  to  be  productive  members  of  society.  Therefore,  it  is  my  strong 
recommendation  that  you  remove  the  earnings  limitation  presently  applied  to 
those  who  choose  to  receive  retirement  benefits  while  engaging  m  productive 
work  The  earnings  limitation  is  an  unfair  disincentive.  „     .  ,  ,    , 

Furthermore,  the  earnings  test  is  as  foolish  as  it  is  unfair.  Society  as  a  whole 
loses  real  GXP  bv  withdrawing  skilled  workers  from  the  labor  force.  Besides,  the 
usual  argument  'that  withdrawing  the  earnings  limitation  will  cost  the  Social 
Securitv  trust  funds  an  additional  $7  billion  a  year  is  inadequate.  It  is  true  that 
removing  the  earnings  limitation  will  increase  the  amount  of  benefats  Social  Se- 
curity disburses.  But  those  who  will  no  longer  be  discouraged  from  ^yx.rking  will 
earn  additional  income,  and  pay  additional  payroll  and  income  taxes.  These  taxes 
ought  to  be  deducted  from  the  assumed  cost,  if  any,  of  the  earnings  limitation 

The'  worst  distortion  of  the  economy  caused  by  Social  Security  occurs  m 
capital  formation.  Most  Americans  treat  the  Social  Security  System  as  a  form 
of  saving.  With  the  prospect  of  Social  Security  benefits  it  is  possible  to  reduce 
saving  through  bank  accounts  or  private  pension  plans  and  still  have  a  level  ot 
consumption  near  pre-retirement  levels.  Because  individuals  substitute  Social 
Security  for  real  saving,  private  capital  accumulation  is  dramatical  y  reduced. 
In  1975,  Social  Security  payments  were  more  than  $75  billion,  while  personal 
saving  was  around  $90  billion.  This  $75  billion,  in  the  absence  of  Social  Security 
might  well  have  heen  added  to  the  $90  billion,  in  private  savings  It  has  been 
estimated  that  if  our  present  Social  Security  System  had  never  been  enacted, 
our  capital  stock  would  today  be  larger  by  over  $1  trillion— that  is,  over  25  per- 

cent  2"r63.t^r  ^ 

Less  capital  accumulation,  of  course,  means  lower  productivity,  lower  wages, 
fewer  jobs-less  of  everything  for  everyone.  The  rate  of  return  on  coriX)rate  in- 
vestment is  around  12  percent.  That  is  what  the  nation  receives  in  added  GNP, 
although  corporate  and  personal  income  taxes  substantially  reduce  this  amount 
to  individual  investors.  Imagine  what  would  happen  to  economic  growth  and 
unemplovment  if.  in  Fiscal  Year  1977.  Social  Security  taxes  had  been  invested 
and  the  Federal  budget  had  not  run  a  $60  billion  deficit.  We  would  have  invested 
afadditiomal  $140  billion  in  our  potential  GNP  at  12  percen  per  annum  Even 
allowing  for  the  increased  depreciation  on  the  higher  capital  stocks  that  in- 

creased^nvestment  could  provide,  instead  of  ^^'^^'\''^ .^^^'Y-lVfaZV^vf 
wages   and  real  GNP  every  25  to  35  years,  we  could  double  it  m  12  to  14  years. 

'^'^^'^^^fSS^sJ^^^'^^T.tr.n.e  crossbreed;  it  is  not  quite 
a  lociafSurance  plan;  it  is  not  quite  a  true  pension  plan;  ^ti^  not  a  pure 
welfare  scheme  either.  It  combines  the  worst  features  of  each.  We  must  devise 
riheme  th^t  is  fair  to  all  our  citizens,  which  encourages  economic  growth, 
and  wMch  gh  es  them  more  than  an  embarrassing  2  percent  return  on  their 
J^xes  The  present  Administration  is  proposing  a  new  means  of  financing  the 
temTSrary  sho^-tfall  in  Social  Security  receipts,  yet  this  is  only  a  temporary 
reuJ?  The  IdrJ  nistration  has  not  addressed  the  permanent  shor  comings  of  the 
Svstem  To  qZe  an  old-time  Irish  politician  from  Philadelphia,  "They  have 
-rabbed  the  bull  bv  the  tail  and  stared  the  situation  m  the  face. 

we  must  el  minate  the  drag  on  economic  growth  inherent  in  the  social  secu- 
ritv sySem's  reTlaSment  of  personal  savings.  We  must  eliminate  social  security  s 
unfimded^iabm  ?  its  $4  trillion  prospect  of  red  ink  and  new  taxes.  We  simply 
cannot  grow  if  the  government  has  to  absorb  all  private  savings  to  fund  its 
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deficits,  or  if  it  raises  taxes  to  levels  which  eliminate  the  desire  to  work,  save, 
and  invest. 

The  first  step  In  ending  social  security's  adverse  impact  on  growth  is  to  end 
the  present  system  of  double  indexing,  to  decouple,  to  use  social  security  jargon. 
We  should  index  benefits  only  once  and  that  should  be  done  by  means  of  a 
price  index,  as  the  Advisory  Panel  on  Social  Security  recommends.  This  would 
set  a  floor  under  retirement  income  at  some  predetermined  real  level.  We  should 
not,  as  some  have  suggested,  attempt  to  index  social  security  benefits  to  wages. 
This  would  legislate  an  ever  increasing  real  value  of  benefits,  regardless  of 
need,  heedless  of  the  economy's  capacity  for  growth,  and  blind  to  the  fact  that 
such  a  program  would  supplant  all  private  pensions  and  savings  as  the  promised 
benefits  rose  perpetually.  This  is  what  a  wage  indexing  scheme  would  try  to  do. 
In  fact,  wage  indexing  would  fail  to  deliver  on  its  promises ;  savings  would  drop 
drastically,  investment  would  fall,  and  the  economy  would  stagnate,  unable  to 
meet  benefit  commitments. 

Decoupling,  if  properly  done,  would  reduce  the  present  unfunded  liability  from 
$4  trillion  to  $2  trillion.  We  can  eliminate  this  remaining  $2  trillion  by  stretching 
out  benefits,  by  having  people  retire  at  a  slightly  later  age.  In  my  opinion,  this 
will  yield  a  private  as  well  as  a  public  good.  Most  of  those  who  retire  at  age 
65  soon  cease  to  feel  that  they  are  useful  members  of  society,  while  in  fact,  be- 
cause of  their  skills,  they  are  some  of  the  most  productive  members  of  society. 
I  therefore  recommend  the  following : 

(1 )  Those  who  are  55  years  of  age,  and  who  have  probably  already  made  their 
plans,  should  receive  their  decoupled  benefits  at  age  65. 

(2)  Those  who  are  45-55  should  receive  their  full  benefits  at  age  66. 
i(3)  Those  who  are  35^5  should  receive  their  full  benefits  at  age  67. 
(4)  Those  who  are  under  35  should  receive  their  full  benefits  at  age  68. 

This  stretching  out  of  the  payments  schedule  will  eliminate  the  .$2  trillion  liabil- 
ity. However,  our  problems  will  not  then  be  over.  "We  will  be  in  a  position  where 
each  generation  pays  for  the  next  generation's  benefits — exactly.  There  still  will 
not  be  any  social  security  taxes  invested  in  new  productive  capacity.  We  will  still 
owe  the  piper  an  entire  generation's  worth  of  swial  security  benefits  before  we 
can  go  on  a  pay-as-you-go  Ijasis  with  receipts  coming  from  return  on  investments. 
Our  social  security  system  will  still  dampen  our  savings  rate,  and  if  we  try  to  pay 
off  the  remaining  debt  by  raising  taxes,  those  increased  taxes  will  also  curtail  eco- 
nomic growth.  This  is  a  dilemma.  Real  additions  to  savings  and  investment,  how- 
ever, can  generate  enough  increases  in  Gross  National  Product  and  income  tax 
revenues  to  pay  this  debt ;  real  additions  to  savings  and  investment  can  generate 
enough  revenues  to  advance  the  social  security  system  to  the  point  where  each 
generation  will  pay  for  its  own  retirement.  So  we  must,  while  bringing  future 
benefits  into  line,  provide  for  increases  in  savings,  investment,  and  economic 
growth. 

Therefore  I  am  recommending  the  following  changes  : 

(1)  We  should  .separate  all  aspects  of  welfare  from  the  retirement  system.  We 
must  deal  with  them  at  the  same  time  we  reform  the  social  security  system,  but  we 
must  make  them  separate. 

(2)  We  should  decouple  the  present  benefits  immediately. 

(3)  We  should  eliminate  the  unfair  and  uneconomical  retirement  test — the  earn- 
ings limitation. 

(4)  We  should  get  rid  of  our  unfunded  liability  by  stretching  out  benefit  sched- 
ules. 

(5)  We  should  take  measures  to  increase  the  savings  rate  :  (a)  We  should  lower 
marginal  tax  rates,  (b)  We  should  consider  deducting  from  income  taxes  net  ad- 
ditions to  savings  in  the  form  of  bank  accounts,  stocks,  bonds,  and  other  .such  in- 
vestments. This  so  called  "expenditure  tax''  is  one  way  to  eliminate  the  double 
taxation  which  occurs  when  income  is  taxed,  saved,  and  then  the  interest  is  taxed 
again. 

(6)  We  should  allow  all  new  people  who  enter  the  labor  force  to  be  given  a  free 
choice  of  joining  a  government  run  or  a  government  insured  private  pension  plan. 
Both  of  these  funds  will  be  invested  in  real  assets,  in  productive  parts  of  our 
economy. 

The  present  social  security  system  promises  benefits  it  cannot  deliver  and  it  saps 
our  economic  growth.  If  we  scale  down  and  stretch  out  benefits,  if  we  pay  to  trans- 
fer our  social  security  to  a  fully  funded  system  based  on  real  assets,  if  we  can  en- 
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courage  savings,  investment,  and  economic  growth,  then  we  can  rid  ourselves  of  a~ 
great  social  insecurity.  If  we  do  not  do  these  things  correctly  we  face  a  grim  eco- 
nomic stagnation. 

Prepared  Statement  of  Hon.  Lester  L.  Wolff,  a  Representative  in  Congress 

From  the  State  of  New-  York 

Mr.  Chairman,  I  want  to  thank  you  and  the  Committee  for  giving  me  this  op- 
portunity to  state  my  views  concerning  the  prospect  for  reform  of  our  social 
security' system.  It  isdear  to  me  that  in  embarking  on  its  worthy  attempt  at  re- 
form, this  Committee  should  focus  on  two  elements  of  the  utmost  importance. 
These  points  of  inquiry  should  be  the  guaranteeing  of  the  financial  integrity  of 
the  social  security  retirement  trust  fund  and  the  restructuring  of  the  tax  which 
presentlv  supports  the  fund. 

In  focusing  first  on  the  finanical  stability  of  the  trust  fund,  the  Committee 
must,  I  believe,  see  to  it  that  a  reformed  social  security  system  continues  to  meet 
the  legitimate  expectation  of  benefits  and  prepares  to  compensate  for  the  in- 
evitable diminution  of  contributors.  Mr.  Chairman,  I  have  received  many  letters 
from  my  constituents  expressing  grave  concern  over  the  possibility  that  in  the 
future,  after  supporting  the  social  security  system  all  of  their  lives,  they  will  not 
see  the  fruits  of  their  investment.  They  are  fearful  that  upon  retirement,  this 
system  will  afford  them  no  security  and  only  the  sociability  that  arises  from 
the  shared  disillusionment  of  their  contemporaries.  These  people  are  aware  of 
the  current  estimates  that,  if  unreformed,  the  present  social  security  trust  fund 
will  be  exhausted  by  1985.  Therefore,  the  voice  of  the  people  commands  and  jus- 
tice compels  that  this  Committee  seek  to  formulate  legislation  that  will  safe- 
guard the  social  security  trust  fund. 

In  doing  so,  I  believe  that  the  Committee  must  seriously  consider  using  general 
revenues  to  bolster  the  fund.  The  projected  "graying  of  America"  indicates  that 
in  future  there  will  be  a  progressively  smaller  base  of  active  workers  sustaining 
an  increasingly  larger  pool  of  benefit  recipients.  Hence,  the  system  will  be  forced 
to  squeeze  harder  and  harder  the  diminishing  workers"  wallets  until  only  thin 
dry  leather  remains.  It  is,  thus,  my  belief  that  sound  economics  and  elemental 
justice  requires  that  instead  of  looking  .solely  to  the  narrow  social  .security  tax 
as  a  means  of  support  for  the  trust  fund,  the  Federal  government  should  also  tap 
general  revenues  to  support  the  system.  Further,  it  would  be  useful  for  the  Com- 
mittee to  explore  the  possibility  of  having  the  extent  of  the  "tap"  indexed  to  the 
level  of  unemployment.  This  would  take  into  account  the  reality  that  when  unem- 
ployment is  higher  the  revenues  from  the  social  security  tax  would  be  less  and 
the  need  for  alternate  sources  of  income  for  the  trust  fund  would  be  greater. 

Mr.  Chairman,  the  second  point  of  focus  which  I  have  alluded  to  earlier  is  the 
need  to  reform  the  social  security  payroll  tax  itself.  Currently  the  tax  is  among 
the  worst  blights  on  our  spotted  tax  structure.  It  takes  from  the  rich  at  the  same 
rate  that  it  takes  from  the  poor  and  middle  class.  If  this  is  equality,  then  it  is  the 
perverted  equality  which  imposes  on  all  the  need  to  pay  at  the  expense  of  ignor- 
ing  differences  in  the  (ibility  to  pay. 

In  order  to  remedy  this  evil,  I  believe  that  the  Committee  should  actively  ex- 
plore the  fea.sibility  of  incorporating  into  the  social  security  payroll  tax  a  pro- 
gressive element.  Be  assured,  I  am  not  advocating  a  total  change  in  the  theory  of 
social  security.  The  concept  that  only  those  who  have  paid  into  the  system  should 
receive  benefits  from  the  system  must  be  retained.  However,  among  those  who  do 
contribute.  I  believe  that  there  should  be  factored  in  the  ability  to  pay,  so  that 
the  tax  burden  is  borne  equally  relative  to  the  strength  of  the  taxpa.ver. 

In  conclusion,  Mr.  Chairman  and  members  of  the  Committee,  the  need  for  re- 
form is  urgent  and  the  danger  of  inaction  is  clear.  It  is  for  these  reasons  that  I 
hope  the  Committee  will  be  guided  by  the  wisdom  of  Ben  Franklin  who  v.-rote, 
"He  that  resolves  to  mend  hereafter,  resolves  not  to  mend  now." 


Prepared  Statement  of  Hon.  Bill  Young,  a  Representative  in  Congress 

From  the  State  of  Florida 

Mr.  Chairman,  thank  you  for  the  opportunity  to  appear  before  your  committee 
today,  to  testify  on  behalf  of  three  bills  that  I  have  introducd  in  the  95th  Con- 
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:gress.  Regretfully,  however,  I  must  tell  you  that  I  also  introduced  these  same 
three  bills  in  the  94th  Congress,  and  one  of  them  in  the  93rd  Congress,  and  I  ajn  as 
frustrated,  as  I  am  sure  most  of  our  Social  Security  recipients  are,  that  Congress 
-has  not  taken  the  initiative  yet,  to  correct  the  unjust  situations  that  these  bills 
were  designed  to  correct. 

Thousands,  probably  millions,  of  words  have  been  spoken  before  the  Members  of 
this  Committee  on  behalf  of  the  plight  of  Social  Security  recipients  *  *  *  so 
many  words  that,  as  tragic  as  their  individual  situations  are.  their  overall  story 
sounds  like  a  broken  record.  But  just  because  a  problem  isn't  a  new  problem, 
doesn't  mean  that  it  isn't  an  urgent  problem.  In  fact  its  "longevity",  in  this  in- 
stance, only  adds  to  its  urgency.  The  longer  these  injustices  continue,  the  more 
devastating  the  results  for  elderly  people  who  find  themselves  deeper  and  deeper 
in  debt  with  every  passing  year. 

The  term  "senior  citizen",  depending  on  who  is  using  it,  can  refer  to  people 
ranging  in  age  from  5-5  to  over  100.  This  is  a  50  year  lifespan,  and  it  is  an  age  range 
into  which  some  of  us  already  fall,  and  many  more  will  reach  before  very  much 
time  has  passed.  When  we  legislate  for  "senior  citizens",  Mr.  Chairman,  we  are 
not  legislating  for  some  obscure  group  of  people.  We  are  legislating  for  our  friends, 
our  neighbors,  our  relatives,  and,  in  some  cases,  even  ourselves. 

In  many  countries  of  the  world,  the  nation's  elderly  are  the  most  revered  of  their 
citizens.  They  are  treated  with  the  greatest  respect,  called  upon  when  difficult  de- 
cisions must  be  made  to  take  the  greatest  advantage  of  their  acquired  wisdom  and 
experience,  and  cared  for  reverently  by  their  families  and  governments.  Are  Amer- 
ica's elderly  any  less  worthy?  Of  course  not ! 

One  of  the  most  unfair  sections  of  our  present  Social  Security  law,  in  my  opin- 
ion, is  the  earnings  limitation.  My  bill  H.R.  1889  amends  Title  II  of  the  Social  Se- 
curity Act  to  increase  to  .$4,800  the  amount  of  outside  earnings  which  (subject  to 
further  increases  under  the  automatic  adjustment  provisions)  is  permitted  each 
year  without  deductions  from  benefits. 

Just  for  a  minute,  Mr.  Chairman,  I  would  like  to  ask  you,  and  tlie  Members  of 
your  Committee  to  mentally  celebrate  your  GOth  birthday,  as  it  would  occur  if  you 
were  an  American  citizen  employed  in  the  private  sector.  You  wake  up  this  morn- 
ing, and  like  to  or  not,  you  are  retired.  Your  income  from  this  dny  forward  will 
come  to  you  in  the  form  of  a  Social  Security  check  once  a  month  *  *  *  a  cheek  that 
will  be  considerably  smaller  than  the  one  you've  been  accu.stomed  to  getting  every 
month  of  your  working  life.  The  people  in  your  office  wave  a  hopefully  sad 
"goodby,"  and  caution  you  to  catch  those  fish,  hit  those  golf  balls,  and  play  with 
those  grandchildren  to  your  heart's  content.  "Never  give  us  another  thought,"  they 
caution,  "from  now  on  we'll  take  cax-e  of  everything  that  is  important."  How  do 
you  feel?  Probably  not  very  good.  The  prospect  of  20  to  40  years  with  nothing  to  do 
but  grow  older  is  a  very  bleak  picture.  But,  you  are  a  resourceful  person  *  *  *  there 
is  plenty  to  be  done,  and  there  are  plenty  of  good  years  in  you  left  to  do  them. 

Do  you  devote  your  life  to  golf,  fishing,  the  grandchildren,  and  a  few  charitable 
activities?  Perhaps  you  do.  until  you  find  that  your  own  income  is  so  limited,  your 
lifestyle  so  drastically  reduced,  and  your  mental  stimulation  so  low,  that  if  you  are 
to  be  at  least  comfortable  in  your  "retirement,"  you  must  do  something  to  supple- 
ment your  income.  Having  made  this  decision,  you  set  out  to  find  a  job,  and  not 
only  do  you  face  the  prolilem  of  being  overage  for  mo.st  kinds  of  employment,  but 
if  you  do  find  a  job,  almost  certainly  it  pays  more  than  the  law  allows  you  to  make. 
If  you  take  it,  you  lose  our  security  benefits,  which  you  paid  for  all  of  your 
working  life  and  should  be  entitled  to  for  as  long  as  you  live.  If  you  don't  take  the 
job,  you  are  faced  with  years  of  boredom  and  a  less  than  ideal  income. 

It  is  a  vicious  cycle.  Mr.  Chairman,  and  one  that  should  hit  home  to  all  of  us. 
And  by  allowing  it  to  continue,  we  seem  to  be  punishing  our  "senior  citizens"  for 
living  more  than  65  years.  .$4,800,  Mr.  Chairman,  is  ,$400  a  month,  or  about  40  hours 
work  a  week  at  the  minimum  wage.  If  over  your  lifetime,  you  have  invested 
enough  money  to  earn  ,$4,800  a  year  in  interest,  the  government  doesn't  penalize 
your  social  security  payment.  Y'ou  can  have  both  with  no  argument  from  anyone. 
Why  is  the  retiree  who  wants  to  work  for  his  fiscal  stability  and  mental  sanity  any 
less  entitled  to  it  than  the  one  who  "clips  his  coupons"  It  is  time  for  us  to  correct 
this  injustice,  Mr.  Chairman.  It  has  been  time  for  a  long  time,  but  the  fact  that  we 
haven't  done  so  to  date,  doesn't  mean  that  we  can't  accomplish  it  now.  It  is  my 
great  hope  that  the  95th  Congress  will  act  to  raise  the  earning  limitation  for  re- 
tirees to  at  least  a  minimum  wage,  and  give  our  retirees  back  the  opportunity  to 
earn  their  .«elf  respect,  and  the  ability  to  provide  for  their  own  confort.s  in  the 
years  that  they  are  perhaixs  most  entitled  to  them. 
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Another  small,  but  devastating  injustice  in  our  Social  Security  program  can 
be  eliminated  by  the  passage  of  my  bill  H.R.  1390,  a  bill  to  amend  Title  II  of 
the  Social  Security  Act  to  provide  that  a  beneficiary  shall,  if  otherwise  quali- 
fied, be  entitled  to  "a  prorated  benefit  for  the  month  in  which  he  (or  the  insured) 
individual  dies.  Social  Security  payments  are  earned  by  our  citizens  during 
their  worl^iug  years  and  are  supposed  to  be  paid  for  the  rest  of  their  natural 
lives,  but  our  law  now  reads  that  if  the  recipient  dies  during  a  given  month, 
his  Social  Security  check  for  that  month  must  be  returned  in  full  to  the  govern- 
ment. My  bill  will  at  least  allow  retention  of  the  money  for  the  days  of 
the  month  which  the  recipient  lived,  and  surely  the  grieving  family,  with  all 
of  the  problems  and  traumas  involved,  are  entitled  to  that. 

The  final  bill  for  which  I  offer  testimony  today,  is  H.R.  2897,  a  bill  to  amend 
Title  II  of  the  Social  Security  Act  to  provide  that  a  marriage  or  remarriage  of 
an  individual  entitled  to  v.idow's.  widower's,  or  parent's  insurance  benefits 
shall  not  terminate  such  individual's  entitlement  to  benefits  or  reduce  the  amount 
thereof.  The  mental  pictui-e  of  a  retired  couple  enjoying  their  leisure  years, 
doing  all  the  things  they  always  wanted  to  do  together  when  they  were  too 
busy  raising  their  families,  is  a  lovely  picture  which  for  some  does  come  true. 
For  many  others,  however,  one  i>artner  outlives  the  other  and  is  left  alone  in 
wlvat  can  be  a  lonely,  frieiulless  and  insecure  world.  After  some  period  of  ad- 
justment, some  find  another  partner  who  would  like  to  share  those  lonely  and 
idle  years. 

For  those  who  are  fortunate  enough  to  be  in  that  situation,  it  is  a  shame  that 
many  must  hesitate  to  take  advantage  of  it  because  to  do  so  would  mean  a 
drastic  reduction  in  their  already  meager  income.  My  bill  does  not  provide  that 
a  wadow,  for  example,  already  receiving  Social  Security  benefits,  who  then 
remarries,  would  continue  to  receive  her  widow's  benefits  plus  benefits  that 
she  might  receive  as  the  spouse  of  her  new  husband — because  no  one  is  allowed 
to  receive  more  than  one  Social  Security  benefit  each  month.  What  it  does  mean, 
is  that  a  widow  would  receive  either  the  amount  she  had  been  receiving  as  a 
widow,  or  the  amount  she  would  be  entitled  to  on  lier  new  husband's  earning 
record,  whichever  is  greater.  The  effect  is  to  guarantee  that  no  qualified  bene- 
ficiary will  have  their  Social  Security  benefit  reduced  or  terminated  because  of 
remarriage.  I  am  deeply  concerned,  Mr.  Chairman,  that  this  inequity  of  the  So- 
cial Security  Act,  in  some  cases  discourages  a  retired  couple  from  marying, 
or  forces  them  to  adopt  a  lifestyle  of  cohabitation  without  the  benefit  of  marriage 
that  is  distasteful  to  them  and  to  society.  To  force  such  an  alliance,  or  an  al- 
ternative life  of  loneliness  because  of  an  unfair  law,  is  unworthy  of  us  as 
individuals  or  as  legislators. 

Our  Government,  and  particularly  this  Congress,  Mr.  Chairman,  spends  a 
great  deal  of  money  for  causes  far  less  justified  than  those  outlined  before  this 
Committee  today.  It  is  time  we  pay  attention  to  the  needs  of  our  "senior  citi- 
zens", and  make  the  solution  of  their  problems  a  priority  in  our  society  instead 
of  an'afterthought.  I  urge  this  Committee  to  consider  favorably  H.R.  1389.  H.R. 
1390  and  H.R.  2897.  and  to  recommend  their  passage  by  the  House  of  Repre- 
sentatives as  expediently  as  possible. 


Prepared  Statement  of  the  Air  Transport  Association  of  America 

The  Air  Transport  Association  of  America,  representing  virtually  all  of  the  U.S. 
scheduled  airlines,  appreciates  this  opportunity  to  comment  on  the  proposed 
changes  in  the  funding  of  the  Social  Security  system  recently  recommended  by  the 
Carter  Administration.  The  airline  industry  is  highly  labor-intensive,  and  it  will 
be  especially  affected  by  any  modification  of  the  Social  Security  program. 

The  airline  industry'fully  recognizes  the  necessity  of  adequately  financing  the 
Social  Security  system,  and  it  is  obvious  that  under  the  current  provisions  the 
program  cannot  continue  to  be  self-sufficient.  Consequently,  it  is  imperative  that 
steps  be  taken  to  place  the  Social  Security  system  on  a  financially  solvent  basis. 
However,  we  do  not  agree  with  certain  suggestions  offered  by  the  Administration. 

wage  base 

The  Administration  proposes  that  employers  contribute  to  the  fund  on  a  con- 
tinuously rising  employee  wage  base  until  1981,  at  which  time  the  employer's  con- 
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tribution  would  be  based  on  the  employee's  entire  salary,  while  the  employee's  con- 
tribution would  be  pegged  to  a  significantly  lower  wage  base. 

The  wage  base  under  the  current  law  increases  from  $16,500  at  5.85  percent  in 
1977  to  $23,400  at  6.30  percent  in  1982.  The  Administration's  proposal  would  in- 
crease the  wage  base  for  an  employee  from  $18,500  at  5.85  percent  in  1977  to  $24,- 
600  at  6.30  percent  in  1982  and  increase  the  wage  ba.se  feu-  the  employer  from  $16,- 
500  at  5.85  percent  in  1977  to  the  entire  salary  at  6.30  percent  in  19S2. 

The  financial  burden  this  would  place  on  the  employer  is  excessive  and  inequit- 
able. Consequently,  the  airlines  strongly  oppose  this  aspect  of  the  proposal. 

Congress  established  the  Social  Security  program  with  the  intent  that  it  would 
be  self-sufficient  and  that  the  employer  and  employee  would  share  equally  in  the 
cost.  If  the  fund  is  now  in  difficulty,  the  emjiloyer  and  employee  sh(»uld  share 
equally  in  any  solution.  To  do  otherwise  would  negate  the  fundamental  tenets  of 
the  program. 

As  previously  indicated,  the  airline  industry  is  particularly  labor-intensive  with 
41.5  percent  of  cash  operating  expenses  attributable  to  laljor.  The  ine(iuitable  in- 
crease in  the  employer's  contribution  under  the  Administration's  plan  would  raise 
the  airline  industry's  FICA  contribution  an  estimated  17  percent  in  1981,  21  per- 
cent in  1985  and  38  percent  in  1990  over  that  provided  by  current  law.  The  airline 
industry  does  not  enjoy  profit  margins  sufficient  to  absorb  the  increased  expen.se 
necessitated  by  the  Administration's  proposal,  and  consequently,  the  price  of  air 
transportation  to  the  public  would  have  to  increase  if  the  proposed  modifications 
are  adopted. 

Another  significant  outgrowth  of  increased  employer  contribution  would  be 
Ihe  adverse  impact  on  employee  pension  plans.  The  majority  of  airlines  main- 
tain .such  plans,  which  are  the  subject  of  labor  negotiations.  The  employers' 
contribution  to  the  plan  is  one  of  the  many  issues  subject  to  collective  bargain- 
ing. The  increased  financial  burden  of  the  Administration's  Social  Security 
proposal  could  preclude  increased  employer-participation  in  industry  pension 
plans.  Thus,  the  employee's  gain  in  Social  Security  benefits  could  be  more  than 
offset  by  the  loss  of  company  contributions  to  l)enefit  plans,  which  generally 
liave  greater  retirement  benefits  than  those  provided  by  Social  Security. 

CONTRIBUTION  RATE 

In  addition  to  increasing  the  contribution  rate  7.7  percent  (from  5.85  percent 
to  6.30  percent)  in  1982,  which  conforms  to  the  current  statutes,  the  Adminis- 
tration proposes  to  jiusment  these  increases  with  additional  increments  in  198.").  to 
6.55  percent,  and  1990,  to  7.45  percent.  A  more  reasonable  approach  has  been 
recommended  by  the  U.S.  Chamber  of  Commerce. 

The  proposal  of  the  Chamber  of  Commerce  would  advance  to  1978  an  increase 
in  the  Social  Security  contribution  rate  of  a  minimum  of  three-tenths  of  one 
percent.  Tlie  Chamber's  recommendation  recognizes  that  raising  the  contribution 
rate  is  the  most  effective  means  to  generate  the  required  funds  and  that  alter- 
ing the  wage  base  in  favor  of  either  the  employee  or  the  employer  is  inequitable. 

The  Chamber  approach  is  the  most  responsible  and  equitable  method  of 
lilacing  the  Social  Security  system  on  a  sound  financial  basis.  Consequently, 
the  U.S.  airline  industry  supports  this  alternative,  which  retains  the  original 
intent  of  Congress  for  employee  and  employer  parity  and  which  will  provide 
sufficient  funding  to  restore  the  plan  to  financial  stability. 

DECOUPLING 

The  airline  industry  endorses  the  Administration's  efforts  to  correct  the  ex- 
cessive adjustment  for  inflation  which  inadvertently  developed  when  future 
Social  Security  benefits  were  coupled  to  an  index  of  wages  and  the  Consumer 
Price  Index.  The  anticipated  annual  deficit,  if  the  current  plan  is  not  modified, 
could  be  reduced  by  one  half  if  the  decoupling  recommendations  of  the  Adminis- 
tration were  adopted  or  by  two  thirds  if  the  recommendations  of  the  Chamber 
of  Commerce  were  adopted.  Regardless  of  the  alternative  selected,  it  is  impera- 
tive that  Congress  rectify  this  situation. 

GENERAL  REVENUE 

The  Administration  has  also  proposed  a  special  counter-cyclical  procedure 
which  would  utilize  general  revenue  to  replace  lost  contributions  to  the  Social 
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Security  system  when  the  unemployment  rate  exceed  six  percent.  The  Air  Trans- 
port Association  considers  this  proposal  to  be  extremely  questionable.  In  view 
of  the  continuing  national  deficit,  there  is  little  logic  in  drawing  upon  unavail- 
able funds  to  support  the  valuable  Social  Security  system.  Such  action  would 
either  increase  our  already  staggering  national  debt  or  increase  taxes  gener- 
ally. The  Administration's  proposal  would  also  undei-mine  the  fundamental 
relationship  of  benefits  to  contributions. 

SUMMABY 

Recognizing  the  need  to  return  the  Social  Security  system  of  this  country  to  a 
sound  financial  status,  the  Air  Transport  Association  of  America  recommends: 
Retaining  an  equal  wage  base  between  employer  and  employee ;  Raising  the  Social 
Security  tax  by  .3  percent  for  lioth  employer  and  employee  ;  Decoupling  the  method 
for  adjusting  for  inflation ;  and  Rejecting  the  use  of  general  revenue  funds  for 

Social  Security. 

The  Air  Transport  Association  appreciates  this  opportunity  to  comment  on  the 
proposed  modifications  of  the  S(X-ial  Security  system,  and  we  hope  that  our  com- 
ments will  assist  in  the  deliberations  over  these  issues  of  such  great  concern  to  us 
all.  

Prepared  Statement  of  Martin  Hochbaum,  of  the  American  Jewish  Congress 

introduction 

The  American  Jewish  Congress,  a  national  organization  of  American  Jews,  wel- 
comes this  opportunity  to  present  its  views  on  several  a.spects  of  the  Social  Secu- 
rity program.  For  the  last  few  years  we  have  been  actively  interested  in  programs 
to  assist  older  persons.  This  stems  from  : 

1.  Our  Jewish  tradition  which  teaches  us  that  a  society  must  be  judged  in  part 
by  the  manner  in  which  it  treats  its  aged  and  needy  members ; 

2.  There  is  a  larger  proportion  of  Jews  over  age  65  than  is  the  case  with  otlier 
groups.  According  to  demographic  studies  on  the  American  Jewish  community 
completed  a  few  years  ago,  approximately  12  percent  of  the  Jewish  population  is 
over  age  65.  This  contrasts  with  an  average  of  approximately  10  percent  for  the 
general  population  and  significantly  smaller  percentages  for  other  groups  such  as 
Blacks  and  Hispanics.  Furthermore,  the  trend  towards  an  increase  in  both  the 
number  and  proportion  of  aged  Jews  continues. 

3.  Unlike  American  society  in  general  where  most  of  the  poor  are  younger  peo- 
ple, research  indicates  that  the  majority  of  poor  Jews  are  elderly,  many  of  them 
foreign  born.  These  are  people  with  poor  education  who  live  in  run-down  neighbor- 
hoods and  suffer  from  the  wide  range  of  problems  associated  with  poverty.  They 
share  with  many  other  elderly  an  embarrassment  at  their  circumstances,  and  a 
pride  that  often  prevents  them  from  seeking  benefits  for  which  they  may  be 

eligible. 

■  In  the  last  few  yeai'S  AJCongress  has  engaged  in  many  activities  aimed  at  im- 
proving the  Social  Security  program.  These  include  testifying  before  legislative 
and  executive  l)odies  on  improvements  in  the  Medicare  program  (especially  the 
home  health  care  coverage),  sponsoring  an  information  and  referral  service  to  in- 
crease the  awareness  of  the  elderly  of  the  benefits  to  which  they  are  entitled  and 
publishing  English  and  Yiddish  informational  booklets  on  public  and  private  pro- 
grams for  the  elderly.  At  the  request  of  the  Social  Security  Administration,  we 
have  tran.slated  into  Yiddish  and  aided  in  the  distribution  of  their  pamphlets  de- 
scribing the  Supplemental  Security  Income  (SSI)  program. 

BACKGROUND 

In  his  May  9,  1977,  press  conference.  President  Carter  observed  that  "The  Social 
Security  system  affects  the  lives  of  more  Americans  than  almost  any  other  func- 
tion of  government."  With  104  million  people  contributing  to  Social  Security  and 
more  than  .33  million  receiving  benefits  totalling  nearly  $90  billion,  this  is  indeed 
the  case. 

The  Social  Security  Act  was  signed  into  law  by  President  Franklin  D.  Roosevelt 
on  August  14.  1935,  to  provide  a  self-financing  system  of  support  for  the  elderly, 
widowed,  oi^haned  and  disabled.  Since  that  time,  there  have  been  significant 
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changes  in  the  program's  funding  and  coverage.  The  original  tax  of  1  percent  paid 
by  employees  and  employers  on  earnings  of  up  to  $3,000  has  risen  to  5.85  percent 
on  earnings  of  up  to  $16,500.  Benefits  have  been  exjjanded  in  several  way.s,  includ- 
ing providing  coverage  for  the  self-employed,  allowing  people  to  retire  at  age  62 
with  reduced  benefits  and  making  health  care  available  under  the  Medicare  pro- 
gram. 

In  .spite  of  these  changes,  many  parts  of  Social  Security  still  require  serious  at- 
tention. Our  statement  will  address  five  of  the  current  major  concerns.  These  are  : 
(1)  women  and  Social  Security;  (2)  the  regressiveness  of  the  Social  Security  tax  ; 
(3)  the  retirement  test;  (4)  the  portability  of  Medicare  benefits;  and  (.5)  cost  of 
living  increases. 

1.  Women  and  Social  Security 

When  the  Social  Security  Act  was  adopted,  it  was  believed  that  most  families 
would  have  but  one  wage  earner.  As  former  Representative  Martha  Griffiths  noted, 
it  was  based  on  a  myth  where  "all  of  the  men  supported  all  of  the  women."  In  1940, 
15  percent  of  married  women  were  in  the  work  force.  Thirty-five  years  later, 
nearly  half  of  all  families  containing  a  husband  and  wife  also  had  two  people  em- 
ployed. 

Women  who  are  not  employed  outside  of  the  home  are  in  a  precarious  posi- 
tion to  receive  Social  Security  benefits  because  they  are  unable  to  establish  an 
independent  entitlement.  Instead  of  gaining  coverage  through  their  own  work 
records,  their  coverage  depends  upon  their  husbands'  records  and  on  whether 
the  woman  is  aged,  a  sur\'ivor  or  caring  for  minor  or  disabled  children.  An  aged 
divorced  wife  of  a  retired,  disabled  or  deceased  worker  is  eligible  to  receive 
Social  Security  benefits  based  on  the  ex-husband's  earnings  only  where  she  was 
married  to  him  for  twenty  continuous  years.  If  she  was  married  for  less  than  this 
time  and  unemployed  she  will  not  be  covered  since  she  has  not  compiled  any  in- 
dependent entitlement. 

With  our  divorce  rate  at  an  all-time  high  and  continuing  to  increase  and 
with  much  data  available  to  indicate  that  first  marriages  are  taking  place  at 
an  older  age,  the  reliance  on  the  twenty  year  figure  has  become  unrealistic.  At 
the  very  least,  the  divorced  spouse  should  be  able  to  qualify  for  benefits  on  the 
spouse's  earnings  record  after  a  much  shorter  period  of  time  such  as  ten  years. 

A  more  comprehensive  approach  would  allow  individuals  not  working  in  cov- 
ered employment  to  build  up  their  records  of  coverage  through  their  spouses' 
work  in  covered  employment.  When  jointly  filing  a  federal  income  tax  state- 
ment, each  spouse  in  a  marriage  would  receive  credit  for  earnings  and  quar- 
ters of  coverage.  Social  Security  credits  could  be  apportioned  on  the  basis  of 
some  formula  such  as  the  following :  each  spouse  would  be  credited  for  either 
50  percent  of  the  couple's  combined  earnings  in  work  covered  by  Social  Security 
or  75  percent  of  the  covered  earnings  of  the  pai-tner  with  the  higher  earnings. 

Taking  this  step  would  have  several  advantages.  Homemakers  would  be 
brought  into  the  system  in  their  own  right  instead  of  being  able  to  collect  bene- 
fits only  as  dependents.  A  divorced  homemaker  would  have  a  record  she  could 
cari-y  with  her  instead  of  losing  all  rights  if  she  was  married  for  less  than 
twenty  years.  Another  advantage  is  that  a  non-working  spouse  would  be  eligible 
for  disability  benefits. 

2.  Regressiveness  of  the  Social  Securittj  Tax 

When  the  Social  Security  system  was  enacted,  it  established  the  princi- 
ple that  employers  and  employees  w'ould  make  an  equal  contribution  on  a  lim- 
ited amount  of  work  related  income.  Income  above  the  original  tax  of  1  per 
cent  on  earnings  of  up  to  $3,000  was  exempt  from  Social  Security  contribu- 
tions. 

In  the  more  than  forty  years  since  then,  employers  and  employees  have  con- 
tinued to  make  equal  contributions.  However,  the  tax  rate  has  risen  to  5.85  per- 
cent on  earnings  of  up  to  $16,500.  This  system  continues  to  ignore  the  princi- 
ple of  progressive  taxation.  An  employee  who  earns  $10,000  per  year  ends  up 
paying  5.85  percent  of  his  salary  in  Social  Security  taxes,  a  figure  that  in  many 
cases  will  be  larger  than  his  income  taxes.  At  the  same  time,  an  employee  who 
earns  $100,000  a  year  will  end  up  paying  less  than  1  percent  of  his  salary  in 
Social  Security  taxes. 

We  recommend  that  Congress  initiate  steps  to  make  the  employee's  Social  Se- 
curity tax  more  progressive.  One  way  of  mitigating  the  regressive  nature  of  the 
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employee  tax  would  be  to  rebate  100  percent  of  the  tax  for  workers  earning  less 
than  $3,000  and  to  provide  progressively  smaller  rebates  for  higher  paid  workers 
until  tJie  rebate  is  eliminated  at  $12,000.  Besides  changing  the  regressive  nature  of 
the  Social  Security  tax,  this  step  would  produce  financial  savings  by  taking  some 
of  the  poor  off  public  assistance  and  Medicaid. 

Another  approach  to  accomplish  the  same  goal  of  reforming  the  regressive  na- 
ture of  the  Social  Security  tax  would  be  to  use  the  earned  income  tax  credit  which 
provides  a  10  percent  credit  on  up  to  $4,000  of  earned  income.  Earned  income  is 
defined  as  wages,  salaries,  tips  and  other  compensation  from  an  individual's  net 
earnings  from  self-employment  (pensions  and  annuity  benefits  are  excluded). 
With  some  exceptions,  to  be  eligible  for  this  benefit  a  taxpayer  must  have  filed  a 
joint  return  (where  married)  or  paid  for  over  half  the  cost  of  maintaining  a 
household  for  himself  and  a  dependent  child. 

A  taxpayer  whose  credit  exceeds  his  tax  gets  a  refund  of  the  excess  credit.  The 
10  percent  earned  income  credit  is  decreased  by  10  percent  of  any  amount  of  ad- 
justed gross  income  which  is  in  excess  of  $4,000.  It  is  eliminated  where  the  ad- 
justed gross  or  earned  income  exceeds  $S.ono. 

We  urge  that  Congress  consider  making  the  earned  Income  tax  credit  perma- 
nent, extending  it  to  all  wage  earners  and  making  it  applicable  to  higher  levels  of 
adjusted  income.  By  taking  this  step,  a  system  which  is  already  in  place  could  be 
u-sed  to  reform  the  regressive  nature  of  the  Social  Security  tax. 

3.  Retirement  Test 

With  all  of  the  recent  discussion  on  the  President's  proposals  for  changes  in  the 
financing  of  the  Social  Security  system,  relatively  little  attention  has  been  paid  to 
the  earnings-test  provision  that  limits  the  amount  of  money  a  retired  worker  may 
earn  and  still  receive  Social  Security.  Beneficiaries  age  62-71  lose  $1  of  benefits 
for  every  $2  of  wages  earned  above  the  exempt  figure  of  $3,000.  Once  a  retiree 
reaches  age  72.  his  benefits  are  in  no  way  subject  to  this  provision. 

Before  proceeding,  it  is  worthwhile  to  note  that  the  Social  Security  Administra- 
tion's own  Claims  Manual,  Section  5000,  acknowledges  that  most  people  who  re- 
ceive a  Social  Security  check  "depend  upon  it  for  the  necessities  of  life."  Accord- 
ing to  HEW,  the  average  benefit  for  a  retired  worker  living  alone  is  but  $234  per 
month  or  $2,808  per  year.  This  retiree  is  thus  frequently  placed  in  a  difiicult  situa- 
tion :  he  must  try  to  either  survive  on  the  limited  income  provided  by  Social  Secur- 
ity or  seek  employment  that  will,  once  he  goes  above  the  earnings  limitation,  de- 
crease and  ultimately  eliminate  his  benefits. 

iWhile  some  would  argue  that  the  earnings  test  is  an  integral  part  of  the  Social 
Security  system,  the  original  1935  report  by  the  House  Ways  and  Means  Commit- 
tee did  not  contain  such  a  stipulation.  Moreover,  in  the  last  five  years,  the  earnings 
test,  which  is  now  tied  to  a  cost  of  living  index,  rose  from  $1,680  to  $3,000  per  year. 

At  our  1976  biennial  convention  held  in  Washington,  D.C.,  more  than  500  A.I 
Congress  delegates  from  all  over  the  country  called  for  a  "relaxation  of  provi- 
sions that  discourage  persons  eligible  for  Social  Security  from  holding  meaningful 
jobs."  We  take  this  position  for  several  reasons.  An  older  retired  American 
who  is  required  to  live  exclusively  on  his  Social  Security  income  will  often  find 
that  he  must  live  in  poverty.  According  to  a  study  published  last  May,  a  retired 
couple  in  New  York  City  would  require  an  income  of  $(>41  per  month  to  maintain 
a  moderate  standard  of  living.  This  is  60  percent  above  the  $4(X)  per  month  that 
the  average  aged  couple  receives  from  Social  Security.  We  further  observe  that 
since  the  adoption  of  the  Social  Security  Act,  there  has  been  a  doubling  in  the 
percentage  of  Americans  over  age  65  and  a  significant  increase  in  the  number 
of  people  over  age  65  who  are  affected  by  the  retirement  test.  According  to  the 
Social  Security  Administration,  more  than  90  percent  of  people  over  age  65  are 
now  eligible  for  benefits.  This  represents  an  increase  of  350  percent  over  the 
situation  that  existed  in  1950.  Forecasts  indicate  that  as  many  as  98  percent 
of  older  Americans  will  be  eligible  for  Social  Security  by  the  year  2000. 

AJ  Congress  backs  a  liberalization  in  the  retirement  test  that  would  move  the 
exempt  figure  from  $3,000  to  $4,000.  We  do  not  seek  its  total  elimination  be- 
cause of  our  interest  in  balancing  the  needs  of  the  elderly  with  the  increasing 
number  of  younger  people  competing  for  a  limited  number  of  jobs. 

4.  Portahility  of  Medicare  Benefits 

Tliere  are  approximately  33  million  Americans  eligible  for  Medicare.  Of  these, 
nearly  150,000,  or  less  than  one-half  of  1  i>ercent,  reside  abroad. 
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The  Medicare  statute  allows  for  hospital  care  and  physician  care  in  Canada 
or  Mexico  under  limittxi  circumstances.  Benefits  may  be  paid  where  the  Mexican 
or  Canadian  hospital  is  closer  to  or  more  accessible  than  the  nearest  Ameri- 
can hospital  or  when  the  beneficiary  is  hospitalized  in  those  countries  as  a 
result  of  an  emergency  that  arose  in  the  United  States.  They  may  also  be  paid 
for  an  American  in  a  border  state  who  is  closer  to  a  foreign  hospital  able  to  meet 
his  particular  needs  and  for  an  American  traveling  from  Alaska  to  another 
state   who   is    required   by    medical   emergency    to   be  hospitalized   in    Canada. 

We  recommend  that  the  Medicare  program  be  extended  to  all  eligible 
beneficiaries  regardless  of  residence.  There  are  precedents  for  continuing 
health  insurance  to  covered  individuals  outside  of  the  United  States,  including 
the  Veterans'  Administration  program  which  provides  such  service  to  vetei-ans 
with  service  connected  disabilities  and  the  coverage  found  in  many  health  in- 
surance plans.  Adopting  this  position  would  not  be  as  expensive  as  appears  to  be 
the  case  since  health  care  outside  of  the  United  States  is  usually  far  less  costly. 
It  must  also  be  recalled  that  the  eligibility  for  Medicare  people  residing  abroad 
has  been  previously  established  by  their  contributions  to  the  Social  Security 
system. 

5.  Cost  of  Living  Increases 

Social  Security  benefits  are  increased  each  July  if  the  Consumer  Price  In- 
dex (CPI)  has  risen  by  3  ijercent  or  more  in  the  first  quarter  of  the  year  (tliis 
is  not  a  raise  since  it  does  not  increase  the  real  income  of  a  beneficiary  but 
rather  serves  to  preserve  his  purchasing  power).  This  situation  presents  prob- 
lems for  the  elderly,  especially  for  tliose  living  on  very  limited  income. 

There  is  a  time  lag  of  several  months  between  the  period  whicli  is  used  as  the 
base  for  determining  the  cost  of  living  increase  and  the  time  the  retired  worker 
receives  his  increased  benefits.  While  this  may  not  seem  significant  to  many  of  us, 
we  must  recall  that  tlie  average  benefit  for  a  single  r<>tired  worker  is  but  .*S234  per 
month.  We  suggest  that  this  problem  may  be  resolved  by  mandating  that  the 
July  Social  Security  check,  which  contains  the  cost  of  living  increase,  cont;<in 
a  special  supplement  that  will  include  a  retroactive  cost  of  living  increase  for 
the  three  month  period  between  the  measured  cost  of  living  increase  and  the 
period  in  which  retirees  begin  to  receive  that  increase. 

A  .second  problem  is  that  benefits  do  not  increase  if  the  change  in  the  CPI  is  less 
than  3  percent.  Hence,  if  the  Administration  is  successful  in  reducing  inflation  to 
a  maximum  of  2  percent  for  several  years.  Social  Security  beneficiaries  will  suffer 
a  real  decrease  in  their  income.  Two  recommendations  for  changes  are  in  order  to 
cover  this  situation.  The  first  is  to  eliminate  the  3  percent  minimum  before  the 
Social  Security  increases  take  place.  The  second  is  to  make  those  increa.ses  of  less 
than  3  percent  cumulative  from  one  year  to  the  next  for  purpo.ses  of  Social  Secur- 
ity benefit  adjustments.  Thus,  if  the  cost  of  living  rose  liy  2  percent  in  one  year  and 

2  percent  in  a  second  year,  then  an  adjustment  in  benefits  would  be  made  since  the 

3  percent  minimum  has  been  exceeded.  In  the  past,  increases  of  less  than  1  percent 
in  Canada  were  carried  over  and  included  in  the  following  year's  compilation. 

Another  problem  with  the  cost  of  living  increases  for  older  people  whose  bene- 
fits are  tied  to  the  CPI  is  that  the  latter  represents  a  statistical  measure  of  change 
in  the  prices  of  goods  or  .services  purchased  by  urlian  wage  earners  rather  than  by 
retirees.  The  difficulty  with  this  is  that  the  relative  importance  of  items  measured 
in  the  budgets  of  retired  per.sons  is  not  the  .«ame  as  in  average  family  budgets.  For 
example,  in  the  last  five  years,  the  CPI  rose  by  40  percent  in  the  New  York-north- 
eastern New  Jersey  region.  However,  the  increase  in  the  moderate  level  of  living 
budget  for  a  retired  couple  was  47  percent,  or  more  than  one-sixth  greater.  The 
result  of  this  is  that  the  needs  of  older  people  are  not  totally  reflected  in  benefit 
adjustments. 

AVe  recommend  that  a  special  CPI  be  established  for  the  elderly  and  the  disalded 
to  more  accurately  measure  changes  affecting  their  budgets.  At  the  very  least. 
Congress  should  mandate  that  the  Bureau  of  Labor  Statistics  determine  the  need 
for  a  separate  CPI  for  the  aged  by  constructing  and  testing  a  model  index.  This 
should  be  based  upon  expenditure  patterns  and  take  into  account  the  aged's  dis- 
proportionately high  costs  for  such  necessities  as  hou.sing.  food  and  medical  care. 

CONCLUSION 

Before  concluding,  we  would  like  to  observe  that  our  .statement  has  purjwsefully 
not  commented  upon  the  President's  recent  Social  Security  proposals  to  place  the 
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svstein's  financing  on  a  sounder  base.  Since  his  recommendations,  if  adopted, 
would  have  a  significant  impact  on  the  program  for  years  to  come,  our  highest  gov- 
erning body  is  engaged  in  an  in-depth  analysis  of  them  which  we  will  make  avail- 
able to  this  Committee  at  a  latter  date.  . 

We  would,  however,  like  to  note  that  a  major  part  of  the  current  financing  prob- 
lem results  from  the  nation's  high  unemployment ;  6,062,000  workers  unable  to  find 
iobs  means  that  Social  Security  has  that  many  fewer  contributor.s. 

The  \merican  Jewish  Congress  is  a  strong  endorser  of  the  Humphrey-Hawking 
Full  Employment  Bill.  This  would  declare,  as  a  matter  of  federal  policy,  "that  all 
adult  Americans  able  and  willing  to  work  have  the  right  to  equal  opportunities  for 
useful  paid  emplovment  at  fair  rates  of  compensation."  It  would  establish  and 
mandate  a  procedure  for  developing  the  measures  necessary  to  carry  out  that  pol- 
icv  and  it  would  make  clear  the  federal  government's  responsibility  to  serve  as  the 
eiiiplover  of  last  resort  if  and  when  other  efforts  to  produce  employment  opportun- 
itv  fall  .short  of  the  full  employment  goal.  , ,     i,^ 

'Besides  accomplishing  these  purposes,  the  Humphrey-Hawkins  bill  would  also 
bring  billions  into  the  Social  Security  trust  funds.  Decreasing  unemployment  by 
•'  percent  f  i-<mi  the  7.1  percent  figure  announced  two  weeks  ago  by  the  Bureau  of 
Labor  Statistics  would,  using  an  average  annual  salary  of  $10,000.  add  more  than 
$'>  .5  billion  to  the  Social  Security  trust  funds.  This  alone  would  eliminate  m  excess 
of' three-quarters  of  the  1976  deficit,  not  to  mention  the  human  misery  associated 

with  unemployment.  ^  ..    ^  ,,  i  *.  „c. 

We  urge  the  Congress  to  consider  a  strong  commitment  to  full  employment  as 

one  means  of  resolving  the  financing  problems  of  the  Social  Security  Trust  Fund. 


Silver  Spring,  Md.,  July  26, 1977. 

Hon.  James  Bukke, 

Chiiirnuin,  Social  Security  Subcommittee, 
Washington,  B.C. 

Devi;  Congressman  Burke:  President  Carters'  proposals  to  Con.sn-ess  to  restore 
the  financial  stability  of  the  Social  Security  System  have  been  criticized  as  un- 
nrrh(Kbix  and  as  contrary  to  traditional  Social  Security  financing  practices.  I  think 
the  Social  Security  financial  practices  are  in  need  of  fundamental  changes  and  not 
just  a  natch  up  job  that  will  help  for  only  a  few  years. 

The^funding  for  Social  Security  should  be  at  least  as  good  as  the  funding  of  the 
Railroad  Retirement  System.  Botli  of  these  systems  are  governed  by  the  laws  en- 
acted by  Congress.  Incidentally  the  Railroad  Retirement  System  has  been  sub- 
sidized in  several  wavs  from  Government  general  revenues  from  1950  to  date. 

The  funding  procedures  required  by  ERISA  can  lie  followed  for  the  Social  Se- 
curity System  What  is  good  for  General  Motors  is  not  good  for  the  people  as  re- 
gards the  pollution  from  gas  motor  cars  and  trucks ;  but  the  ERISA  requirements 
for  General  Motors  pension  plans  certainly  are  good  for  the  pension  plan  of  all 
workers — the  Social  Security  System. 

Social  Securitv  .should  be  valued  on  an  entry  age  normal  cost  method.  The  un- 
funded liability  should  be  the  responsibility  of  the  Government.  For  most  private 
pension  plans,  the  employer  makes  the  payments  to  fund  the  unfunded  liability. 
The  assets  of  the  Social  Security  System  can  be  placed  in  a  special  account  with 
the  Treasury  Department  following  the  procedures  adopted  for  the  Railroad  Re- 
tirement Sv.stem  and  the  Civil  Service  Retirement  System. 

Funding  for  Sociai  Securitv  Age  Retirements  (retirements  from  employment  at 
age  62  and  above"),  for  disability  retirements,  and  for  Medicare  for  retired  persons 
can  all  be  t»y  the  same  procedure.  Advanced  funding  of  Medicare  before  retirement 
is  as  logical  and  proper  as  advance  funding  of  Social  Security  pension  payments 
provided  after  retirement. 

Social  Security  should  provide  coverage  for  all  persons  including  Government 
employees  and  housewives.  Complete  coverage  is  a  sor-ial  need,  and  also  will  pro- 
vide average  results  that  will  stabilize  the  finances  of  the  System. 

Private  pension  plans  should  not  be  allowed  to  integrate  Social  Security  bene- 
fits with  private  pension  plan  benefits.  The  private  plans  do  not  provide  for  in- 
creases in  pensions  as  the  cost  of  living  increases  but  Social  Security  does.  The 
resuU  is  that  the  difference  in  benefit  payments  decrea.ses  as  the  period  from  entry 
age  to  retirement  age  increases  for  a  worker.  The  private  plan  gains  by  the  in- 
creases in  Social  Security. 
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Increases  in  Social  Security  benefits  are  justified  when  the  cost  of  living  in- 
creases. These  increases  cannot  be  accurately  estimated  in  advance  for  long  pe- 
riods of  time.  Advanced  funding  must  be  approximate  and  Government  help  must 
be  provided  when  inflation  is  as  great  and  as  variable  as  has  been  the  case  in  the 
last  15  years.  Social  needs  must  be  considered  rather  than  the  exclusive  use  of  past 
history  of  wage  earnings  in  determining  the  increases  in  Social  Security  benefits 
to  allow  for  inflation.  The  attached  paper  discusses  these  subjects  in  greater  detail. 

I  also  attach  a  summary  of  my  education,  professional  organizations  and  ex- 
perience. 

Sincerely  yours, 

Herbert  L.  Feay,  FSA,  MAAA. 

Changes  for  Social  Security.  Comments  by  Herbert  L.  Feay,  FSA,  MA^VA, 

Enrolled  Actuary 

President  Cai'ter's  proposals  to  Congress  to  restore  the  financial  stability 
of  the  Social  Securiety  System  have  been  criticized  as  unorthodox  and  not  in 
accordance  with  traditional  Social  Security  financing  practices. 

My  personal  reaction  is  that  the  proposals  do  not  sufl^ciently  break  away  from 
the  orthodox  and  the  traditional  practices  that  have  been  followed  and  which 
have  caused  the  current  financial  problems  of  Social  Security.  I  think  the  Social 
Security  financial  practices  are  in  need  of  fundamental  changes  and  not  just 
some  patch  up  adjustments  that  will  help  only  a  few  more  years. 

FUNDING 

The  funding  for  Social  Security  should  be  a  least  as  good  as  the  funding  of 
the  Railroad  Retirement  System.  Both  of  these  systems  were  established  and 
are  regulated  by  laws  passed  by  Congress  . 

Incidently  the  Railroad  Retirement  System  has  been  subsidized  in  several 
ways  from  Government  general  revenues.  The  last  big  one  was  the  replacement 
of  lower  interest  paying  securities  by  higher  interest  paying  securities  for  the 
face  fare  amount. 

In  about  1^9,  I  read  in  the  newspapers  of  a  statement  by  Senator  Long. 
The  Senator  was  reported  to  have  sta.ted  that  Social  Security  taxes  were  com- 
parable to  putting  the  money  in  the  bank.  A  young  man's  taxes  (he  is  reported 
to  have  stated)  would  be  saved  and  used  to  provide  his  Retirement  Pension 
when  re  retires  from  employment  because  of  age.  Under  the  pay-as-you-go  pro- 
cedure, this  does  not  happen.  However,  the  principles  back  of  the  Senator's 
statement  are  good  and  his  concept  can  be  introduced  into  the  Social  Security 
funding. 

The  funding  procedures  required  by  the  Employee  Retirement  Income  Security 
Act  of  1974,  can  be  followed  for  Social  Security.  The  funding  for  the  Social  Se- 
curity System  can  also  be  by  procedures  like  those  for  the  Railroad  Retirement 
System  which  include  future  new  employees  in  calculating  normal  costs  and  ac- 
crued liability. 

Someone  once  remarked  that  what  is  good  for  General  Motors  is  good  for  the 
Country.  I  can  not  agree  with  this  as  regards  polluting  the  air  with  the  exhaust 
gases  of  gas  motor  cars.  However  as  for  Retirement  Income,  the  ERISA  require- 
ments that  apply  to  General  Motors  pension  plans  can  be  good  for  the  basic 
Retirement  System  for  all  workers — that  is  for  Social  Security. 

Fundivff  For  Age  Retirement  Pension.i  of  Social  Security 

An  Age  Retirement  occurs  at  age  62  and  above  uix)n  retirement  from  employ- 
ment. 

The  payments  for  one  plan  year  for  a  pension  plan  is  the  sum  of  the  normal 
costs  paid  for  the  plan  year  plus  the  payments  on  the  unfunded  liability  made  in 
the  plan  year.  ERISA  provides  that  any  payment  to  the  plan  made  after  the 
actual  end  of  the  plan  year  but  before  the  end  of  2^/2  months  after  the  last  day 
of  the  plan  year  shall  be  deemed  to  have  been  made  on  that  last  day.  The  Actuary 
will  name  the  amount  (or  amounts)  of  pa.vments  to  the  plan  for  one  year  and 
the  date  (or  dates)  of  payment.  If  payments  are  delayed  (or  changed),  the  actu- 
ary will  need  to  make  interest  allowances  for  the  delays  or  changes  in  determin- 
ing the  value  of  actual  payments  in  a  plan  year. 
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The  Normal  Ck>sts  for  a  pension  plan  can  be  defined  as  the  payments  for  each, 
plan  vear  needed  to  provide  the  Retirement  Annuities  after  Age  Retirements  if 
there' were  no  unfunded  liabilities.  The  Normal  Costs  are  frequently  expressed 
as  percentages  of  the  salaries  or  wages  collected  each  year. 

A  pension  plan  has  an  unfunded  liability  when  the  funding  method  provides  for 
payment  of  normal  costs  from  a  date  before  the  effective  date  of  the  plan.  The  nor- 
mal costs  are  calculated  as  payable  from  an  entry  date  of  each  employees  to  his 
Retirement  date.  The  entry  date  is  before  the  plan's  effective  date  and  can  be  the 
date  of  employment,  tlie  date  of  eligibility  for  participation  as  defined  in  ERISA, 
or  some  other  date  before  the  effective  date  of  the  plan  if  such  other  date  is  in  ac- 
cordance with  the  valuation  method  selected  by  the  actuary.  When  a  plan  is  es- 
tablished with  an  entry  date  before  the  effective  date,  the  normal  costs  have  not 
been  paid  for  the  period  before  the  effective  date.  The  current  value  of  these  un- 
paid normal  costs  represent  the  initial  accrued  liability  as  of  the  effective  date. 
The  initial  accrued  liability  can  also  be  defined  as  the  difference  between  the  pres- 
ent value  of  future  benefits  and  the  present  value  of  future  normal  costs  as  of  the 
effective  date.  The  normal  costs  for  the  future  are  established  by  the  valuation 
method  adopted  by  the  Actuary.  The  same  definitions  of  accrued  liability  apply 
for  valuation  dates  after  the  effective  date. 

The  unfunded  liability  as  of  a  specified  date  is  the  accrued  liability  as  of  that 
date  less  the  value  of  the  assets  as  of  that  date.  ERISA  requires  that  the  unfunded 
liability  be  funded  (paid  off)  within  -10  years  after  the  effective  date  of  ERISA 
for  plans  in  affect  on  that  date  and  within  30  years  after  the  plan's  effective  date 
for  new  plans  established  after  ERISA  becomes  effective.  There  are  modifications 
for  plan  changes,  valuation  standard  changes  and  experience  gains  and  losses 
after  the  effective  date.  I  propose  that  the  Social  Security  Retirement  Benefits  be 
Talued  by  an  entry  age  Normal  Cost  method  with  the  Normal  Costs  expressed  as 
a  i>ercentage  of  the  Social  Security  taxable  income.  Under  President  Carter's  pro- 
posal this  taxable  income  can  be  higher  for  employer  contributions  than  for  em- 
ployee contributions.  The  equity  of  this  for  the  workers  might  be  questioned.  I 
woiild  favor  spreading  the  workers  contributions  over  the  total  taxable  income 
with  the  excess  payments  by  higher  paid  workers  used  to  reduce  the  contribution 
rate  for  everyone  including  those  with  earned  income  below  the  maximum  amount. 
Possibly,  total  taxable  income  to  a  maximum  amount  of  wages  and  salaries  only 
should  lie  used  for  the  workers  (or  employees)  contributions.  These  suggestions 
need  further  study. 

For  private  pension  plans,  the  payments  required  to  fund  the  unfunded  liability 
are  usually  paid  by  the  employers.  Following  this  rule  the  Government  should 
make  the  payments"  on  the  unfunded  liability  of  the  Social  Security  System. 

The  Government  should  pay  interest  on  the  unfunded  liability.  Payments  on  the 
unfunded  liability  not  needed  for  current  benefit  payments  should  be  placed  in  a 
special  account  as  is  done  for  tlie  Railroad  Retirement  System  and  the  Civil  Serv- 
ice Retirement  System.  Someday  those  unfunded  liability  payments  might  be  use<l 
to  purchase  Government  bonds  and  reduce  the  National  debt.  I  do  not  propose  that 
the  Social  Security  Fund  be  used  to  purchase  securities  of  private  corporations  or 
invested  in  mortgages  on  private  property. 

Absolute  correspondence  of  benefits  and  contributions  for  each  worker  is  not  re- 
quired  and  averages,  groupings,  and  reasonable  approximations  should  be  used. 
The  objectives  should  be  a  reasonable  result  for  the  average  work,  and  a  total 
for  the  present  value  of  future  contributions  (payments  to  the  plan)  plus  the 
present  value  of  assets  that  will  be  equivalent  to  the  present  value  of  future 
payments  to  workers.  As.sets  will  include  the  unfunded  liability  required  to  bal- 
ance the  equation. 

Funding  for  Disahilily  Retirements 

A  disability  retirement  pension  is  paid  to  each  individual  who  meets  the  disabil- 
ity requirements  of  the  law.  I  propose  that  the  disability  retirement  benefits  be 
funded  by  the  same  procedures  as  I  have  outlined  for  age  retirements  at  age  62 
and  over. 

Disability  retirement  i>ensions  are  needed,  e.specially  by  the  lower  paid  work- 
ers who  are  not  in  a  position  to  save  for  a  long  period  of  total  disability.  The 
Social  Security  disability  is  doubly  important  because  the  private  insurance 
companies  are  discontinuing  the  granting  of  insurance  for  disability  income  pen- 
sions leaving  this  .social  need  entirely  to  Social  Security. 
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Funding  for  Medicare  After  Age  Retirement  or  After  Disability  Retirement 

I  favor  stopping  the  use  of  one-year  term  average  rates  (or-pay-as-you-go 
funding)  for  Medicare.  I  propose  that  the  Medicare  benefits  granted  to  retired 
worlvcrs  be  funded  in  advance  by  the  same  procedures  as  outlined  for  the  ad- 
vanced funding  of  retirement  piensions.  Why  defer  tlie  payment  of  medicare  con- 
tributions (or  premiums  or  payments  into  the  disability  fund)  to  the  years 
after  a  worker  termniates  employment?  Advanced  funding  of  medicare  for  re- 
tired workers  is  just  as  logical  and  possible  as  advanced  funding  of  retirement 
I)ensions. 

The  adoption  of  a  new  comprehensive  health  care  system  that  provides  health 
care  for  all  the  people,  including  retired  persons,  could  remove  medicare  from 
the  Social  Security  System.  However  I  would  recommend  advanced  funding 
of    the    costs   for   the    retired   persons   in   the  population   if   that   does   occur. 

Social  Security  Deduction  from  Pensions  of  Private  Plans 

Some  private  plans  provide  that  tlie  pension  to  be  provided  by  the  plan  shall 
be  reduced  for  pension  payments  under  Social  Security  at  time  of  retirement. 
The  plan  does  not  provide  for  increases  in  total  pensions  before  this  deduction 
so  that  for  an  active  worker  below  retirement  age  (such  as  a  worker  age  55) 
the  true  net  pension  under  the  plan  decreases  as  Social  Security  is  increased 
before  liis  date  of  retirement.  This  should  not  be  permitted.  The  tax  laws  or  the 
regulations  should  be  amended  so  as  to  withdraw  approval  for  tax  purjwses 
of  old  plans  and  refusal  of  approval  of  new  plans  that  contain  this  Social  Secu- 
rity deduction  provision. 

Other  private  plans  provide  that  a  lower  percentage  of  compensation  is  used 
for  the  portion  of  monthly  salaries  below  a  stated  amount  and  higher  per- 
centage for  salaries  over  that  amount  in  determining  pen.sions  payable  at  retire- 
ment. One  amount  used  for  this  purpose  is  $600,000  per  month.  I  would  not 
object  to  this  procedure  provided  the  differences  permitted  are  strictly  defined  and 
limited.  Only  Social  Security  primary  retirement  payments  should  be  used  for 
supporting  this  differential  and  no  allowance  should  be  made  for  miscellaneous 
benefits  or  for  disability  pensions  of  Social  Security.  Under  current  procedures, 
the  costs  of  these  benefits  are  included  for  Social  Security  but  only  the  pension 
benefits  are  used  for  the  private  plan.  Group  life  insurance  and  group  health  in- 
surance provided  by  an  employer  are  not  used  in  determining  equivalent  costs.  I 
favor  comparing  age  retirement  primary  benefits  for  both  Social  Security  and  for 
the  private  plans  and  ignoring  costs  of  other  benefits. 

Universal  Coverage 

I  recommend  that  every  person  be  included  under  Social  Security.  Housewives 
should  be  included  with  earnings  equal  to  the  amount  allowable  to  the  house- 
wife in  the  joint  return  of  husband  and  wife.  The  recommendation  for  universal 
coverage  applies  to  all  Government  plans  (national,  state,  and  local).  Civil  Serv- 
ice plans  for  workers  not  now  under  Social  Security  can  reduce  benefits  of  the 
plans  to  provide  the  contributions  to  Social  Security. 

Complete  coverage  of  all  persons  is  needed  to  assure  the  financial  success  of 
Social  Security  with  the  averages  proposed  for  benefits  and  for  contributions 
of  the  System.  The  post  office  can  deliver  first  class  mail  for  13^  per  ounce 
across  the  street  or  across  the  country  because  it  can  average  out  the  costs.  The 
post  office  must  be  used  for  all  first  class  mail.  The  same  reasoning  applies  to  the 
Social  Security  System  and  the  averages  used  for  that  System. 

Cost  of  Living  Increases 

Inflation  has  increased  the  cost  of  living  and  has  greatly  decreased  the  pur- 
chasing power  of  a  person  on  a  fixed  income.  Congress  has  therefore  provided 
for  increa.ses  in  Social  Security  benefits  based  on  increases  in  the  Cost  of  Living. 
The  increases  in  age  retirement  and  disability  retirement  pensions  are  on  a  flat 
percentage  basis  for  all  retired  persons.  The  result  is  that  those  with  the  small- 
est pensions  have  received  the  lowest  increases  in  pensions. 

The  costs  for  the  basic  necessities  of  life  have  gone  up  about  the  same  for 
everyone.  The  price  of  a  loaf  of  bread  has  increased  the  same  for  those  with 
low  incomes  and  those  with  high  incomes. 

Future  inflation  for  a  long  period  of  years  cannot  be  predicted  accurately  so 
that  needed  increases  in  Social  Security  payments  can  only  be  approximated. 
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Variable  and  large  amounts  of  inflation  for  long  periods  of  time  (10  or  more 
years)  cannot  be  properly  provided  for  in  advance  by  the  Social  Security  System. 
The  adjustments  in  Social  Security  benefits  will  be  motivated  by  desire  for  social 
justice  and  not  by  any  financial  planning  in  advance.  The  Government  will  need 
to  support  the  increases  in  benefits  in  part  at  least.  Under  these  conditions,  the 
pen.sion  adjustments  can  properly  be  based  in  part  on  current  needs  of  the  retired 
persons  and  not  entirely  on  any  historical  information  on  wages  and  salaries  and 
or  Social  Security  payments  provided  at  retirement  at  earlier  dates. 

Comments  on  Congkessmen  and  Their  Proposals  by  Herbert  L.  Feay,  Printed 

IN  the  Society  of  Actuaries 

Remarks  that  have  been  made  make  me  want  to  comment  on  the  current  pension 
developments.  The  senators  and  representatives  In  Congress  who  are  proposing 
pension  legislation  have  been  criticized.  I  suggest  that  we  look  at  what  these  men 
are  proposing.  I  think  they  are  motivated  by  social  conscience  to  promote  the  gen- 
eral welfare.  Here  is  what  they  want:  (1)  registration,  (2)  proper  funding.  (3) 
accountability  for  management,  (4)  complete  financial  disclosure.  (5)  fines  and 
prison  sentences  for  \iolation  of  fiduciary  responsibilities,  (t>)  rein.surance,  and 
(7)  vesting  or  nonforfeiture  rights. 

Here  is  a  quotation  from  the  Congressional  Record: 

"At  the  present  time  there  is  an  abundance  of  legislation  on  the  liooks  to  reg- 
ulate banks  and  protect  the  savings  of  depositors.  [To  a  somewhat  les.ser  degree, 
the  same  comment  can  be  made  regarding  insurance  companies  issuing  lite  insur- 
ance and  annuity  contracts.]  Yet  there  is  no  such  legislation  protecting  the  savings 
of  27  million  employees  and  their  families  under  private  pension  plans."  ^ 

The  use  (or  misuse)  of  large  forfeiture  figures  is  not  all  by  proponents  of  pen- 
sion legislation.  Here  is  a  quotation  from  a  recent  magazine  article :  "If  vesting 
and  funding  regulations  now  proposed  are  passed  into  law.  benefits  will  have  to  be 
cut  to  20  percent  of  the  benefits  now  being  paid  under  the  Plan."  ^ 

Let  us  turn  this  statement  around.  We  then  have  the  inference  that,  in  order 
that  large  pensions  may  be  paid  to  about  15  percent  of  the  participants  in  the  plan, 
about  85  percent  of  these  participants  are  to  be  paid  nothing.  The  elite  secure  the 
pensions,  and  the  large  groups  of  participants  secure  nothing.  The  giving  of  a  tax 
subsidy  to  a  pension  plan  that  produces  such  a  result  is  questionable. 

In  order  to  be  socially  responsible  and  qualified  for  tax  advantages,  the  private 
pension  .system  must  provide  pensions  to  all  the  participants.  The  people  want  to 
provide  for  their  needs  after  retirement,  and  the  private  pension  system  must  be 
able  to  contribute  to  the  solution  of  this  problem  for  all  person.s.  If  the  private 
pension  system  fails  to  do  so,  there  is  an  alternative — extension  of  social  security. 

The  results  to  date  do  not  appear  to  be  satisfactory.  A  survey  of  pensions  paid 
in  1968  indicates  that,  if  you  are  a  white  man  over  age  65.  your  chances  of  having 
a  private  pension  are  approximately  twice  your  chances  if  you  are  classified 
nonwhite.  If  you  are  a  college  graduate,  your  chances  are  30  percent  greater  than 
if  you  have  only  a  grade-school  education.  Figures  for  income  groupings  or  em- 
ployment classifications  are  not  given.  Becau.se  the  executives  and  supervisors 
have  greater  job  security  on  the  average,  the  probability  is  that  a  considerably 
larger  proportion  of  the  retired  executives  and  supervisors  over  age  65  are  cur- 
rently recei\'ing  pensions  than  is  true  for  the  hourly  paid  workers.  The  percent- 
ages and  comment  on  this  paragraph  are  based  on  "Sources  of  Income  of  the 
Retired"  by  Walter  Kalodrubetz.^ 

Here  is  another  quotation  from  the  magazine  article  on  pen.sions :  "[N]obody 
has  challenged  the  basic  validity  of  the  federally  approved  system  which  per- 
mits payment  of  interest  only  on  unfunded  past  service  liability"  [emphasis 
.supplied].  The  italicized  expression  gives  a  false  impression  of  the  authority  of 
the  Internal  Revenue  Service.  The  primary  concern  of  the  IRS  is  that  the  in- 
come deductions  for  i)ension  costs  not  be  excessive.  The  Service  does  not  regulate 
or  approve  pension  plans  other  than  as  providing  limits  for  determination  of  in- 
come taxes. 

Legislation  is  required  if  reasonable  vesting  rights  are  to  be  provided  in  all 
private  pension  plans.  Neither  tho.se  who  control  industry  nor  the  labor  lead- 


1  Hon.  Charles  J.  Carney  of  Ohio,  Congressional  Record,  March  17,  1971.  p.  E192.5. 
*  A.  A.   Van  Deuren,  "The  Future  of  the  Private  Pension  Plan,"  Financial  Executive, 
March.   1971. 

3  Included  in  the  Congressional  Record,  March  2,  1971,  p.  E1327. 
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ers  have  strong  incentives  to  promote  vesting — in  fact,  the  financial  incentives 
are  against  vesting.  The  executives  and  supervisors  will  have  adequate  pensions 
at  lower  costs  to  the  stockholders  if  gains  are  made  from  terminations  of  workers 
with  greater  probabilities  of  termination.  Workers  who  leave  industry  and  the 
union  cannot  vote  in  union  elections.  Termination  gains  from  such  terminations 
will  increase  the  pension  for  the  union  members  who  remain,  as  indicated  by  the 
quotation  from  the  Financial  Executive.  The  plan  used  for  the  example  is  that 
of  the  Amalgamated  Clothing  Workers  in  New  York  City. 

The  fact  that  there  is  not  a  large  number  of  horrible  examples  to  present  is 
not  a  good  reason  for  opposing  regulatory  legislation  for  a  classification  of 
financial  organizations  that  is  now  largely  unregulated.  Why  wait  until  the 
l>eople  fall  over  the  cliff  and  then  call  the  ambulance — why  not  put  a  fence  at  the 
top  to  prevent  such  tragedies? 

Prepared   Statement  of  the  American  Retail  Federation 

The  American  Retail  Federation  appreciates  this  opportunity  to  present  retail- 
ing's  views  on  the  Carter  Administration's  Social  Security  proposals. 

The  American  Retail  Federation  is  a  federation  of  state  retail  associations  in 
all  50  states  and  the  District  of  Columbia,  and  30  national  retail  associations. 
Through  these  associations,  ARF  represents  over  1,000,000  retail  stores  with  over 
12.000,000  employees. 

The  retail  industry — one  of  the  largest  employers  in  the  U.S. — is  vitally  inter- 
ested in  maintaining  the  fiscal  integrity  of  our  Social  Security  system.  As  respon- 
sible employers  and  taxpayers,  we  share  the  Administration's  concern  over  the 
Social  Security  system's  ability  to  play  its  important  role  in  the  security  of  the 
millions  of  Americans  now  receiving  benefits,  as  well  as  those  contributing  to  the 
system  now,  and  in  the  years  ahead. 

THE  PROBLEM 

Much  has  been  said  about  the  very  real  problem  of  the  increasing  amount  of  dol- 
lars flowing  out  of  the  Social  Security  fund  and  the  lack  of  generation  of  new 
money  flowing  into  the  fund.  Many  factors  have  been  blamed  for  this  situation. 
We  hear  that  it  is  because  of  a  decline  in  the  birth  rate,  high  unemployment,  infla- 
tion, the  automatic  increase  in  benefits,  the  coupling  of  benefits  and  the  tax  base 
and  a  higher  and  higher  replacement  of  wages. 

We  are  here  to  talk  about  how  the  Federation  proposes  to  correct  .some  of  the 
problems  both  long-term  and  short-term,  and  comment  on  the  Administration's 
ideas.  Not  all  of  what  we  will  say  is  new :  some  will  be  in  a  new  light.  Our  goal  is 
to  offer  constructive  solutions  to  these  problems. 

GENERAL  REVENUES 

The  Federation  cannot  agree  with  the  payment  of  general  revenue  dollars  into 
the  Social  Security  funds  at  this  time.  It  can  and  does  recommend  that  the  Federal 
Government  pay  its  fair  share,  but  not  for  benefits  which  are  a  part  of  the  insur- 
ance in  Social  Security.  We  cannot  in  good  conscience,  as  the  Administration  pro- 
poses, take  from  general  revenues  monies  to  pay  for  unemployed  persons'  Social 
Security  taxes,  nor  can  we  agree  to  a  system  which  counts  on  an  infusion  by  the 
Federal  Government  of  general  revenues  to  pay  benefits  that  should  be  paid  from 
Social  Security  taxes.  Social  Security  is  an  insurance  plan  intended  to  pay  bene- 
fits at  a  specific  time  to  those  who  have  made  the  payments  for  their  future  pro- 
tection. 

Therefore,  we  recommend  that  no  general  revenue  funds  be  placed  in  the  Social 
Security  fund  to  pay  benefits.  We  recommend,  though,  that  payments  made  to  de- 
pendent students  between  ages  18  and  22  be  shifted  to  other  programs  on  the  basis 
of  need,  and  not  be  provided  out  of  Social  Security  funds.  We  also  recommend  tliat 
all  charges  for  administering  the  system  be  paid  from  general  revenues. 

EMPLOYER  WAGE  BASE 

The  Administration's  proposal  provides  for  removal  of  the  wage  base  ceiling  for 
■employers,  but  not  employees.  Under  this  proposal  the  employer's  taxable  base 
would  be  raised  over  a  three-year  period,  so  that  by  1981  the  employer  would  be 
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taxed  for  all  wages.  The  American  Retail  Federation  cannot  agree  to  this  pro- 
postal  for  the  following  reasons  : 

Equal  contributions  by  the  employee  and  employer  has  been  the  cornerstone  of 
the  Social  Security  system,  and  should  be  retained  to  maintain  public  confidence 
in  the  system. 

If  the  employer's  taxable  wage  base  is  increa.sed,  certain  industries  would  have 
a  greater  portion  of  the  financial  responsibility  shifted  to  them,  compared  to  other 
industries,  with  no  corresponding  increase  in  benefits  for  their  employees. 

Government  employers,  whose  employees  are.  or  will  be  covered  by  Social  Se- 
curity will  face  an  additional  tax  burden.  This  burden  ultimately  falls  on  all  tax- 
payers. 

EMPLOYEE-EMPLOYEE  WAGE  BASE 

The  Federation  is  in  agreement  with  the  Administration's  proposal  to  increase 
the  taxable  wage  base  by  $600  in  1979,  1981.  1983  and  1985.  beyond  the  current 
statutory  increases,  even  though  increases  in  the  base  are  somewhat  self-defeat- 
ing, in  the  long  run  (higher  benefit  levels  in  the  future  for  affected  employees). 

EMPLOYER-EMPLOYEE  TAX  RATE 

The  Administration's  propofsal  provides  that  the  one  percent  tax  rate  increase 
presently  scheduled  for  the  year  2011  be  advanced :  0.25  percent  in  1985  and  0.75 
percent  in  1990. 

The  Federation  recommends  increasing  the  rate  by  no  more  than  0.1  percent  in 
three  successive  years,  beginning  in  1978,  for  the  following  reasons  : 

The  increase  in  the  tax  rate  of  no  more  than  0.1  percent  in  three  successive  years 
would  meet  the  immediate  need  of  the  Social  Security  system.  Together  witli  the 
spinoff  of  students'  benefits  and  administrative  costs,  and  other  cost-saving  pro- 
posals, this  should  provide  adequate  funding  for  the  system. 

This  increase  in  the  tax  rate  spreads  the  additional  costs  among  all  covered  em- 
ployers and  employees. 

This  increase  in  the  tax  rate  would  not  increase  future  liabilities,  as  would  an 
increase  in  the  wage  base. 

SELF-EAIPLOYMENT  TAX 

In  the  past,  the  tax  on  the  self-employed  was  1%  times  the  tax  on  an  employee. 
The  relationship  is  currently  less  than  this  amount,  which  the  Administration  pro- 
povses  to  correct  by  re-establishing  the  I14  times  ratio.  The  Federation's  recom- 
mendation is  to  increase  the  tax  to  two  times  the  employee  tax  rate,  but  permit  the 
taxpayer  to  take  as  a  business  expense,  or  as  an  itemized  deduction  on  his  Federal 
Income  Tax  return,  the  employer  portion  of  this  tax.  This  would  increase  his  So 
cial  Security  tax,  but  part  or  all  of  this  would  be  offset  by  reduced  Fe<ieral  income 
taxes  and  reduced  state  taxes  in  some  states. 

The  rate  for  self-employed  should  be  the  same  as  the  combined  rate  paid  by  em- 
ployees and  employers.  This  would  put  the  self-employed  in  the  .same  position  as 
other  business,  and  also  raise  an  equitable  amount  of  revenue  from  this  group  to 
finance  their  benefits.  The  existing  method  and  the  Administration's  proposal  re- 
sults in  underfinancing  Social  Security.  Our  proposal  would  correct  this. 

TRUST  FUND  SHIFTS 

The  Administration's  proposal  provides  for  shifting  revenues  from  the  Ho-spital 
In.surance  Trust  Fund  to  the  Disability  Trust  Fund.  We  are  in  agreement  with 
this  proposal. 

DECOUPLING 

Decoupling,  which  would  modify  the  Social  Security  benefit  formula  to  elim- 
inate the  inflation  overadjustment  now  in  the  law,  is  the  most  important  area 
needing  legislative  action  this  year.  To  further  delay  passage  of  a  decoupling  for- 
mula would  compound  the  problem  in  the  future  and  make  it  that  much  more  dif- 
ficult to  keep  benefits  at  an  appropriate  level.  Therefore,  we  urge  that  Congress 
act  on  this  so  that  a  new  formula  can  be  effective  before  June  1, 1978. 

In  enacting  a  decoupling  formula,  we  believe  that  three  basic  principles  should 
be  adhered  to.  These  are : 

1.  The  replacement  rates  of  benefits  to  pre-retirement  gross  earnings  should 
initially  be  restored  to  the  1972  rates.  A  grandfather  clause  could  be  included  so 
that  no  one  would  receive  less  than  he  would  be  entitled  to,  under  today's  benefit 
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table.  This  would  negate  the  increases  in  benefit  amounts  that  have  occurred  as  a 
result  of  the  flaw  in  the  benefit  formula,  but  still  retain  an  adequate  benefit  level. 
In  addition,  this  would  re-establish  equity  between  1972  retirees  and  future  re- 
tirees. 

2.  Replacement  rates  of  benefits  should  thereafter  be  determined  as  a  percent  of 
disposable  earnings  rather  than  gross  earnings,  as  this  better  relates  to  actual 
adequacy  of  the  benefits. 

3.  The  benefit  formula,  when  coupled  with  other  legislative  changes,  should  re- 
sult in  income  exceeding  expenses  over  the  next  25  years  as  well  as  the  next  75 
years.  This  would  make  Social  Security  fiscally  sound,  and  not  generate  problems 
for  future  generations.  It  should  be  noted  that  income  should  exceed  expenses  to 
maintain  the  fund  at  a  constant  percent  of  yearly  expenses.  In  addition,  this  would 
provide  the  greatest  latitude  for  Congress  in  the  future  to  make  other  improve- 
ments, if  deemed  necessary. 

DEPENDENT  BENEFIT  TEST 

The  principle  of  paying  benefits  to  the  wife  at  50  percent  of  her  husband's  retire- 
ment was  passed  into  law  so  that  the  wife  was  protected  at  the  time  of  retirement. 
The  new  unisex  court  decisions,  however,  have  forced  the  Social  Security  system 
to  pay  dependents  benefits  to  either  spouse.  This  requires  a  new  dependents  benefit 
test  to  help  control  benefit  costs.  The  Federation  therefore  agrees  that  a  depend- 
ency test  be  enacted  similar  to  that  proposed  by  the  Administration. 

The  main  reason  that  we  are  confronted  with  this  dilemma  is  that  all  govern- 
ment employees  are  not  covered.  If  there  were  universal  coverage  of  all  employ- 
ment, including  Fedei-^al,  State  and  Local  Governments,  this  problem  would  vir- 
tually disappear.  We  cover  the  farm  worker,  the  home  worker,  the  domestic,  and 
we  cover  the  self-employed,  but  most  government  employees  are  still  out  of  the 
plan.  The  Federation  recommends  that  all  employees  should  be  covered  under  the 
Social  Security  Act.  This  would  require  all  workers  to  pay  their  prorata  share  for 
their  future  benefits.  Further,  most  social  legislation  passed  by  this  Congress  has 
required  universal  coverage,  and  as  recent  as  last  year  this  Committee  required 
virtually  every  person  to  be  covered  by  the  Unemployment  Compensation  laws. 
Universal  coverage  would  virtually  eliminate  the  need  for  this  dependency  test. 

MINIMUM  BENEFIT 

The  current  law  provides  a  very  high  minimum  benefit,  as  the  minimum  benefit 
has  been  increasing  and  currently  is  far  in  excess  of  the  amount  of  average  wages 
earned  by  claimants.  There  are  two  types  of  claimants  who  are  entitled  to  those 
minimum  benefits  :  the  first  of  the.se  is  the  claimant  who  has  a  short  work  history 
and  therefore  has  a  lower  average :  the  second  is  the  claimant  with  a  long  work 
history  at  a  relatively  low  rate  of  pay. 

We  believe  that  these  two  types  of  claimants  should  be  .segregated  and  treated 
differently.  The  first  type,  who  usually  comes  into  the  program  late,  and  has  a  low 
Average  Monthly  Wage,  because  of  a  short  work  history,  should  not  be  paid  the 
minimum  amount,  hut  rather  a  lesser  amount,  based  on  the  claimant's  actual  en- 
titlement. Tlie  second,  the  long-time  employee,  should  be  entitled  to  the  minimum 
benefit  as  it  is  now  constituted. 

We  believe  that  either  a  20-year  work  history,  or  80  quarters,  should  be  neces- 
sary to  secure  the  minimum  benefit  amount.  Any  amounts  less  than  this  should  be 
paid  to  the  short-time  employee  at  a  rate  of  lOk)  percent  of  his  Average  Monthly 
Wages. 

We  recommend  that  this  decision  be  made  so  that  the  long-time  employee  is  re- 
warded, and  the  payoiit  to  others  reduced,  particularly  tho.se  who  are  entitled  to 
either  other  federal  pensions  or  regular  military  retirement.  Some  of  these  claim- 
ants would  become  entitled  to  the  spouse's  benefits,  which  is  one-half  of  the  pri- 
mary benefit. 

EETIREMENT   EARNINGS    TEST 

Currently,  a  working  beneficiary  who  is  under  the  age  of  72  has  monthly 
benefits  reduced  $1.00  for  each  $2.00  of  earnings  in  excess  of  $250.00  a  month,  if 
earnings  exceed  $3,000  for  a  year.  This  is  referred  to  as  the  "retirement  test" 
or  the  "annual  earnings  test."  This  provision  can  completely  eliminate  all  bene- 
fits for  an  individual  with  enough  earnfngs  in  each  month  of  a  year.  This  type 
of  test,  in  and  of  itself,  is  appropriate,  as  Social  Security  was  originally  con- 
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reived  to  pay  benefits  to  an  individual  who  is  retired,  ratlier  than  to  an  individual 
who  continues  working.  However,  another  beneficiary  can  earn  annually  the 
same  amount  as  the  retiree  but  if  the  full  amount  is  earned  in  one  month,  the 
beneficiary  only  loses  one  month's  benefits.  We  propose  that  this  be  changed  so 
that  the  second  individual  would  have  total  annual  benefits  reduced  in  the  same 
manner  as  the  retiree.  This  would  eliminate  the  inequity  that  currently  exists 
between  these  two  individuals. 

ANNUAL   BEPORTING   OF   WAGES 

In  1976,  Congress  enacted  legislation  changing  the  requirement  of  reporting 
FICA  taxable  wage  information  for  employees  on  a  quarterly  basis,  to  reporting 
the  information  annually.  The  main  reason  for  passing  this  measure  was  to 
reduce  paperwork  and  other  costs  relating  to  the  reporting  of  wage  information. 
However,  the  computation  for  determining  quarters  of  coverage  for  Social  Secu- 
rity benefits  was  not  changed;  therefore,  the  employer  must  still  report,  and 
the  Social  Security  Administration  must  still  obtain  information  that  can  be 
iiised  to  determine  if  an  individual  earned  $50  or  more  within  a  quarter.  The 
Administration  has  proposed  separate  legislation  that  would  remedy  this  by 
using  only  annual  earnings  in  computing  quarters  of  coverage. 

In  essence,  this  legislation  would  result  in  one  quarter  of  coverage  for  each  $250 
of  earnings  during  a  year  but  not  to  exceed  four  quarters  for  the  year.  We 
strongly  support  this  legislation  and  request  that  it  be  passed  immediately,  even 
if  it  is  considered  separate  from  other  Social  Security  proposals. 

CONCLUSION 

We  therefore  urge  you  to  pass  appropriate  Social  Security  legislation  this  year 
that  will  not  only  resolve  our  short-term  problems  but  also  eliminate  future 
deficits  so  that  we  will  pass  on  to  our  future  generations  a  financially  sound  and 
equitable  Social  Security  system.  The  proposals  herein  advanced  by  the  American 
Retail  Federation  can  accomplish  these  goals  : 

Dependent  students  and  administrative  costs  should  be  transferred  to  General 
Revenues. 

The  employer's  wage  base  ceiling  should  continue  to  be  equal  to  the  employees. 

Increase  the  Employer-Employee  wage  base,  per  Administration's  proposal. 

Increase  the  employer-employee  tax  rate  by  no  more  than  0.1  percent  in  three 
successive  years. 

Increase  self-employed  tax  rate  to  two  items  employee  rate,  but  permit  income 
tax  relief. 

Shift  Hospital  Insurance  Trust  Funds  to  Disability  Trust  Fund,  per  Ad- 
ministration's proposal. 

Enact  decoupling  legislation  immediately,  adhering  to  replacement  rate  prin- 
ciples set  forth  in  testimony. 

Enact  new  unisex  dependent  benefits  test ;  coverage  of  all  workers,  including 
Federal,  State,  and  Local  Government  employees  would  virtually  eliminate  need 

for  test. 

Reduce  minimum  benefit  for  short-term  workers;  maintain  current  level  for 

long-term  employees. 

Change  retirement  earnings  test  to  annual,  rather  than  monthly  basis. 

Enact  Administration  measure  to  use  annual  earnings  in  computing  quarters 
of  coverage. 

On  behalf  of  the  nation's  retail  industry,  thank  you  for  this  opportunity  to 
submit  testimony.  I  would  be  pleased  to  respond  to  any  questions  you  might 
have. 

Prepared  Statement  by  Richard  E.  Carver,  Mayor  of  Peoria,  III.,  on  Behalf 

OF  THE  National  League  of  Cities 

Mr.  Chairman,  members  of  the  Committee.  I  am  Richard  Carver,  Mayor  of 
Peoria,  Illinois,  and  Chairman  of  the  National  League  of  Cities'  Effective  Gov- 
ernment Committee.  I  am  here  today  on  behalf  of  the  National  League  of  Cities 
and  its  15,000  members. 

With  your  permission,  I  would  like  to  submit  for  the  record,  the  NLC  Policy 
Statement   on    Social    Security.    In    summary,    our   National    Municipal    Policy 
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requests  that  Congress  leave  intact  the  current  provisions  regarding  local  gov- 
ernment entry  or  vrithdravs^al  from  the  Social  Security  System.  Our  policy  fur- 
ther suggests  that  the  Social  Security  system  be  restored  to  its  original  pur- 
pose— an  insurance  program  financed  by  employer  and  employee  contributions 
into  a  trust  fund  providing  wage-related  benefits  to  workers  as  a  matter  of  right ; 
that  there  be  no  earnings  penalty  for  retirees  who  choose  to  work ;  and  that 
supplementary  benefits  be  paid  from  an  income  support  system. 

I  wish  to  speak  to  several  of  the  issues  related  to  the  general  problem  of  fi- 
nancing the  Social  Security  system,  and  in  particular  to  the  Administration's 
proposals.  The  urgency  and  magnitude  of  the  problem  are  well-enough  known. 
More  than  32  million  people  receive  Social  Security  benefits  totalling  $0  billion 
per  month.  About  104  million  people  are  covered  by  Social  Security.  Without 
changes,  the  trust  funds  will  soon  be  exhausted,  and  a  massive  deficit  will  develop. 

My  comments  as  a  city  official  are  from  two  perspectives — as  an  employer  and 
as  an  elected  representative  of  the  taxpayers  of  my  community.  State  and  local 
governments  currently  employ  over  12  million  individuals — about  70%  of 
whom  are  covered  by  Social  Security — and  are  paying  around  $9  billion  annually 
in  Social  Security  taxes.  The  direct  interest  of  city  governments  in  Social  Security 
financing  is  evident  from  the  cost  perspective  alone.  At  the  same  time,  however, 
like  you,  city  ofiicials  are  elected  representatives  and  must  be  concerned  with 
the  retirement  well-being  of  all  their  citizens.  Without  adequate  and  equitable 
retirement  benefits,  urban  residents  will  be  forced  to  turn  for  help  to  the  closest 
level  of  government,  the  provider  of  basic  services  in  our  federal  system — local 
governments.  For  city  governments  then,  the  Social  Security  financing  problem 
presents  direct  and  indirect  threats  and  as  the  payment  of  social  security  bene- 
fits requires  a  greater  and  greater  share  of  the  federal  budget,  less  and  less  is 
available  for  other  purposes.  Given  these  concerns.  I  do  not  find  the  Administra- 
tion's proposal  for  changes  in  the  financing  of  the  system  at  all  adequate.  Let 
me  hasten  to  say  that  our  current  plight — created  largely  through  inadvertence 
and  impredictability  should  make  no  one  confidant  in  his  judgments  about  the 
future  of  the  Social  Security  system. 

Most  generally,  and  most  importantly,  I  am  not  satisfied  that  the  Administra- 
tion has  gotten  to  the  root  of  the  problem.  There  is  a  need  to  ask  questions  about 
what  is  being  financed  before  making  important  decisions  about  how  to  finance 
it.  There  is,  most  especially,  a  need  to  get  back  to  first  principles  in  the  case  of 
Social  Security  and  ask  what  its  purpose  is,  what  its  relationship  is  to  other 
programs  and  activities — public  and  private — and  whether  or  not  it  requires 
system-wide  substantive  changes.  There  is  a  need,  one  might  say,  for  some 
"zero-based  budget"  analysis. 

The  Administration  has  quite  reasonably  sought  to  fulfill  its  campaign  commit- 
ment to  solve  the  short-tenn  financing  problem  and  to  put  the  long-terra  fi- 
nancing on  firmer  footing.  But  in  doing  so,  it  has  accepted  the  program  as  is  and 
offers  a  set  of  tactics  without  a  consideration  or  reconsideration  of  strategy  and 
goals. 

What  about  the  tactics?  The  Administration  proposes  to  dip  into  general  funds 
for  the  payment  of  Social  Security  benefits.  This  would  be  done  on  only  a  limited 
basis — when  unemployment  rises  above  six  percent — and  is  justified  as  a  paymf^nt 
for  loss  of  contributions  from  the  payroll  tax.  These  limitations  it  is  argued,  also 
limit  the  precedent  for  the  use  of  general  revenues.  But  the  fact  remains  that  it 
would  be  a  precedent,  in  itself  dependent  on  unpredictable  conditions  and,  if 
expanded,  unaccompanied  by  the  basic  rethinking  of  Social  Security  that  would 
make  one  confidant  that  any  line  could  be  held. 

It  would  at  the  same  time  introduce  a  large,  automatic  economic  stabilizer 
without  consideration  of  its  effects  on  the  national  economy  or  concern  for  the 
limits  that  would  be  placed  on  discretionary  counter-cyclical  policy.  We  might 
well  want  to  spend  general  revenues  for  other  purposes  during  a  recession.  In 
the  case  of  unemployment  compensation,  the  use  of  general  revenues  at  least 
has  the  justification  of  a  close  connection  with  the  problem  to  be  addressed. 
Whereas,  in  the  case  of  Social  Security,  the  recourse  to  the  general  fund  has 
more  the  appearance  of  a  financial  stra legem. 

Another  of  the  tactics  of  the  Administration's  proposal  would  be  to  tax  the 
employer  on  the  full  earnings  of  the  employee.  This  would  be  done  in  three  stages 
between  now  and  1981.  This  would,  of  course,  be  an  immense  mandated  cost  for 
state  and  local  governments,  increasing  their  costs  over  the  four  years  by  an 
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estimated  $3  billion.  Local  governments  are  not  in  a  position  to  absorb  yet 
another  federally  mandated  cost  at  this  time.  We  have  yet  to  appreciate  fully 
the  fiscal  impact  on  local  government  budgets  of  the  recently  extended  unem- 
ployment insurance  coverage  of  public  employees. 

As  I  mentioned  earlier,  city  governments  share  the  interest  of  other  employers 
in  some  respects,  most  obviously  in  this  case.  Removing  the  wage-base  ceiling 
for  employers  enables  the  Administration  to  claim  that  it  has  fulfilled  its 
campaign  promise  of  solving  the  Social  Security  problem  without  increasing 
the  payroll  tax  rate.  Employers  should  be  forgiven  if  they  see  in  this  a  measure 
of  legerdemain.  Without  making  basic  changes  in  Social  Security  it  is  neces.sary 
to  improvise.  Since  an  increase  in  the  wage  base  on  which  the  employee  pays  a 
tax  viould  require  an  increase  in  benefits  which  would  worsen  the  financing 
problem,  an  alternative  is  to  increase  the  employer  wage  base.  Then,  positing 
a  surprise-free  future  and  the  proposed  combination  of  recession  dips  into  gen- 
eral funds  and  a  reduced  reserve,  it  is  asserted  that  the  employer's  burden 
would  be  less  than  if  the  shortfall  were  met  through  ordinary  increases  in  rate 
and  base.  The  real  outcome  it  seems  to  me  is  just  as  likely  an  increased  burden 
on  employers  and  a  disquieting  precedent  for  further  expansion. 

What  will  city  governments  do  with  an  increased  Social  Security  burden? 
In  some  respects  they  will  behave  as  do  other  employers  ;  absorb  some  of  the  cost, 
pass  it  backward  to  employees  and  pass  it  forward  to  consumers.  In  other 
words,  though  there  is  no  tax  rate  increase  for  the  employees,  they  will  bear 
some  of  the  employer  increase  in  reduced  salaries  and  benefits.  But,  public 
employers  differ  in  some  important  respects  from  private  employers.  Reduced 
productivity  or  profit  in  the  case  of  local  government  means  reduced  services. 
And  the  consumer  is  the  taxpayer  who  will  be  asked  to  pay  more  to  receive  less 
locally.  The  efi'ort  to  reduce  the  burden  of  the  regressive  payroll  tax  will  in 
part  result  in  shifting  it  to  state  and  local  taxes  which  are  themselves  not 
overly  progressive. 

Given  this  admittedly  pessimistic  analysis  of  the  situation.  th^?re  is  good  reason 
to  think  that  more  localities  will  give  serious  consideration  to  withdrawing  from 
the  Social  Security  system.  As  you  know,  the  Constitutional  considerations  have 
prevented  the  absolute  mandating  of  the  payment  of  the  employer  tax  by  state 
and  local  governments.  In  the  past,  withdrawal  from  the  system  has  usually 
been  prompted  by  the  employees  who  think  it  is  to  their  advantage.  More  recently, 
the  governments  themselves  have  initiated  an  increasing  number  of  with- 
drawals for  reasons  of  local  financial  stringency,  lack  of  confidence  in  the  Social 
Seovirity  system  and  conviction  that  they  can.  for  the  same  or  less  money,  pro- 
vide equal  or  superior  benefits  to  their  employees.  Since  1959,  372  state  and  local 
units  containing  .j2,200  employees  have  withdrawn.  There  are  notices  of  termina- 
tion on  file  from  another  32.5  units  covering  more  than  500,000  employees.  My  city 
is  among  those  that  are  seriously  considering  withdrawal  from  the  system,  and  I 
would  be  happy  to  answer  any  questions  you  may  have  on  that  subject. 

Unless  state  and  local  governments  can  be  confident  about  the  future  of  Social 
Security,  their  reasons  for  considering  withdrawal  from  the  system  will  be 
multiplied  and  strengthened.  Some  of  the  Administration's  proposals  are  per- 
fectly reasonable — eliminating  the  unintended  escalation  of  benefits,  for  example. 
Tlie  general  intent  is  responsible  and  commendable.  However,  any  significant 
changes  should  rest  on  a  solid  foundation  of  common  imderstanding  and  purpose. 
Social  Security  should  be  an  insurance  program,  based  on  employee  and  emidoyer 
trust  fund  contributions  with  payments  proportioned  to  contributions,  providing 
a  floor  of  protection.  At  present  we  are  confused ;  in  large  part  l)ecause  we  do  not 
have  a  reasonable  income  support  system  as  a  context  for  Social  Security.  We 
should  not  let  that  confusion  force  us  into  avoiding  the  diflScult  questions  that 
should  precede  hasty  changes  in  the  system  of  financing. 

Thank  you  Mr.  Chairman,  for  your  interest  in  our  testimony  and  for  the 
opportunity  to  present  our  views. 

National  Municipal  Policy — -1977 :  National  League  of  Cities — 

Social  Security 

Congress  should  :  "Refrain  from  Interfering  in  local  budgetary  decision-making 
processes  by  imposing  mandatory  additional  costs  on  local  governments.  Specific- 
ally we  oppose  altering  the  current  provisions  for  entry  or  withdrawal  from  the 
Social  Security  system." 
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A.  Social  Security — The  original  purpose  of  the  Social  Security  system  en- 
acted in  135,  should  be  restored  through  legislative  change.  It  should  be  returned 
to  an  insurance  program  financed  by  employer  and  employee  contributions  into 
a  trust  fund  that  would  provide  wage-related  benefits  to  workers  as  a  matter  of 
right.  It  should  be  stressed  that  the  program  was  not  designed  to  provide  the 
bulk  of  retirement  income,  but  only  a  "floor  of  protection"  which  would  be  supple- 
mented by  the  persons'  private  savings  and  pensions. 

If  other  resources  are  not  available  then  supplementary  benefits  should  be 
available  from  an  income  support  system. 

When  an  income  support  system  is  in  place,  Social  Security  benefits  should  be 
directly  related  to  contributions.  Any  person  who  has  been  employed  and  who 
retires  should  receive  benefits  determined  on  the  basis  of  contributions,  regard- 
less of  family  satus.  There  should  be  no  penalty  or  reduction  in  benefits  as  a 
result  of  earnings.  There  should  be  no  work  requirement  associated  with  the 
program. 
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